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ABSTRACT  

The dissertation proposes a novel and innovative theoretical framework with extensive 

new empirical data to illustrate how bottom-up endogenous institutional evolution of 

societies operates and how new startups create new institutions. The research is 

motivated by theoretical puzzle derived from empirical observations of constant 

dynamism of market economies challenging the theories of new institutionalism – each 

year 20-30% of old firms are replaced with new startups. Constant dynamism is a puzzle 

as New institutionalism (especially Varieties of Capitalism) has construed institutions as 

„Iron Cages‟, where rational actors‟ optimal strategy within equilibriums is to reproduce 

the institutions and hence there should be no utility for innovative startups.  Fintech 

startups of Taiwan and Korea provide excellent case study to research how and why new 

startups are able to restructure the institutions of market economies. The qualitative 

comparative case study of Taiwan and Korea by data triangulation analyzes extensive 

new data from interviews of fintech ecosystem stakeholders (startups, VCs, incubators, 

governmental entities), government documents and industry statistics. The qualitative 

case study contributes novel findings to illustrate the fintech startups create new 

institutions to re-organize how economic behavior is coordinated within societies and the 

startups act as focal points to guide and advice the government in formal regulatory 

reforms. Case study illustrates also that government is a reactionary entity – formal 

policies follow informal behavior – but governments can suppress or amplify institutional 

change by supporting startups. Fintech industry growth of Korea is driven by startups but 

government is amplifying the growth while in Taiwan the government has blocked 

innovation.  The dissertation contributes new dynamic theory of institutions, with new 

dynamic structural foundations of institutions, to advance new institutionalism‟s 

understanding how spontaneous and endogenous open-ended institutional evolution is 

constantly occurring and how startups are predisposed to act as institutional entrepreneurs 

to create new institutions to restructure and re-organize contemporary market economies. 

Key words: Institutional change; New institutionalism; Institutional entrepreneurship; 

Fintech; Korea; Taiwan. 
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I. INTRODUCTION 

1.1. Introduction to the research 

Contemporary market economies are characterized by constant churn of new startups 

creating new institutions, new culture, new technology and new ideas. The constantly 

unfolding endogenous reinvention of social order via startups characterizes market 

economies as open societies and political systems, and the reinvention of social order is 

rapidly occurring; each year 20-30% of firms are replaced with new ones in advanced 

market economies (OECD, 2016a). Fintech industry is an exemplary case as a new 

industry created entirely by new startups and the fintech industry is not merely new 

technology but the startups have theorized entirely new way of organizing economic 

behavior of societies. Innovation of fintech startups has in mere two years created entirely 

new financial infrastructure to channel funding to new startups as ICO (initial coin 

offering) infrastructure in Q1-Q2 of 2018 provided capital to new ventures equivalent to 

45% of capital in IPO and 31% in venture capital markets (Long, 2018). For new 

institutionalism and Varieties of Capitalism (VoC) (Hall & Soskice, 2001) this proposes a 

central theoretical and empirical puzzle as new institutionalism has entirely ignored the 

empirical data of dynamism, and thus theories of new institutionalism cannot be 

reconciled with this data, and importantly, moreover the prior theories even contradict the 

empirical data by arguing endogenous change is theoretically impossible (Greif & Laitin, 

2004). Thus, fintech is a unique and special case for new institutionalism as it exemplifies 

how societies can quickly pursue open-ended endogenous institutional evolution, and by 

so the fintech case is central study to advance theories of new institutionalism. 

New institutionalism, especially VoC framework, has theorized institutions as „Iron 

Cages‟, institutional equilibriums structuring incentives in such manner that optimal 

strategy is to reproduce the institutions, and hence no innovative behavior or constant 

churn of new firms (20-30%) should be observed. Thus, the empirical observations of 

startups and especially of fintech sector propose a crucial theoretical and empirical puzzle 

that demands new theoretical and conceptual foundations to escape „Iron Cages‟ of new 

institutionalism and create properly dynamic theory of institutions, with empirical data of 
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dynamic behavior and endogenous institutional evolution incorporated as a central 

element for the theoretical framework of new institutionalism. This theoretical puzzle 

provides the motivation and central research problem for the dissertation research. 

This research focuses on researching and theorizing how the constant churn of new 

startups creates new institutions – how new startups propose new scalable models to 

organize coordination and cooperation among stakeholders – and how institutional 

structures enable the constant institutional evolution without compromising the 

exogenous nature of institutional systems. The research builds on VoC theory‟s notion of 

institutions as largely ideational „shared understandings‟ rooted in formal and material 

institutions – supply side coordination assets empowering cooperation among 

stakeholders (Hall & Soskice, 2001; Jackson & Deeg, 2008; Hall & Gingerich, 2009) – 

and aims to contribute how the startups create new functional and complementary 

ideational templates as institutions for cooperation and how government leverages these 

templates for formal regulations. Term „institutional entrepreneurship‟ refers to 

intentional activities of startups creating new ideational coordination models to 

reorganize cooperation of stakeholders, and „institutional evolution‟ refers to process of 

societies adopting new initially ideational models for organizing cooperation and 

interaction within the society. Thus, the central aim of the study is to contribute 

significant new theoretical and conceptual advancements to new institutionalism and 

Varieties of Capitalism. Research is significant as the theoretical puzzle is crucial for 

creating properly dynamic theories of institutions and practically the understanding of 

institutions is essential for developing favorable government regulations and policies to 

support economic and political development of market economies. Moreover, empirical 

data of fintech startups and startups in general suggests that institutional evolution is 

selection: new fields and trajectories are created endogenously – which contributes new 

important advancement to understand how dynamic open-ended evolution occurs in 

market economies without relying on heroic institutional entrepreneurs. 

Thus, the core research problem structuring the research is: How does endogenous 

institutional evolution of market economies operate and what is the role of startups in 

this process? and important supportive question is: How institutional structures enable 
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endogenous institutional evolution via startups? Aim of the study is to theorize how new 

firms create new institutions without compromising the central tenets of new 

institutionalism. Research problem provides structure and direction for the literature 

review, theoretical work and empirical research, which all aim to provide consistent and 

coherent theoretical answers with empirical data to understand operation of the 

contemporary societies. The research is organized via variables – independent, dependent 

and intermediating variables – as a question of how the independent variable of 

institutional entrepreneurship of startups is influencing the dependent variable of 

institutional evolution, while being influenced by the intermediating variable of the 

existing characteristics of the institutional framework. 

The empirical research is implemented as a comparative case study of fintech startups of 

Taiwan and Korea. Qualitative case study by data triangulations analyzes extensive new 

empirical data from stakeholder interviews (representatives from startups, venture capital 

firms, incubators, governmental entities), government documents and industry statistics 

with purpose to document holistic in-depth causal patterns of institutional evolution via 

stimulus from fintech startups. Fintech startups are selected for the case study as firstly 

the financial industry is dominated by large conglomerates and is heavily regulated, yet 

the empirical data shows that new startups with limited resources have quickly succeeded 

pushing for institutional and regulatory evolution (e.g. ICOs becoming important channel 

of new venture funding), and secondly financial sphere is a crucial institutional sphere of 

VoC theory, with crucial role in creating national varieties of capitalism. Thus fintech is a 

crucial case for understanding institutional change in new institutionalism and VoC. 

Taiwan and Korea are selected as the case study countries as due to historical, political, 

economic and cultural affinities as developmental states they provide most suitable 

comparative pairing of countries. Taiwan and Korea share similar historical development 

paths, as even recently both countries in 2013-2018 have simultaneously transitioned 

away from state-led growth models to new startup-led growth models, but for fintech 

development they have taken alternative paths. Moreover, interestingly Taiwan with 

history in SME-driven growth has favored large conglomerates in fintech development, 

while Korea with history in chaebols-driven growth model has favored startups proposes 
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additional empirical puzzle of how both countries have escaped path dependent paths and 

pursued entirely new trajectories. 

The empirical case study is important advancement for new institutionalism by 

contributing one of the first studies of new institutionalism researching how new startups, 

innovation and the firm churn influence institutional evolution, and by so the research 

provides entirely new data to new institutionalism. The endogenous approach and 

especially the data of constant firm churn has been previously entirely ignored by new 

institutionalism and hence demands extensive re-theorizing of the theoretical and 

conceptual foundations of new institutionalism. The endogenous approach is moreover 

important to understanding the trajectories of institutional change – how new institutions 

can be created – and how the functionality and coherence of institutional systems is 

created and sustained endogenously. To emphasize, the research approach aims to create 

truly actor-driven theoretical model where new institutions are created and sustained by 

new startups, which creates a properly dynamic understanding of social systems. Thus, 

the dissertation aims to contribute to theoretical puzzles how the Northian and Coasian 

evolution of social cooperation towards more efficient templates is constantly operating 

and why some countries outperform others in the endogenous evolution of institutions. 

Finally, the research aims to place constant dynamism at the center of new 

institutionalism – institutions are constantly evolving – but the constant evolution is 

essential for continued and sustained vitality and stability of institutional systems. 

Constant evolution of institutions is paradoxically necessary for institutions to stabilize 

and structure societies.  

1.2. Research puzzle and research questions 

The research is motivated by both theoretical and empirical research puzzles. Firstly, at 

the center of new institutionalism is a theoretical puzzle almost entirely unaddressed by 

earlier theoretical work: how can we co-fit agency of actors and structural imperatives of 

institutionalism together without compromising neither of them, and more specifically, as 

institutions are inherently endogenous – created internally within societies – but become 

exogenous to structure operation of societies, how this dynamic evolution of institutional 
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systems occurs has not been addressed by theories of the new institutionalism. New 

institutionalism includes two basic tenets – institutions structure human behavior and 

institutions are endogenous (Przeworski, 2004; North, 1990) – but nearly all theories of 

new institutionalism have failed to co-fit these basic tenets. New institutionalism has 

instead consistently simplified the nature of the theoretical puzzle to gain analytical 

leverage to explain static behavior but this has left the central theoretical puzzle entirely 

unaddressed. Moreover, the focus on static behavior had led to inflexible, empirically 

inaccurate and static theories where inability to explain dynamic behavior of institutional 

systems compromises the leverage over static transactions. Secondly, the theoretical 

puzzle of the research is derived from the empirical puzzle of observations of the 

continuous evolution of market economies: constant flow of new firms, new behavior, 

new culture, and new ideas challenging older institutions and creating new institutions. 

Empirical observations reflect constant dynamic innovation and experimentation – 

constant flow of new firms, behavior and culture emerging endogenously via new 

generations of startups – and this constant churn of new behavior cannot be reconciled 

with existing static theories of new institutionalism (Rodden, 2009; Seo & Creed, 2002). 

Across OECD countries, each year 20% to 30% of firms are replaced with new ones, 

highlighting a significant and constant renewing of the social structures of societies 

(OECD, 2016a; Seo & Creed, 2002).  

The empirical observations of fintech startups in Taiwan and Korea especially illustrate 

how a new wave of organizations challenge the social order (including hierarchy and 

dominance of traditional financial sector), and by innovation proposes new models to 

organize coordination within the societies, and lastly this new innovative behavior creates 

new informal and formal institutions (including formal regulations). Theories of new 

institutionalism not only fail to understand this, but the theories even argue that rational 

actors would and could not act as institutional entrepreneurs (Greif & Laitin, 2004; Hall 

& Soskice, 2001; DiMaggio & Powell, 1983). Empirical observations thus propose 

interesting puzzle effectively challenging existing literature of new institutionalism and 

requiring new theoretical work. For Varieties of Capitalism the fintech proposes a 

significant theoretical challenge as Hall and Soskice (2001) proposed that financial 

sphere is a crucial institution influencing the nature of capitalism (e.g. stock market in 
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US, banks in Germany, chaebols in Korea), but empirical data of fintech shows that in 

mere two years 2016-2018 the new ICO funding mechanism has become a significant 

source of capital for new ventures (in 2018 ICOs allocated funding to startups equivalent 

to 45% of capital in IPO markets, 31% in VC markets (Long, 2018)), which indicates the 

endogenously new financial institutions can be added to market economies and the new 

financial institutions can rapidly endogenously transform the governance of capitalism in 

contemporary societies. The empirical observations of fintech provide a crucial case 

study that challenges VoC theory and demands new innovative conceptual and theoretical 

framework to establish a truly dynamic theory of institutions. 

The case study of fintech industry in Taiwan and Korea is interesting as the fintech 

industry in both countries consists of new startups who have without government or 

public support started to experiment with new ways to organize financial models in their 

societies, where the innovative business models of fintech startups have often not only 

been without regulatory support but have even been considered illegal by the regulatory 

authorities. Taiwan and Korea provide a suitable comparison due to shared history as 

developmental states but also provide an empirical puzzle as despite of institutional 

affinities the two countries have pursued different trajectories with fintech as in Korea the 

fintech is a national agenda while in Taiwan the regulators have effectively blocked new 

industry growth. Theories of new institutionalism suggest the startups would not pursue 

new behavior as the structural imperatives erode utility of innovative behavior, but 

empirical observations suggest startups perceive utility to act as institutional 

entrepreneurs. The empirical puzzle is hence how and why these fintech startups have 

engaged in experimental behavior and institutional entrepreneurship, and how they 

succeeded in institutional entrepreneurship. Both countries have various fintech startups 

that started well-before government or financial regulators had recognized fintech trend – 

Taiwan has such startups as Bitmark, BitoEX, MaiCoin, CoolBitX, OwlTing, while 

Korea has Viva Republica, DAYLI Financial Group, 8Percent, Bithump – which is an 

interesting empirical puzzle: what inspired these startups to experiment with business 

models that often were not understood, not regulated, even banned, and how were they 

able to nurture institutional evolution. Institutions as equilibria approach argues this does 

not happen due uncertainty of whether other actors will pursue complementary strategies 
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(Greif & Laitin, 2004). To reiterate, the existing theoretical work of new institutionalism 

states that endogenous institutional change cannot occur as the individual actors lack 

either resources, agency and incentives to engage in institutional evolution, but empirical 

observations of experimental fintech startups provide evidence of constant churn of new 

startups creating new innovative business models and successfully driving institutional 

evolution in Korea and Taiwan, including creation of new formal institutions.  

The empirical and theoretical puzzle thus proposes a puzzle of how and why fintech 

startups engage in experimental behavior, how institutional structures allow this to occur 

and how the fintech startups have succeeded in fostering institutional evolution. The core 

theoretical puzzle is how institutional systems are able to structure and stabilize market 

economies while also enabling endogenous institutional evolution to occur. That is, the 

institutional systems are required to have structural propensities that allow institutions to 

structure behavior while also being structured by behavior – institutional systems are both 

constitutive and constituted of behavior. The empirical puzzle is also a puzzle of startups 

– why and how they engage in institutional entrepreneurship of intentional activities to 

leverage resources and networks to create institutions.  The research puzzle is formulated 

via following research questions to provide structure of the theoretical and empirical 

research work. 

The research is structured around the following main research question: 

- What is the mechanism of endogenous institutional evolution of market economies 

and what is the role of startups in the evolution? 

Supportive research questions: 

- How existing institutional environment and its characteristics influence and 

condition the agency and ability of startups to engage in institutional 

entrepreneurship – how institutions enable endogenous evolution without 

compromising structural stability of institutions? How institutional evolution and 

quality of formal institutions are interconnected? 

- What are the main mechanisms and processes of institutional evolution? How co-

evolution and co-interdependence of organizations and institutions operate? 
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- How economic, political and sociocultural dimensions of institutional systems work 

together as a system; how the competing demands co-exist and co-evolve? How 

economic, political and sociocultural preferences of actors interact? 

- What motivates actors to pursue endogenous institutional evolution? 

1.3. Framing of the research approach  

The proposed research and its approach are new institutionalist, which generally assumes 

that institutions matter – they structure, guide, influence and constrain economic behavior 

(North, 1990, p. 3) – and are hence interesting as they “generate empirical regularities in 

behavior” (Culpepper, 2005, p. 174), which is why new institutionalism in its different 

strands has been the dominant theoretical framework to study political economies in the 

recent decades. New institutionalist research approach as a methodological approach 

includes two central elements: firstly, institutions influence, condition and even 

determine economic, political and social life within societies, shaping both behavior and 

outcomes, but secondly institutions are also always endogenous and socially constructed 

(Przeworski, 2004, p. 527; North, 1990; Thelen, 1999). Therefore, studying institutional 

change with new institutionalist approach is a methodological approach to theorize how 

institutions can be both constituted of social action as well as constitutive of social action 

without compromising either of the basic tenets
1
 (Hall, 2009). For the dissertation, the 

approach emphasizes the endogenous actor-centered aspect of institutions being 

constituted by behavior. The research approach is new institutionalist, but approach can 

be characterized as eclectic as it synthesizes elements and ideas from various strands of 

new institutionalism. The research approach incorporates into research framework 

elements from rational choice institutionalism, institutional economics and comparative 

capitalism (e.g. Williamson, 1985; North, 1990; Hall & Soskice, 2001), historical 

institutionalism (Thelen, 1999; Pierson, 2000; Vogel, 1996) and sociological 

institutionalism, including organizational theory and economic sociology (e.g. 

Greenwood, Raynard, Kodeih, Micelotta & Lounsbury, 2011; Battilana, 2011; Lawrence, 

                                                 
1
 Most of the existing research tends to compromise one of the basic building blocks. Notable exemptions 

of co-fitting both elements can be found from Aoki (2007; 2013), North (1990), Bourdieu (1977), Giddens 

(1984). 
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Suddaby & Leca, 2009; DiMaggio & Powell, 1983; Scott, 2008; Granovetter, 1985). 

Important influence is the field theories of sociology to understand diversity of the social 

structures and interaction of the diverse fields (Fligstein & McAdam, 2011; Bourdieu & 

Wacquant, 1992; Giddens, 1984). 

The research approach is thus eclectic. Important reason why different paradigms of new 

institutionalism should be synthesized is excellently summarized by Hall and Taylor 

(1996, p. 950-951) arguing that historical institutionalism has tendency to ignore 

microfoundations of why individual actors and organizations behave as they do due to 

institutional influences, while rational choice institutionalism is more focused on the 

microfoundations which supports theory-building but its behavioral assumptions are 

somewhat simplistic, even ignoring some central features of individual behavior, whereas 

sociological institutionalism is more accurately focused on understanding the behavioral 

motivations of actors. Historical institutionalism is important as it highlights the origins 

of institutions and how power and resource asymmetries are reflected in institutional 

building, and the historical institutionalism accurately captures how institutional 

infrastructures of individual nations are and stay unique due to path dependency and 

historical trajectories (Hall & Taylor, 1996, p. 938-941), whereas the rational choice 

institutionalism highlights the importance of rationality making institutions work and the 

functionality of why institutions are needed. Moreover, eclectic synthesis of different 

paradigms is important as institutions are created due to the social embeddedness of 

economic, political and social life – societies need structure to function – and institutions 

have economic, political and social dimensions but these are deeply intertwined and 

tangled (i.e. we cannot easily separate technical aspects from distributional or social 

elements in institutional design) (Friedland, 2009), which means different dimensions of 

institutional systems need to be simultaneously theorized. 

The research approach builds on rational choice institutionalism as the microfoundations 

of the theory – how institutions structure incentives and pay-off functions of actors – but 

also uses sociological institutionalism to emphasize social embeddedness driving the 

creation of institutions that structure rationality and agency of actors. Rational choice 

institutionalism together with new institutional economics portrays institutional evolution 
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as less problematic than sociological institutionalism as it perceives a rather spontaneous 

process of more efficient institutions replacing less efficient ones, but sociological 

institutionalism provides more nuanced understanding of the political and social nature, 

as well as bounded and socialized rationality of actors, of institutional evolution, 

especially how more efficient institutions are not implemented due to distributional and 

ideological reasons. Historical institutionalism is incorporated into the research approach 

as the foundation of the institutional evolution – i.e. institutional building does not 

operate in a vacuum, but existing institutional framework and power asymmetries 

influence future trajectories of institutional evolution. Current literature and research 

tends to be strictly divided into different realms of new institutionalism, where theories 

occasionally even argue that different strands of new institutionalism cannot be co-fitted 

due to different theoretical foundations (e.g. Haack & Schoeneborn, 2015; Streeck, 

2007), but arguably this is incorrect as different dimensions of institutional designs are 

deeply tangled – economic, political and social aspects cannot be untangled from each 

other (Friedland, 2009) – which means necessity for synthesizing different theories to 

establish a proper theory of institutionalism. Moreover, different fields of new 

institutionalism are complementary to each other and forming a theoretical framework by 

synthesizing these elements should lead to more dynamic and empirically accurate theory 

of institutions (Thelen, 1999). Historical institutionalism is able to grasp the temporal and 

spatial variation in institutional infrastructures across political economies, whereas 

rational choice institutionalism emphasizing individual rationality is accurate forming 

theoretical assumptions of how actors behave within institutionally constructed settings, 

but only with guidance of sociological institutionalism we can understand how the 

agency and rationality are constructed. 

The research approach is thus broadly new institutionalist, incorporating rational choice 

institutionalism, historical institutionalism and sociological institutionalism. The 

combination of paradigms means that approach to theorizing and studying institutional 

change pre-necessitates certain assumptions about the nature of the phenomenon being 

studied. Firstly, similarly to Varieties of Capitalism, the institutional evolution needs to 

be approached with a game theoretic approach thus implying the social embeddedness 

necessitates that utility of actors – including institutional entrepreneurship – is 
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determined by ability to cooperate with other actors (see Hall & Soskice, 2001). Social 

embeddedness drives the creation of institution as the institutional structures provide 

templates for societies to function and operate (Granovetter, 1985). Game theoretic 

approach suggests that engaging in institutional entrepreneurship is dependent on 

perception of how other actors behave, do they engage in complementary behavior or not. 

Secondly, similarly to historical institutionalism, the history matters as historical 

institutional trajectories influences creation of new trajectories, where institutional 

heritage influences economic assets, social positions and cognitive lenses of actors with 

implications for pursuing new paths (Pierson & Skocpol, 2002). Thirdly, institutional 

systems are constituted by plurality of institutional fields and institutional evolution 

operates as a differential growth of institutional fields among the plurality of fields 

(Friedland & Alford, 1991; Blyth, Hodgson, Lewis & Steinmo, 2011; Haveman & Rao, 

1997; Thelen, 2014). Lastly and most importantly, institutional change operates always 

endogenously and always as selection, which means that institutions never change but 

instead endogenously bottom-up new startups propose new institutional fields which via 

evolution by selection replace older fields. 

1.4. Conceptualization of the key variables 

The proposed research aims to research and theorize how new startups and organizations 

act as institutional entrepreneurs creating novel ways to organize and structure 

coordination of economic behavior and interaction among the stakeholders in market 

economies. Proposed research is structured via independent and dependent variables, and 

as the research is focused on how endogenous institutional evolution occurs, the 

independent variable is “institutional entrepreneurship” and the dependent variable is 

“institutional evolution”. Thus, the research presupposes that by variation in institutional 

entrepreneurship we can explain variation in institutional evolution of market economies, 

but variation in existing institutional characteristics of the market economy conditions the 

variation in institutional entrepreneurship. The studied relationships between variables 

are presented below in Figure 1: 
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Figure 1. Independent and dependent variables of the research 

1.4.1. Conceptualization of the independent variable 

The independent variable of institutional entrepreneurship refers to organizations 

theorizing and creating new institutions and then engaging in intentional leveraging of 

resources and networks to institutionalize the new institutions (e.g. Tracey, Phillips & 

Jarvis, 2011). To understand institutional entrepreneurship conceptually, we need to 

firstly define organizations. Organization is a socially embedded coordination template of 

economic behavior – for successful operation of an organization, organization is required 

to simultaneously coordinate cooperation with various stakeholders, such as employees, 

investors, competition, suppliers, general public and government (see Hall & Gingerich, 

2009; Hall & Soskice, 2001; Granovetter 1985). Organizational form can be also 

conceptualized as “an archetypal configuration of structures and practices given 

coherence by underlying values regarded as appropriate within an institutional context” 

(Greenwood & Suddaby, 2006, p. 30). Organizations within same organizational field 

tend to be homogenous and cooperate more often with each other (Hoffmann, 1999, p. 

352). In this research, organizations are conceptualized as follows: Organization is a 

socially embedded coordination template of economic behavior for cooperation of 

various stakeholders, influencing their interaction, investments into specific assets and 

structures of cooperation (including roles, culture and identities) and distribution of 

economic resources. Organization is therefore an institution at the micro-level, and as 

Streeck (2010) has argued of incentives to create institutions, similarly organizations as 

institutions have economic, political and socio-cultural dimensions as they are created to 
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establish a certain stable social order to promote economic efficiency, to create political 

structure and hierarchy, and to bring meanings, values and identities to the social reality
2
. 

Thus, organization is largely an ideational model of governing cooperation, but is rooted 

in material assets and codifications of the organization. Importantly as Friedland (2009) 

has argued, the different dimensions are tangled; we cannot easily separate technical 

aspect from political or cultural aspect in organizational design.  

Moreover, the research focuses on „startups‟ among all organizations, which can be 

defined as sets of new organizations that are characterized by experimental disposition to 

establish and develop innovative scalable templates to re-organize economic, social and 

political behavior within a society. Unlike „normal organizations‟ aiming for 

environmental fitness and isomorphism (Hannan & Freeman, 1989; Hall & Soskice, 

2001), the startups are characterized by central focus on innovating how economic 

behavior can be re-organized, and importantly as they focus on finding scalable models, 

the startups are always institutional entrepreneurs aiming by organizational innovation to 

transform organization of societies. Institutional entrepreneurship thus requires 

intentional proposition of novel, contextually deviant and innovative organizational 

models, with objective to transform coordination of societies, which also includes 

political entrepreneurship to build coalitions, mobilize support and resources to 

institutionalize new institutions (Fligstein, 1997; Seo & Creed, 2002; Garud, Hardy & 

Maguire, 2007; Tracey et al., 2011).  

IV of institutional entrepreneurship is here conceptualized as follows: 

- A process of experimenting and theorizing new alternative ways to coordinate and 

organize cooperation of various stakeholders, involving how they interact, how 

they invest into specific assets, how they structure coordination and distribute 

economic resources, and how they create meanings, values and identities. 

Institutional entrepreneurship as a variable has following dimensions: 

- Creation of novel economic models and structures for cooperation of stakeholders, 

- Creation of novel political-distributional structures for cooperation, 

- Creation of novel sociocultural meanings, values and identities for interaction. 

                                                 
2
 Scott (2008) argued institutions have three pillars: regulatory, normative and cognitive institutions. 
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1.4.2. Conceptualization of the dependent variable 

Institutional evolution requires conceptualization of institutions, institutional fields and 

institutional systems as institutional evolution is a multifaceted process revolving around 

institutions, fields and systems. Firstly, institutions can be understood as “relatively 

enduring features of political and social life (rules, norms, procedures) that structure 

behavior and that cannot be changed easily or instantaneously” (Mahoney & Thelen, 

2009, p. 4). By so institutions act as “building blocks of social order” (Streeck & Thelen, 

2005, p. 9). Institutions structure behavior of actors and organizations by structuring 

payoff functions of alternative strategies, which often operates by making deviation from 

norms costly by some manner (Phillips, Lawrence & Hardy, 2004; DiMaggio& Powell, 

1983). Institutions are both exogenously and endogenously enforced as exogenously laws 

and rules are enforced and monitored by third parties, whereas endogenously by 

legitimacy pressures deviation is made costly, while cognitive barriers make new paths 

costly due to experimentation and trial-n-error (e.g. Phillips et al., 2004; DiMaggio & 

Powell, 1983; Greif & Laitin, 2004). Institutions also empower compliance as institutions 

act as supply side resources and assets to provide coordination and cooperation patterns 

with other stakeholders, and as such institutions empower actors to engage in effective 

cooperation with other actors (Hall & Soskice, 2001; Jackson & Deeg, 2008). To 

summarize, institutions influence economic behavior via structuration of utility functions 

of actors and their potential strategies by defining certain strategies more productive than 

others, with optimal strategies often requiring compliance with institutions. 

Institutions are endogenous and exogenous – they are socially structured but they appear 

as exogenous to the actors – and hence institutions require an integrated approach as they 

are constituted by social behavior but they are also constitutive of social behavior. This 

means that while economic, social and political behavior is influenced by the institutions, 

the institutions are constantly being reshaped by evolving economic, political and social 

behavior (Aoki, 2007; Streeck & Thelen, 2005). Institutions as structures also integrate 

subjective and objective elements – institutions as subjective beliefs of equilibrium 

behavior, but beliefs are grounded on observations of the objective reality (e.g. see Aoki, 

2007; Campbell, 2004; Greif & Laitin, 2004; Blyth, 2002). This means institutions are 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

15 

 

salient ways of playing societal games, actors observing games as instruction how to play 

games, but games and institutions continuously evolve along the games (Aoki, 2013, p. 

235; Lawrence et al., 2009, p. 6-7). Institutions are inherently endogenous (Przeworski, 

2004; Lawrence et al., 2009; Aoki, 2013), but as they are historically inherited and create 

empirical regularities, they are often perceived by actors as exogenous and objective 

(Battilana, 2006; Berger & Luckmann, 1966). Objective exogenous nature of institutions 

is also due to inability of individual actors to unilaterally change institutional 

equilibriums or beliefs of them (Hall & Soskice, 2001). Moreover, the material 

organization of reality (e.g. firms) is structured via institutions, which provides objective 

structure, economic mass and stability to institutional systems. Rigid nature of 

institutions is also supported by institutions being political and social structures which 

mean firstly they define power and distributional aspects of social life and secondly 

stabilize societies by norms, values, ideologies and identities (Friedland, 2009; Streeck, 

2010). To summarize, in this research, institutions are conceptualized as relatively fixed 

and inert largely ideational coordination assets of economic behavior, which specify and 

define appropriate strategies, organizational models, relational issues, roles and 

identities, as well as meanings and values for the interaction. 

Institutions constitute institutional fields. Scott (1994, p. 207-208) defined an institutional 

field as “a community of organizations that partakes of a common meaning system and 

whose participants interact more frequently and fatefully with one another than with 

actors outside of the field”. Institutional fields are constellations of institutions, which are 

orchestrated by shared understandings and institutional logics – thus, institutions are 

essentially ideational assets for cooperation within societies (Hall & Soskice, 2001; 

Tracey et al., 2011). Institutional logics provide actors “taken-for-granted, resilient, 

social prescriptions, sometimes encoded in laws, specifying the boundaries of a field, its 

rules of membership, and the role identities and appropriate organizational forms of its 

constituent communities” (Greenwood & Suddaby, 2006, p. 28). The institutional logics 

in essence bind individual institutions together and by so provide coherent frames and 

meanings for action (Friedland & Alford, 1991), or as Waldorff and Greenwood (2011, p. 

118) argued, “institutions depend on institutional logics to make the invisible visible”. 

Institutional logics hence provide direction how organizations should operate, what is 
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appropriate and moral, and what is successful, and by so reduce ambiguity of otherwise 

abstract formal institutional imperatives (Thelen, 2004). Shared beliefs are necessary for 

establishing institutional equilibrium with appearance as an objective part of social reality 

(Campbell, 2004; Aoki, 2007). Institutional fields are at approximate institutional 

equilibrium, which means they are habitually self-reinforced as each actor‟s best response 

is to comply and reproduce institutionalized behavioral models (Greif & Laitin, 2004; 

Hall & Soskice, 2001; Höpner, 2005). Institutional equilibrium thus means that 

institutional fields are relatively stable and nearly unchangeable by endogenous actions 

by actors. To summarize, in this research institutional field is conceptualized as 

ideational endogenously and exogenously enforced relatively stable and rigid 

coordination template (constituted by institutions) for economic behavior, which specify 

and define appropriate strategies, organizational models, relational issues, roles and 

identities, as well as meanings and values for the interaction. Conceptualization 

synthesizes, similarly to Aoki (2007; 2013), endogenous and exogenous aspects of 

institutions by assuming that institutional equilibrium, institutional beliefs and formal 

rules are interdependent with feedback mechanisms – i.e. institutions are behavior, 

endogenously institutionalized initially informally within societies, which leads to 

equilibrium and beliefs (of equilibrium), and these are then formalized at formal level, 

which reinforces the equilibrium and beliefs. 

Institutional fields constitute institutional systems as each market economy as pluralist 

social systems is characterized by extensive institutional diversity of institutional fields 

and institutional logics (see Fligstein & McAdam, 2011; Lange, 2009; Crouch, 2005; 

Herrmann, 2010; Becker, 2007; Greenwood et al., 2011; Friedland & Alford, 1991; 

Hoffmann, 1999; Thornton & Ocasio, 1999; Bourdieu & Wacquant, 1992). Institutional 

fields have a hierarchy defined by the formal institutions of the market economy – for 

example, healthcare may be organized around for-profit entities, non-profits, public 

entities, religious entities and the hierarchy of alternative logics is defined by formal 

institutions (Greenwood et al., 2011, p. 335-336). Institutional fields and institutional 

system have relatively stable institutional equilibriums, which mean relationships 

between fields are relatively stable – i.e. actors or economic resources are not actively 

moving between fields (see Greif & Laitin, 2004). All institutional evolution operates by 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

17 

 

emergence of new institutional fields by startups creating the new fields. Institutional 

systems are hence defined as constellation of institutional fields, where important 

conceptual dimensions are formalization and ambiguity of institutions, together with 

diversity of institutional fields. 

Finally, conceptualization of endogenous institutional evolution can be at basic level 

conceptualized as a process where institutional make-up of a society evolves by new 

fields emerging as new ways to coordinate cooperation among stakeholders. Institutional 

evolution is a transformation of how society is organized, including material and political 

structures, culture and identities as Friedland and Alford (1991, p. 250) argued 

institutional transformation is creation of “new social relationships and new symbolic 

orders”. Institutional evolution is hence an equilibrium shift from one ideational 

behavioral model to a new one as evolution operates as a coordinated behavioral change 

– society collectively shifting from one coordination model to a new one – which is 

coupled with evolution of informal beliefs and culture and creation of new formal 

institutions to support new behavioral models (Aoki, 2007; Culpepper, 2005; Greif & 

Laitin, 2004). This is always an endogenous process as institutions are socially 

constructed and even exogenous impetus, such as critical junctures or exogenous shocks, 

need to be endogenously treated. More specifically, institutional evolution operates as 

selection which is conceptualized as a process where new institutional field emerges, 

economic resources are re-allocated from older to newer field and older institutional 

fields fade away due to re-allocation of resources (see Williamson, 1993; North 1990). 

Thus, evolution is not adaption or changing of institutions, but emergence of new 

additional institutional fields to replace older fields to re-organize social order of the 

market economy with novel institutional structures. That means institutional change is 

simultaneously drastic and incremental as within the multiplicity of institutional fields 

each market economy holds various possible trajectories and moving from one trajectory 

to another operates by incremental re-allocation of resources from older path to new one. 

Thelen (2014) has excellently shown how in Sweden institutional change operated as a 

shift from manufacturing to services, where both trajectories co-existed and co-evolved 

for long periods. Therefore, institutional evolution is a process of changing how society 

operates, an equilibrium shift, – how actors behave, interact and cooperate – leading to 
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creation of new formal institutions to support novel organizational models of the society. 

Initially society creates additional ideational institutional models to re-organize behavior, 

which later receives material and regulatory institutions to formalize new institutions. 

To summarize, DV of endogenous institutional evolution is here conceptualized as  

- A process of field dynamics and evolution by selection, where new ideational 

institutional fields as cooperation models emerge from organizational models of 

new startups, and re-allocation of resources between old and new fields (with 

material productivity as logic of allocation) leads to differential growth of 

institutional fields and institutional evolution. 

Dimensions of the variable 

- New institutional field as novel ideational coordination model of societal behavior 

(new economic model, new political structure, new socio-cognitive institutions). 

- Evolution as field dynamics: Re-allocation of economic resources across 

institutional fields leading to differential growth of institutional fields;  

o Static re-allocation: Resources flow from older to newer fields, 

o Dynamic re-allocation: Resources exit entirely from older fields (e.g. labor 

retires), new resources enter dominantly to new fields (new labor generations). 

- Formalization of new institutional field and its institutions (follows informal). 

1.4.3. Conceptualization of intermediating variable 

Institutional environment conditions, influences and even structures the payoff functions 

of alternative behavioral strategies (e.g. Scott, 2008; Hall & Soskice, 2001; DiMaggio & 

Powell, 1983). For institutional entrepreneurship – pursuit of distinctively new, 

innovative and contextually different strategies – is also influenced by the institutional 

environment as pursuing alternative behavioral models and deviating from 

institutionalized behavioral models is costly in various ways (e.g. Phillips et al., 2004). 

Institutions influence economic investments, social positions, and cognitive lenses of 

organizations which creates path dependent tendencies of organizations (Pierson & 

Skocpol, 2002), and thus, institutional evolution is partly “a function of environmental 

constraints” (Blyth et al., 2011, p. 5; see also Streeck, 2016), which means the 

institutional environments influence the benefits and costs of institutional 
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entrepreneurship, by so shaping the likelihood that actors engage in institutional 

entrepreneurship, as well as shaping the path trajectories of new institutional projects and 

the success of institutionalizing new path trajectories. Institutional environments as an 

intermediating variable influences institutional entrepreneurship by two dimensions of 

the concept: the quality and ambiguity of institutions, and institutional diversity of the 

market economy (Dorado, 2005). Not all social systems are similar; some systems 

empower more dynamic endogenous institutional evolution. 

Quality of institutions refers to the ability of institutions to economize transaction costs 

via monitoring and enforcement to structure economic, political and social life (e.g. 

North, 1990; Williamson, 1985) – better institutions create more systematic empirical 

regularities. Institutional quality and ambiguity effectively determine the costliness of 

engaging in institutional entrepreneurship (see Phillips et al., 2004; Dorado, 2005). 

Stronger institutions create more systematic and less ambiguous behavioral imperatives 

by so generating more systematic economic, political and social behavior (Streeck & 

Thelen, 2005; Becker, 2007). Institutions also create institutional isomorphism which 

influences utility of new institutional paths (DiMaggio & Powell, 1983). This means that 

variation in characteristics of quality and ambiguity of institutional systems influence the 

possibility and ability of institutional entrepreneurs to foster institutional evolution – 

more systematic institutional systems leads to more suppressed institutional 

entrepreneurship (Becker, 2007; Mahoney & Thelen, 2009). But as institution act as 

structures, too low quality of institutions suppresses institutional entrepreneurship 

(Dorado, 2005), and hence relatively high-quality institutions with imperfections 

empowers institutional entrepreneurship (Streeck & Thelen, 2005; Beckert, 1999). 

Institutional diversity also explains variation in institutional entrepreneurship and 

endogenous institutional evolution among the market economies. Institutional diversity
3
 

is defined by the diversity of institutional fields – the pluralism of alternative 

institutionalized operational models within the market economy (e.g. see Greenwood et 

                                                 
3
 Hall and Soskice (2001) conceptualized institutional diversity as a question of complementariness but 

arguably this is a conceptual error due to macro observation as at macro-level differences in institutional 

diversity within market economies are observed as differences in coherence. Market economies are 

pluralist societies, with diversity of organizations. 
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al., 2011; Friedland & Alford, 1991). Market economies as institutional constructs do not 

vary in terms of complementariness as Hall and Soskice (2001) suggested, as all 

institutional systems require coherence as incoherent systems would be dysfunctional and 

unsustainable as social systems (Becker, 2007). The observed macro-level 

complementariness (see Hall & Soskice, 2001; Hall & Gingerich, 2009) is actually a 

question of institutional diversity as more diverse institutional systems seem less coherent 

and vice versa if observed at macro-level. Conceptual correction for new institutionalism 

is central to understanding institutional evolution as the pluralist nature of institutional 

systems empower institutional entrepreneurship (Friedland & Alford, 1991). Institutional 

diversity is constituted by both internal and external (i.e. international) access to various 

institutions and institutional logics where heterogeneity of economic behavior requires 

heterogeneity of institutions (Greenwood et al., 2011; Lange, 2009; Herrmann, 2010). 

Importantly, dimensions of institutional quality and institutional diversity are 

interdependent as increasing quality of institutions leads to declining institutional 

diversity via consolidation of institutional fields and by so increasing homogeneity of 

institutional environments (Greenwood et al., 2011). That means institutional systems 

tend to vary from high quality, highly homogenous systems to low quality, highly 

heterogenic. Perfect institutional system would be a monosystem but this is solely 

theoretical as socially constructed institutional systems are always imperfect and the 

international embeddedness creates always an element of institutional diversity. Lastly, 

the size of the political economy is also influential as larger economies due to size 

possess more internal institutional variation while smaller economies and societies are 

more compact and coherent entities. Similarly Dorado (2005) argued that institutional 

diversity and quality (or level of institutionalization) determines space for 

experimentation and agency for actors to act as institutional entrepreneurs (Schneiberg & 

Clemens, 2006; Clemens & Cook, 1999).  

To summarize, intermediating variable is conceptualized as follows: 

- Institutional environment by dimensions of institutional quality, ambiguity and 

institutional diversity structure payoff functions and utility of pursuing institutional 

entrepreneurship. 
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Institutional environment influences embeddedness and autonomy of organizations and 

institutional entrepreneurs as increasing institutional quality together with decreasing 

institutional diversity constantly decreases autonomy of economic actors while increasing 

their embeddedness and dependence to the institutional environment. Embeddedness and 

autonomy effectively define mobility of economic resources and assets, or asset-

specificity vis-à-vis institutional field. Mobility of economic assets on the other hand 

determines the pace of institutional evolution as evolution requires re-allocation of 

resources between fields via field dynamics – more mobile assets leads to more rapid re-

allocation of assets and faster institutional evolution. 

1.4.4. Theoretical causal relationships between variables 

- IV of institutional entrepreneurship determines the content and direction of 

endogenous institutional evolution (DV). Wide, open-ended but not infinite 

variation of potential institutional models. 

- Institutional evolution (DV) operates as field dynamics and weak form selection as 

economic resources from older fields are re-allocated to new fields when new 

institutional fields created by institutional entrepreneurship (IV) provide benefits of 

material productivity. 

- Institutional environment as intermediating variable conditions IV of institutional 

entrepreneurship by influencing the costliness of institutional entrepreneurship by 

influencing the re-allocation of economic resources and assets: Institutional 

isomorphism limits mobility of resources between the fields. Institutional 

isomorphism path conditions, not determines, change trajectories. 

- New startups create new institutional fields, where economic resources flow due to 

material benefits, and with growing economic mass informal institutions become 

formally institutionalized. 

1.5. Significance of the research – theoretical and practical 

contribution 

Topic of endogenous institutional evolution – how actors endogenously bottom-up create 

new institutions – is both empirically and theoretically relevant and important research 

topic. Empirically the research is significant as new institutionalism theoretically expects 
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institutional inertia, institutional equilibriums and path dependency of market economies 

to occur, but empirical observations challenge the existing theories of new 

institutionalism as empirical observations highlight constant churn of new behavior, new 

startups, new organizational models, technologies, cultures and values, e.g. annually 20-

30% of firms are replaced with new ones in OECD countries (OECD, 2016a; Seo & 

Creed, 2002; Greif & Laitin, 2004; Pierson, 2000). The research is innovative as so far 

none of the studies of new institutionalism has explored how constant churn of startups 

influences institutional systems and thus the research provides one of the first empirical 

studies of how the constant churn of new startups and their innovation is influencing 

institutional evolution. The empirical case study of Taiwan and Korea provides in-depth 

analysis, with extensive new qualitative and quantitative data, to provide entirely novel 

approach and novel empirical data to contribute to theory building. Paradoxically, 

existing work within new institutionalism explicitly understands the endogenous nature 

of institutions but consistently avoids theorizing of institutional change and by so ignored 

the evidence of dynamic behavior (Rodden, 2009; Przeworski, 2004). Similarly, the need 

to theorize of institutional change is widely recognized and is almost an overly oft-stated 

cliché of new institutionalism, but despite of recognized need there is very limited proper 

theories of institutional change (Rodden, 2009) and when institutional change is 

theorized, theorist perceive evolution taking decades and centuries (Pierson & Skocpol, 

2002) or being gradual incremental changes (Streeck & Thelen, 2005). The theories of 

gradual change or path dependent changes over decades do not grasp the immediate, 

drastic and constant changes of economic evolution that the firm churn proposes (OECD, 

2016a) or empirical evidence of the rapid fintech transformations of Taiwan and Korea. 

Importantly to illustrate the importance for new institutionalism to theorize about 

institutional evolution, as Streeck and Thelen (2005, p. 5) have argued, the new 

institutionalism even entirely lacks theoretical language to discuss institutional evolution. 

Across new institutionalism from organizational studies (DiMaggio, 1988; Beckert, 1999; 

Lawrence et al., 2009; Greenwood & Suddaby, 2006) to comparative studies of 

capitalism (Streeck & Thelen, 2005; Amable & Palombarini, 2009; Hall & Thelen, 2009; 

Campbell, 2004), there has been recognized need to discuss and theorize of institutional 

change, but general problem of literature has been unwillingness to re-articulate 
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conceptual elements of institutionalism. New institutionalism at conceptual level has 

focused on using institutional theories to explain how institutions structure and stabilize 

social, economic and political life, but this has led to overtly simplified conceptual 

assumptions, even creation of theoretical language unfit to theorize of institutional 

change (see Streeck, 2016; Hall, 2009; Streeck & Thelen, 2005; Blyth, 2002). Properly 

dynamic institutional theory requires creating novel conceptual language that co-fits both 

stability and reproduction, together with endogenous agency and exogenous structures of 

institutional systems without compromising either of the elements (see Battilana, 2006; 

Thelen, 1999; Greif & Laitin, 2004). New theories would also need to provide more 

sophisticated theories of institutional evolution, going beyond mere path dependence and 

critical junctures (Streeck & Thelen, 2005) as institutional systems provide stability but 

they also require flexibility to change and stay dynamic (Thelen, 2014). Theory of 

institutional change needs to facilitate possibility for drastic and innovative institutional 

trajectories to reflect empirical dynamism of market economies (Streeck & Thelen, 

2005). Also, proper theories of new institutionalism need to co-fit economic, political and 

social dimensions of institutions to generate a more holistic theory as symbolic, political 

and material dimensions act as systems (Scott, 2008; Friedland & Alford, 1991). Lastly 

and most importantly, proper theory of institutions, explaining both stability and change, 

requires synthesizing rational choice institutionalism, historical institutionalism and 

sociological institutionalism, where deductive and inductive logics are co-fitted with 

interdependence of material, political and social dimensions of the social world, with 

empirical observations key driver of theoretical work. The theoretical and empirical 

research of fintech startups of Taiwan and Korea contributes to existing literature of new 

institutionalism by establishing a novel theoretical framework, which is driven by 

empirical observations and synthesizes different paradigms of new institutionalism to 

show how path dependency, social embeddedness and institutional fields as games are 

co-fitted with social and political institutions. To emphasize, the research puzzle – how 

institutions can stabilize and structure societies while also enabling constantly unfolding 

open-ended endogenous evolution – is important as this requires building new truly actor-

centered theory with conceptual and theoretical language that injects agency and 

dynamism to new institutionalism without compromising central tenets of new 
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institutionalism. Puzzle, how constant evolution is necessary for vitality of social system 

is a central puzzle to studies of capitalism and provides new insight into open-ended and 

drastic evolution of contemporary market economies. 

Existing work within new institutionalism has offered few approaches to understand how 

institutional changes occur. Notable feature of the literature is that each body of literature 

is largely isolated, i.e. rational choice institutionalism, historical institutionalism and 

sociological institutionalism focus on separate issues, and hence fruitful synthesis has 

largely been ignored (Hall & Taylor, 1996). There are some notable theoretical works 

combining eclectic approach with endogeneity of institutions to study institutional change 

(e.g. Amable & Palombarini, 2009; Hall & Thelen, 2009; Aoki, 2007; 2013; Campbell, 

2004; Culpepper, 2005; Schneiberg, 2007; Lechevalier, 2014; Becker, 2009; Streeck & 

Thelen, 2005; Mahoney & Thelen, 2009; Thelen, 2014; North, 1990; Greif & Laitin, 

2004), but arguably, the existing literature is more meta-theoretical and does not provide 

a dynamic theory of how actor-driven institutional change would occur without 

compromising basic tenets of institutionalism. Of specific paradigms, the historical 

institutionalism has focused on long-term historical paths of change, but often portrays 

institutional change as idiosyncratic, individual cases of history rather than aiming to 

theorize of more general patterns of development (see Thelen, 1999; Pierson, 2000). 

Within organizational theories, existing work of institutional logics has focused on 

hybridization of institutional logics – i.e. how new novel recombinations and hybrid 

forms are created – but due to the approach, organizational behavior has a limited 

endogenous bottom-up ability to transform institutional structures (Tracey et al., 2011; 

Greenwood & Suddaby, 2006; Battilana & Dorado, 2010). Similarly the institutional 

logics literature (Friedland & Alford, 1991; Thornton & Ocasio, 1999; Greenwood et al., 

2011; Lounsbury, 2007; Dunn & Jones, 2010) has not been able to generate a general 

theory of institutional evolution but has rather emphasized the diversity of institutional 

logics. Important literature focusing explicitly to institutional change is labeled as 

institutional entrepreneurship literature, which has had explicit intention to generate more 

dynamic and more actor-centered theories of institutionalism (DiMaggio, 1988; Seo & 

Creed, 2002; Phillips et al., 2004; Beckert, 1999; Battilana & D‟Aunno, 2009; Maguire, 

Hardy & Lawrence, 2004; Garud et al., 2007; Battilana, Leca & Boxenbaum, 2009; 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

25 

 

Haveman & Rao, 1997; Greenwood & Suddaby, 2006). However, institutional 

entrepreneurship and institutional work both suffer firstly from difficulty of fitting 

together agency and structures, and secondly lacks ability to describe general patterns of 

institutional evolution. Within sociological institutionalism, notable scholars Fligstein 

(2001), Fligstein and McAdam (2011), Bourdieu (1986) and Giddens (1984) have 

theorized how institutional systems endogenously evolve as social constructs, providing 

important insight into evolution of social systems, but in general describe social fields as 

battle grounds, which make it difficult to fit theories together with the constant economic 

development of modern market economies. Lastly, new institutional economics (North, 

1990; Williamson, 1993; 2002; Coase, 1937), as well as more classical economists such 

as Hayek (1948) and Schumpeter (1934), assume the economic development of market 

economies occur spontaneously as more efficient governance structures replace less 

efficient ones. However, institutional economics is under-socialized and apolitical, which 

ignores entirely social embeddedness and problematic issues of change related to 

uncertainty and political nature of change. To summarize, the institutional evolution is a 

largely ignored topic within new institutionalism and all of the existing theories tend to 

provide limited and simplified ideas of institutional systems and their evolution. 

This research is important and significant as it contributes novel conceptual and 

theoretical language via empirical data to understand how institutional systems evolve. 

Firstly, existing work in new institutionalism conceptualizes institutional change as 

change by adaption (Pierson, 2000; Greif & Laitin, 2004) which is incorrect and leads to 

inability to understand institutional change. Institutional change needs to be always 

conceptualized as endogenous evolution by selection, where new institutions replace old 

ones (see Haveman & Rao, 1997). Evolution is also field dynamics which means 

conceptions of path dependency and critical junctures are incorrect as evolution occurs as 

more nuanced field dynamics among multiplicity of institutional fields. Secondly, 

existing theoretical frameworks simplify institutional systems at conceptual level to 

enhance leverage for explaining static transactions but by doing so sacrifice ability to 

approach or discuss institutional change. To understand institutional evolution, the 

theories of institutional systems require conceptualization institutional systems as 

heterogeneous and imperfect: each market economy is constituted by plurality of 
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institutional fields (see Lange, 2009; Friedland & Alford, 1991) and institutions are 

inherently open and ambiguous (Streeck & Thelen, 2005; Clemens & Cook, 1999), which 

means that institutional systems condition empirical behavior creating regularities but do 

not determine behavior. Proper theory of Varieties of Capitalism is required to be built on 

conceptual notions of institutional multiplicity and institutional imperfections. 

Multiplicity of fields also makes institutional evolution a constantly occurring process as 

new fields constantly emerges while old ones fade away. Existing literature has often 

tended to conceptualize institutional change as entire overhaul of existing institutions but 

emphasis of institutional diversity provides insight how evolution is constantly occurring 

as new fields are constantly created. Multiplicity of fields also provides insight into 

variation in success of new institutions as new institutional fields vary in terms of how 

much of economic, political and social behavior they organize, where even new niches 

are forms of institutional evolution. Thirdly, dissertation via empirical and theoretical 

research contributes a novel approach to understand how institutional systems are 

coherent and complementary. Existing work (e.g. Hall & Soskice, 2001) assume that 

institutional systems are functional but do not explain how coherence of institutional 

systems is developed, but this research by empirical research of fintech startups 

exemplifies how institutional origins in organizations create coherence and functionality 

for the institutional systems. Fourthly, different paradigms tend to portray institutional 

systems as solely economic, political or social, where each paradigm is unable to explain 

other dimensions. Market economies are not entirely economic institutions but they are 

also political and social systems – institutional theory requires theories how different 

dimensions co-exist. Prior work (Friedland, 2009; Hall, 2009) had argued the dimensions 

co-exist but not explained how. This research illustrates how economic, political and 

social dimensions of institutional systems are interconnected. Synthesis of different 

paradigms has been suggested by Thelen (1999) and Hall and Taylor (1996) as well as 

certain theories have attempted in synthesis of paradigms (e.g. North, 1990; Hall & 

Soskice, 2001; Friedland & Alford, 1991; Campbell, 2004; Streeck & Thelen, 2005), but 

arguably most of the synthesizing work has been very limitedly eclectic in their approach.  

Lastly, the research is extremely valuable in empirical and practical terms as firstly 

literature of new institutionalism has largely ignored studying Asian market economies 
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(except for notable work of Witt & Redding, 2013; Carney, Gedajlovic & Yang, 2009; 

Zhang & Whitley, 2013), and secondly, the existing studies of Asian institutional systems 

are located within the developmental state literature (e.g. Johnson, 1982; Onis, 1991; 

Amsden, 2001; Woo-Cumings, 1999) which assume a rather top-down exogenous 

structuration of economic behavior via institutional systems. Empirical research of 

fintech startups contributes entirely novel approach to studying political systems of 

Taiwan and Korea by proposing that institutional systems are created by institutional 

entrepreneurs. Empirical study is also important for novel theory building as the research 

contributes new insights how economic, political and sociocultural preferences of actors 

are created, how they interact and how they influence institutional evolution of market 

economies. New startups are motivated with economic, political and sociocultural goals 

but currently our knowledge is limited and this research will provide novel insight into 

preference formation and how the preferences influence institutional evolution. 

Practical contribution from the empirical research also provides important insight into 

policy design how governments can support endogenous institutional evolution as source 

of economic growth. Specifically, the study of startups is especially important for 

advanced market economies to illustrate how government policies can leverage the 

nimble startups as a source for regulatory reforms and institutional development. Most 

market economies, including Taiwan and Korea, recognize the startups as the locomotive 

of economic growth and innovation, but knowledge of how governments can support the 

startups is still limited and especially leveraging startups for improving policies and 

regulations is very limited. Empirical findings from Taiwan and Korea thus provide 

important insight into how governments and private sector organizations (e.g. VCs, 

incubators) can support startups and be supported by startups. 

1.6. Structure of the dissertation 

The structure of the dissertation is organized with eight chapters. The first chapter – I. 

Introduction – provides structure and purpose of the empirical and theoretical research as 

the introductory chapter defines the research topic, the context of the research and how 

the research framework approaches the topic. Introductory chapter also addresses the 
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significance, contribution to literature and relevancy of the topic. The second chapter – II. 

Literature review – reviews the relevant literature and empirical research concerning the 

topic to elucidate firstly the state of literature, how existing theories and research 

approach the topic, what is understood and what are the current limitations. Literature 

review, by reviewing literature of new institutionalism, thus aims to provide context for 

the research, especially to illustrate what are the important topics and puzzles that the 

current theories fail to provide proper answers. The third chapter – III. Theoretical 

framework – contributes a novel theoretical framework to understand how the 

institutional systems organize societies, and how the institutional systems evolve as social 

constructs. The theoretical framework, while building on existing research, contributes 

novel ideas and a new innovative theoretical framework. The fourth chapter – IV. 

Research methodology – briefly describes in a transparent manner how the empirical 

research is implemented, how the data is gathered and analyzed, and what are the 

research philosophical assumptions underlying the selected methods of research. 

The empirical results – chapters V. to VII. – are structured with three chapters, with first 

chapter („V. Fintech startups of Taiwan and Korea as institutional entrepreneurs‟) 

focusing on fintech startups as institutional entrepreneurs, second chapter („VI. The 

influence of government and institutional environment‟) illustrating the role of 

government in institutional evolution, and third chapter („VII. Conclusions‟) concludes 

the findings of the research. The empirical research chapters present the empirical 

research, including data, observations, analysis and conclusions, and by so aim to provide 

empirical answers to the earlier defined research puzzles. As the study is a qualitative 

case study, the empirical research chapters by inductive reasoning contribute to new 

theory formation and hence the empirical research is not testing hypotheses but instead 

the theoretical framework (presented in chapter III.) is largely guiding the empirical 

research to focus on important themes. Lastly, the conclusions chapter (VII.) reviews the 

results and conclusions of the empirical study, and aims to present final theoretical 

conclusions of the empirical research. The conclusions chapter is followed by chapter 

„VIII. Concluding notes‟, which briefly evaluates the research results with discussion of 

the recommendations for future research in new institutionalism and provides practical 

policy recommendations to government policies. 
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II. LITERATURE REVIEW 

2.1. Institutions for efficiency and productivity 

Institutions are the fundamental driver of economic development, productivity and 

prosperity of societies (Acemoglu, Johnson & Robinson, 2004; North, 1990; Williamson, 

1985). Institutions matter, as the humanly devised structures by endogenous and 

exogenous enforcement provide structure, reduce uncertainty, transmit information and 

by so effectively empower economic behavior, investments and cooperation among 

stakeholders (Scott, 2008; North, 1990; Ostrom 2005). Institutions come in various forms 

– they can be both formal (e.g. rule of law) and informal (e.g. social traditions) – but 

importantly they empower economic behavior by providing structures for coordination of 

cooperative economic behavior (Hall & Soskice, 2001). Therefore, the institutions 

effectively determine level of economic development and potential for growth which is 

why organizations such as World Bank and IMF recommend high quality institutions as 

the crucial panacea for the developing countries. Not only the quality of institutions 

matters, but more important is the constant evolution of institutions as it is the 

fundamental driver of achieving economic development (see Figure 2 below).  

 

Figure 2. Institutional quality and GDP per capita across market economies in 2011 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

30 

 

New institutional economics (Coase, 1937; Williamson, 1985; North, 1990) famously 

argued the power of institutions is within their ability to economize transaction costs and 

by so empower more efficient economic behavior. While classical economists perceived 

that rational actors can negotiate and bargain among each other and enter agreements if 

they choose to do so, the new institutional economics were more perceptive that not only 

are the markets and contracts incomplete, but the market mechanism in itself is created 

by institutional structures (North, 1990; Polanyi, 1944). North (1982; 1990) famously 

argued the economic history is a constant pattern of decreasing transaction costs as the 

societies constantly create more efficient and institutions to empower economic 

productivity. This also implies that market economies are not liberalizing or deregulating 

as they grow, but in contrast the market economies evolve towards developing more 

institutions with more complex and sophisticated designs (Williamson, 1985; Vogel, 

1996; North, 1990; Guthrie, 2006).  

The insights of new institutional economics led to theoretical and empirical interest on 

institutions as a source of prosperity for societies, with example of economic success of 

Asian market economies leading to extensive literature about how specific institutional 

arrangements of the developmental state propelled rapid economic growth (e.g. Johnson, 

1982; Evans, 1995; Onis, 1991; Woo-Cumings, 1999; Amsden, 2001). While some 

scholars (e.g. Fukuyama, 1992) perceived that capitalism and globalism will lead to „end 

of history‟ with all market economies converging on an institutional „best practice‟, other 

scholars were attuned to extensively diverse forms of capitalism, which led to studies of 

comparative capitalism with appreciation of institutional diversity within the market 

economies. Comparative capitalism created extensive and growing literature studying the 

extensive diversity of institutional, cultural and regulatory forms of capitalism, with 

general perception that diversity is likely to increase than decrease. For example, Streeck 

(2010) argued that market economies as institutional constructs are unlikely to converge 

due to institutional trajectories being embedded in nationally unique historical, social and 

political frameworks, which leads to diverging diversity of capitalism. Studies of 

comparative capitalism early on focused on comparison of economic performance and 

types of economic organizations in developed countries, often comparing Germany, UK, 

Japan or US (e.g. Shonfield, 1965; Dore, 1973; Chandler & Daems, 1980; Sorge & 
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Warner, 1986), and the appreciation of diverse behavior then led to studies exploring the 

institutional foundations that sustain the diversity of organizations (e.g. Zysman, 1983; 

Grant & Streeck, 1985; Kitschelt, 1991; Porter, 1990; Hart, 1992; Lincoln & Kalleberg, 

1990; Lijphart, 1999). 

Initial theoretical and empirical work of comparative capitalism was largely descriptive 

and exploratory, without much of proper theorization of diversity. Newer wave of 

comparative capitalism aimed to enhance this by more theoretical driven work by 

providing typologies of institutional foundations of market economies effectively 

showing there is diversity of institutions but the diversity is not infinite (e.g. Albert, 

1991; Crouch & Streeck, 1997; Boyer, 1990; Amable, 1999; 2003; Hollingsworth, 

Schmitter & Streeck, 1994; Kenworthy, 2006; Hutton , 1995; Whitley, 1992; 1999; 

Rueda & Pontusson, 2000; Coates, 2000; Esping-Andersen, 1990; Schmidt, 2002). 

Typically, these theories argued that institutional systems differ in terms of being either 

shareholder or stakeholder forms of capitalism (more or less liberally coordinated) and 

compared countries such as UK and Germany or UK and Japan. Recently research has 

focused on political economies beyond Western advanced market economies as Nölke 

and Vliegenthart (2009) focused on Eastern European countries, Fainshmidt, Judge, 

Aguilera and Smith (2018) focused on less developed countries of Africa and Middle 

East, whereas various scholars (e.g. Whitley, 1992; 1999; Witt & Redding, 2013; Witt, 

2006; Carney et al., 2009; Boyer, Uemura & Isogai, 2012; Walter & Zhang, 2012; Orru, 

Biggart & Hamilton, 1996) have focused on exploring institutional foundations of Asian 

market economies. Recent empirical research of organizational clusters has provided 

supportive evidence that unique national institutions create unique national firms, but 

evidence also shows that within market economies remains diversity of firms (see 

Walker, Brewster & Wood, 2014; Wood, Croucher, Brewster, Collings & Brookers, 

2009). Recent research with extensive global empirical data provides empirical evidence 

that in 2018, nearly 20 years after publication of Varieties of Capitalism (Hall & Soskice, 

2001) and Business systems theories (Whitley, 1999), the taxonomy of institutional 

systems characterizes relatively well institutional differences among the market 

economies (Witt, de Castro, Amaeshi, Mahroum, Bohle & Saez, 2018), but most 

importantly their research suggests the diversity is increasing, which is why new 
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institutionalism requires theories of institutional change rather than taxonomies of 

historical forms of market economies. The newer wave of comparative capitalism is 

important due to more pronounced focus on political nature of capitalism and especially 

on more noted focus on theorizing of diversity, especially how the diversity of 

institutions is driven by social, historical and political forces.  

However, the problem of emphasizing the diversity of market economies in the context of 

globalization, trade and finance leads to question of sustainability of institutional 

diversity. Early work of comparative capitalism explored diversity but lacked a theory 

how to sustain the diversity. Importance of theories of Varieties of Capitalism (Hall & 

Soskice, 2001) and Business systems (Whitley, 1992; 1999) was due to theorization that 

institutional diversity of market economies is sustainable as the unique national 

institutional systems provide unique national competitive advantages and hence global 

trade does not erode but actually supports and increases the diversity of institutional 

systems. Varieties of Capitalism (Hall & Soskice, 2001) emphasizes the social 

embeddedness and uncertainty of economic behavior as the theory builds on a game-

theoretic, firm-centric, “relational view of the firm”, where the broadly rational firms are 

conceptualized as nexus of multiplicity of contracts (labor, suppliers, customers, 

investors, government) where efficiency of organizations is determined by their ability to 

coordinate various stakeholder relations simultaneously (Hall & Gingerich, 2009). 

Economic behavior is hence a coordination issue, and institutions act as resources and 

coordination templates to empower economic behavior (Aoki, 2007; Hall & Gingerich, 

2009). Without institutions, complex and sophisticated organizations could not exist as 

asset-specificity requires supportive institutions (Williamson, 1985). Institutions are 

hence understood as “the supply side of resources” providing structures and resources for 

the firms (Jackson & Deeg, 2008, p. 541; Hall & Thelen, 2009). For more effective 

empowering of economic behavior, the institutions are required to be complementary as 

by complementariness institutions reinforce efficacy of institutions as a system (Hall & 

Soskice, 2001; Aoki, 2007; Amable, 2003; Crouch, 2010; Crouch & Streeck, 1997). The 

institutions are even required to be complementary as the stability and sustainability of 

political economies require that institutions do not undermine or contradict each other 

(Becker, 2007).  
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While the theory of Varieties of capitalism provides conceptual innovations, i.e. 

complementarities and comparative institutional advantage, as a theory it suffers similar 

issues with new institutional economics and rational choice institutionalism as it is 

apolitical and institutions are exogenous to the actors, which leads to theory being static 

and deterministic (Becker, 2007; Amable & Palombarini, 2009; Höpner, 2005). Varieties 

of Capitalism even partly portrays market economies as technical systems determining 

exogenously how the actors behave, effectively so eliminating empirical elements of 

uncertainty, ambiguity and interpretation from institutional designs (Höpner, 2005, p. 

367-368; Becker, 2007; Streeck & Thelen, 2005). Hall and Soskice (2001) explicitly 

theorize the firms as institutional takers – their strategies follow from institutions – which 

is problematic especially as Hall and Soskice (2001) fail to theorize origins of 

institutions. Complementariness also thus unrealistically tends to imply an exogenous 

designer of institutions (Streeck, 2004). Also, complementariness of institutions does not 

need to facilitate economic efficiency as complementariness may also foster social and 

political goals (Amable & Palombarini, 2009) where complementariness may even 

“explain why suboptimal organizational arrangements are sustained” (Deeg & Jackson, 

2007, p. 154). Theory of Varieties of Capitalism is moreover problematic as it assumes 

efficiency as the driver of institutional change but cannot explain why certain political 

economies are more capable to achieve efficient institutional evolution. 

2.2. Institutional evolution and institutions as equilibrium 

Rational choice institutionalism, new institutional economics and comparative studies of 

capitalism assume a relatively spontaneous evolution of institutions towards more 

efficient institutions as there is constant improvement process “if the institution is subject 

to a process of competitive selection, it survives primarily because it provides more 

benefits to the relevant actors than alternate institutional forms” (Hall & Taylor, 1996, p. 

945). New institutional economics (e.g. North, 1990; Williamson, 1993) perceived that 

due to the scarcity of resources, the organizations and institutions are embedded in 

constant competition where ability to minimize transaction costs is the crucial 

determinant of institutional evolution. Williamson (1993) argued the constant 

competition leads to institutional and organizational evolution, which operates via weak-
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form selection where less efficient forms are replaced with more efficient ones. 

Economists Schumpeter (1934) and Hayek (1948) argued also that economic 

development occurs spontaneously as new more efficient economic forms emerge to 

replace less efficient ones. Theory of creative destruction argues the economic 

development operates spontaneously as resources and assets are re-allocated from less to 

more productive organizations (Schumpeter, 1934; Mullan, 2017, p. 156-157), where the 

creative destruction is driven by dynamism of emerging startups and exiting of older 

firms. In OECD countries the firm turnover (exit and entering) amounts to 15-30 % of 

total firms (see Figure 3 below) (OECD, 2016a), and the new firms are the locomotive of 

development as their share of the total productivity growth amounts up to 50 % of total 

growth (Mullan, 2017, p. 156-157).  

 

Figure 3. The firm churn in OECD countries from 2006 to 2013 (OECD 2016a) 

Rational choice institutionalism often assumes a game theoretic approach with 

institutions as equilibrium to suggest that actors and organizations are engaged in near 

infinite games, where they interact, bargain and negotiate, and by so endogenously 
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overtime via repeated games create “salient ways” of playing the social games leading to 

near optimal efficient institutional solutions (Aoki, 2007; 2013; Scharpf, 1997; Greif & 

Laitin, 2004). Varieties of Capitalism similarly with game theoretic institutions-as-

equilibria approach argued the institutional evolution is rather spontaneous as “corporate 

strategies, policies and institutions of each nation to evolve in response to the challenges 

they face” (Hall & Soskice, 2001, p. 54). Famously Coase (1937) and North (1982; 1990) 

similarly assumed a functional theory where institutions are collectively devised solutions 

for collective problems of societies. Similarly Aoki (2007, p. 22) argued the endogenous 

emergence of new forms leads to evolution via material productivity as the fundamental 

logic as “a new type destroys the rents accrued to the old type”. Therefore, rational 

choice institutionalism and institutions-as-equilibria approach suggests that relatively 

equal actors repeatedly play games constantly improving their cooperation until they 

establish a Pareto-efficient equilibrium, i.e. an optimal and stable balance among actors 

and their resources, which is then institutionalized as structures influencing how the 

society organizes coordination and cooperation (Aoki, 2007; Greif & Laitin, 2004; Levi, 

1997). In the context of Varieties of Capitalism, the coherent institutional designs can be 

assumed to be created by a historical process of continuous endogenous configuration by 

societal trial-and-error leading to increasing economic efficiency while being influenced 

and compromised by sociopolitical institutions and interest groups (Hall, 2009; Becker, 

2007, p. 278; Boyer, 2005, p. 367; Jackson, 2005, p. 379). Thus, the rational choice 

institutionalism proposes a theory that stakeholders of the society are embedded in 

continuous iterative on-going interacting, negotiating, bargaining vis-à-vis other 

stakeholders leading to creation of institutions as “negotiated” outcomes, with improved 

performance at system and at individual institutions‟ levels (Becker, 2007, p. 278). 

Importantly endogenous origins of institutions make enforcement endogenous and hence 

remove the conceptual issue of who enforces the enforcer (Aoki, 2007, p. 5-6). 

Importance of the institutions as equilibrium as a theory is due to institutions becoming 

endogenous, as Calvert (1995, p. 59) argue the institutions are “additional structure 

„instituted by the collectivity‟”, where institutions are both structuring of interaction as 

well as being the target of the interaction (see Aoki, 2007). Equilibrium is often perceived 

to be dependent on aggregate efficiency or on lack of “Pareto-improving alternatives 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

36 

 

apparent to the actors” (Hall & Thelen, 2009, p. 11). While Amable and Palombarini 

(2009) have criticized that there is lack of conceptual clarity whether institutions are 

behavior or rules, Aoki (2007) insightfully argued that characteristics of equilibrium, 

beliefs and rules are interdependent as endogenously behavior as equilibrium leads to 

beliefs and rules, which reinforce the equilibrium. However, the problem of institutions 

as equilibrium approach is that achieving of institutional equilibrium leads to static 

reproduction and self-reinforcement of institutional equilibrium as no rational actor 

would has interest to deviate from it which paradoxically makes endogenous change 

impossible, including origins of institutions (Greif & Laitin, 2004; Weingast, 1996; 

North, 1990, p. 86; Hall & Taylor, 1996). To emphasize, actors are in engaged in 

repeated games where institutions emerge endogenously as equilibrium, but once 

equilibrium is established, it is self-reinforcing as each actor‟s best response it to comply 

with the equilibrium which contradicts evolution of institutions (Greif & Laitin, 2004). 

Arguably, the institutions as equilibrium is effective approach and theory for 

understanding micro dynamics of institutions – how institutions structure economic 

behavior – but the approach is limited, even incapable to provide insight into creation and 

evolution of institutions, and hence rational choice institutionalism perceives endogenous 

institutional change to be impossible occur (Hall, 2009; Greif, 2006; Weingast, 1996; 

Hall & Taylor, 1996).  

Within new institutionalism there have also been attempts to create Darwinian evolution 

theory of institutions by borrowing concepts from biology (e.g. Lewis & Steinmo, 2012; 

Hodgson & Knudsen, 2010; Richerson & Boyd, 2005; Blyth et al., 2011). Evolutionary 

theory builds on similar notions as Varieties of capitalism as it argues the welfare of 

societies depends on internal ability to efficiently coordinate with variety of actors and 

the competition of market economies leads to constant “cumulative cultural evolution” as 

the institutional quality determines level of material welfare (Richerson & Boyd, 2005). 

Thus, the theory similarly to rational choice institutionalism and institutions as 

equilibrium assumes that societies can effectively cooperate internally to innovate and 

solve collective action problems (e.g. Blyth et al., 2011), but similarly to rational choice 

institutionalism and new institutional economics the theory omits social and political 
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elements, and by so also fails to explain variation in welfare and institutional evolution 

between countries.  

2.3. Political and social foundations of institutional systems 

Rational choice institutionalism perceives institutions as equilibrium are established due 

to the aggregate efficiency of the institutions and as near optimal ways of organizing 

coordination of stakeholders among the actors. But the empirical problem is that once an 

institutional equilibrium is established – a balance point – the organization of society 

should be relatively stable, but the empirical evidence of continuing year-to-year 10-30% 

emergence of new firms (OECD, 2016a) suggests the institutional equilibriums are only 

approximate ones and disequilibrium is a constant feature of market economies (Höpner, 

2005). Moreover, equilibrium is not natural or a priori designed by a master designer but 

within the potential of multiple equilibria – without efficiency as a selection mechanism – 

the societies endogenously, with experimental firms, create shared understandings, 

common knowledge and beliefs to coordinate a specific functional institutional 

equilibrium (Hall & Soskice, 2001, p. 13; Greif & Laitin, 2004; Streeck, 2004; Crouch, 

2005; Becker, 2007; Hall & Thelen, 2009).  

Therefore, institutional equilibriums are tightly founded on social and political 

institutions, where efficiency is even a secondary concern for the actors (see Streeck, 

2016; Amable & Palombarini, 2009; Hall & Thelen, 2009). Effectively, the social and 

political dimensions of institutional systems are even crucial for the stability of the 

institutional equilibriums as actors are required to internalize and perceive institutions as 

legitimate (Greif, 2006, p. 22; Aoki, 2007; Hall & Soskice, 2001; Ostrom, 2005; North, 

1990). Importance of socio-political preferences of societies in creating institutions 

however thus means that institutions are often created for political rather than efficiency 

concerns (Amable & Palombarini, 2009; DiMaggio, 1988; Fligstein, 2001; Hall, 2009). 

Institutional equilibrium is also a socio-cognitive equilibrium as the institutions provide 

meaning, reference frames and values to social reality where the institutions are often 

taken-for-granted and subconscious (Ostrom, 2005; Hofstede, 1983). Social and political 

dimensions are also deeply tangled as powerful interest groups use cognitive institutions 
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to portray political institutions as “effective, beneficial, appropriate, inevitable, and so on 

(i.e., as unproblematic)” (Maguire & Hardy, 2009, p. 151; DiMaggio, 1988). 

Thus, without the social and political institutions, institutional equilibriums could not be 

established nor sustained. This is partially problematic as for example treatise of 

„ideology‟ by North (1990) suggests that informal institutions are important for 

institutional equilibrium, but this problematizes efficiency of the institutions as efficiency 

of institutions demands priority for unbiased rational evaluation. Additionally, new 

institutional economics also recognized actors are boundedly rational – intentional but 

limited in their cognitive capacities – which even in optimal case limit calculative 

rationality in complex social systems (Simon, 1955). Bounded rationality, self-interest 

and uncertainty of cooperation among actors reduce incentives and capability to create 

new more efficient institutions. Similarly, the political foundation of institutional systems 

begs question how economic efficiency and power relations can be co-fitted without 

compromising one or the other (e.g. see Hall & Thelen, 2009; North, 1990; Amable & 

Palombarini, 2009). Streeck (1991) argued that competitiveness of institutions is a 

„beneficial constraint‟, nearly a side-effect of the otherwise entirely political and social 

construction of institutions. Friedland (2009) has insightfully argued that institutions are 

economic, political and social with different dimensions tightly tangled and we cannot 

separate the dimensions of each other (see also Friedland & Alford, 1991). Sociological 

institutionalism (e.g. Berger & Luckmann, 1966; Meyer & Rowan, 1977; Tolbert & 

Zucker, 1996; Friedland & Alford, 1991), similarly to rational choice institutionalism, 

perceives institutions are often created for coping with material reality and solving 

collective problems, but as a theoretical body they are more attuned to how history and 

politics matter, how actors are socialized into institutions (i.e. how social reality appears 

as objective) and how social reality is (to certain extent) independent of the material 

reality. Historical and sociological institutionalism often by inductive logic aim to 

explore how actors create and comply with institutional imperatives, whereas rational 

choice institutionalism uses deductive logic (Hall & Taylor, 1996, p. 954), and the 

strength of the inductive approach is understanding how agency and interests are not 

fixed and exogenous but endogenously shaped and constituted by the institutions 

(Friedland & Alford, 1991, p. 238-239). Moreover, historical and sociological 
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institutionalism importantly perceive that actors enter a social reality full of institutions, 

with inherited institutions perceived as objective unproblematic parts of the social reality 

(e.g. Berger & Luckmann, 1966; Hall & Taylor, 1996; Friedland & Alford, 1991). 

Institutional systems thus not only influence how actors behave, but also what values and 

goals they see important and what are appropriate ways to achieve them.  

Social embeddedness of behavior drives the creation of institutional systems to provide 

stability, structure and meaning to social order of societies (Streeck, 2010; Friedland & 

Alford, 1991). As North (1990) famously theorized of ideology, the economic, political 

and social dimensions are tightly interdependent and acting as a system (Friedland & 

Alford, 1991). Temporally speaking, the institutions often emerge as solutions to 

collective problems but as time passes the institutions often receive normative and 

cognitive status beyond efficiency concerns (Barley & Tolbert, 1997, p. 99). 

Additionally, the formal institutions are often ambiguous and lacking of exact behavioral 

imperatives, which drive societies to “develop and maintain a shared understanding of 

what the rule say” (Streeck & Thelen, 2005, p. 14-15). Social embeddedness and 

informal institutions effectively create “the mysterious substance which provides this 

stability in market exchange” (Beckert, 2007, p. 11; Granovetter, 1985). Therefore, the 

„shared understandings‟ can be understood as the necessary socio-political foundation of 

institutional equilibriums, where the societies create cognitive templates to foster 

cooperation of actors as the institutional logics act as “taken-for-granted, resilient, social 

prescriptions, sometimes encoded in laws, specifying the boundaries of a field, its rules of 

membership, and the roles, identities and appropriate organizational forms of its 

constituent communities” (Greenwood & Suddaby, 2006, p. 28). 

The institutional logics literature similarly to comparative capitalism studies the diversity 

of economic behavior, but while comparative capitalism studies diversity between market 

economies, the institutional logics focuses on diversity within market economies 

(Friedland & Alford, 1991; Thornton & Ocasio, 1999; Lounsbury, 2007; Dunn & Jones, 

2010; Greenwood, Diaz, Li & Lorente, 2010; Greenwood et al., 2011). Importance of the 

theory, especially in comparison to comparative capitalism, is the explicit emphasis of 

institutional diversity and duality of symbolic and material institutions (e.g. Friedland & 
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Alford, 1991). Institutional logics is more attuned to the social embeddedness and 

necessity to have shared cognitive scripts to empower economic behavior as for example 

Waldorff and Greenwood (2011, p. 118) argued “institutions depend on institutional 

logics to make the invisible visible”. Institutional logics, as does sociological 

institutionalism in general, excellently focuses on social embeddedness of economic 

behavior as they explicitly perceive that mere compliance with formal institutions is not 

enough as organizations via social embeddedness require various resources from various 

stakeholders – which in contrast to comparative capitalism is not achieved via efficacy – 

but by compliance with normative and cognitive institutions (Meyer & Rowan, 1977; 

DiMaggio & Powell, 1983; Suchman, 1995; Scott, 2008). Organizational theories and 

sociological institutionalism even argue that certain institutionalized practices are 

independent of the efficacy, and instead rather serve social and political demands of 

societies (Meyer & Rowan, 1977; Streeck, 2010). Problem of this approach is that while 

sociological institutionalism accurately captures the diversity of institutional systems and 

lack of universal logic, but due to the same reason the approach is often merely 

descriptive and lacks any proper theory of how diversity is created and sustained. 

For sociological institutionalism, the organizational efficacy is determined more by 

environmental fitness than efficacy as for example Greenwood et al. (2011, p. 318) argue 

“Organizations comply with logics in order to gain endorsement from important 

reference audiences and because logics provide a means of understanding the social 

world and thus for acting confidently within it”. Institutions thus empower behavior and 

act as resources for coordination but coordination does not imply efficiency as Varieties 

of capitalism perceives it. Institutional complementarities (Hall & Soskice, 2001) thus do 

not necessarily lead to efficiency as the complementariness can also reinforce social and 

political dimensions of the institutional systems – e.g. socio-political institutions create 

stable social worlds by complementary distributional and ideational elements. 

Importantly both normative and cognitive institutions require complementarities as 

incoherent institutional influences would contradict themselves (Becker, 2007), but 

political and socio-cognitive complementarities do not enhance economic efficacy but in 

contrast may even challenge achieving it (North, 1990, p. 95). 
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Lastly, sociological institutionalism argues that there are no universal reference frames 

(e.g. Friedland & Alford, 1991), but the interdependence of material, political and social 

dimensions of institutional system requires the institutional systems are dependent on 

material reality (Dunn & Jones, 2010; Waldorff, Reay & Goodrick, 2013; Haveman & 

Rao, 1997; Greenwood et al., 2011). Lack of universal references frames cannot mean 

arbitrariness, and while social systems and institutions are often created for specific 

socio-political purposes, the social embeddedness and stability requires attaining at least 

certain level of material efficacy. Also, the example of organizations as strategic entities 

complying with social and political dimensions for the material gains effectively implies 

the different dimensions are deeply tangled, with material functionality as the underlying 

logic (Suchman, 1995; Friedland, 2009). New institutionalism, across the paradigms, 

generally perceive that material, political and ideational elements act together (e.g. Scott, 

2008; DiMaggio & Powell, 1983; Aoki, 2007; North, 1990; Berger & Luckmann, 1966; 

Bourdieu, 1977), but synthesizing work, despite of the potential benefits of novel 

innovative work (Thelen, 1999; Hall & Taylor, 1996), has not materialized.  

2.4. Path dependency, path trajectories and institutional 

equilibriums 

Institutional equilibriums are essential – they provide essential stability and structure for 

societies by making deviance costlier than compliance (e.g. Phillips et al., 2004). While 

equilibriums may be optimal efficient ways of coordinating cooperation among 

stakeholders (e.g. Levi, 1997), more empirically accurate is to conceptualize equilibriums 

as social and political constructs where resources of actors and historical social and 

political institutions shape the equilibriums (Amable & Palombarini, 2009; North, 1990). 

Complementarities and coherence of institutional spheres are important for the 

functionality and stability of the institutional systems as incongruent incentives would 

contradict each other and be unsustainable (Becker, 2007), but complementarities, as 

argued, can be constituted by social and political institutions, where the 

complementarities reinforce the political and social outcomes of the institutions (Beckert, 

2010), even solidify a socio-political compromise (Amable & Palombarini, 2009). 

Moreover, while Varieties of capitalism approach emphasizes that institutions act as 
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resources, “providing opportunities for particular types of action” (Hall & Thelen, 2009, 

p. 10), this does not equal to efficacy, but the institutionally structured ways of 

coordination can be entirely inefficient merely reproducing certain social and political 

aspects of social life, portraying certain behavior as legitimate and other behavior 

illegitimate (see Streeck & Thelen, 2005, p. 12-13). Due to social and political foundation 

of institutional equilibriums, there is possibility, even likelihood that persistently 

inefficient institutional equilibriums are sustained and reproduced (North, 1990, p. 95; 

Acemoglu, Ticchi & Vindigni, 2011). While Hall (2009) argued the insertion of politics 

into game theoretic analysis of institutions as equilibrium leads to more dynamic 

outcomes, the political and social institutions are similarly self-reinforcing in an 

equilibrium situation – distributing power resources to those interest groups who favor 

these specific institutions – which thus does not lead more dynamic outcomes than the 

efficacy perspective. Important issue is that institutional imperatives induce actors to 

invest into institutional system specific assets, capabilities, political structures and socio-

cognitive institutions, which lead to asset-specificity and dependence of actors on the 

continuity of the institutional arrangements which then makes institutional change 

incremental and path dependent (North, 1992, p. 15; Hall & Soskice, 2001). 

Not only social systems are static because of institutions-as-equilibria creating conditions 

for self-reinforcing social order, but also institutions tend to have path dependent 

tendencies, which means the history and historical sequencing of institutional 

development matters as “what happened at earlier point in time will affect the possible 

outcomes of a sequence of event occurring at a later point in time” (Sewell, 1996, p. 262-

263). Path dependence is a lengthy process where institutional heritage can influence 

over decades and centuries as example of social capital in Italy by Putnam (1993) 

suggests. Path dependence does not refer to a teleological development but instead means 

that history matters, earlier decisions influence benefits and costs of later decisions (Levi, 

1997, p. 28). More precisely, path dependence means that institutional systems tend to 

follow path dependent trajectories due to increases of relative benefits of the chosen path 

trajectory in comparison to alternative paths (Pierson, 2000, p. 252). Benefits of the path 

trajectory are not merely material but also as path dependent paths reproduce 

distributional and cultural resources (Mahoney, 2000). Besides material costs, the 
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alternative paths are costly as the current institutional path trajectory has influenced 

“patterns of political mobilization, the institutional rules of the game, and even citizen‟s 

basic ways of thinking about the political world” (Pierson & Skocpol, 2002, p. 700). 

Beyond efficacy, the institutional trajectories institutionalize the power relations among 

interest groups, i.e. solidified a socio-political compromise (Amable & Palombarini, 

2009), structured how the political process occurs (how to challenge institutions), and 

even influencing how actors think. Path dependent influence on shaping cognitive 

capabilities of actors leads to paradox of institutional entrepreneurship as institutionalized 

actors are incapable of perceiving institutions as problematic (Seo & Creed, 2002). 

Therefore, due to costliness of new paths the institutional development tends to follow 

path dependent trajectories as extensive literature of historical institutionalism has well-

documented across market economies (e.g. Collier & Collier, 1991; Ertman, 1996; 

Hacker, 1998; Pierson, 2000; Pierson & Skocpol, 2002). 

The comparative studies of capitalism similarly argue that unique national institutional 

paths are path dependent, which leads to sustained institutional diversity instead of 

converge, but this is also theoretical short-coming as the theories are unable to theorize of 

institutional change beyond path dependent trajectories. For example, VoC perceives that 

due to efficacy benefits of complementarities the market economies would be 

incentivized to create similar complementary institutions in other institutional spheres 

(Hall & Soskice, 2001). However in Japan the institutional reforms led to a lack of 

complementariness, incoherent institutions, which was both sustainable and inefficient 

leading to two lost decades (Lechevalier, 2014). Organizations are important as they act 

as interest groups demanding creation of complementary institutions as well as engaging 

in supportive action protecting favored institutions (Höpner, 2005; Hall & Soskice, 2001; 

Pierson, 2000, p. 255). Creation of complementary institutions would also be driven by 

social and political forces as social and political aspects would benefit from coherent 

institutional imperatives. While Greif and Laitin (2004) argued the quasi-parameters 

change along the game leading to changes in institutions, this is questionable as the 

institutions are likely to reproduce the quasi-parameters and sociopolitical stratification of 

the society. Moreover, changes in quasi-parameters takes decades making the theory of 

Greif and Laitin (2004) unable to grasp the continuous evolution of market economies. 
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Thus, similar to institutions as equilibrium, the path dependency perceives that 

institutions rarely change due to costliness of alternative paths, which is driven by 

material, political and social factors. However, as empirical observations suggest 

institutional systems are constantly evolving, there has been demand to theorize of 

institutional change beyond constant slow path dependent changes. Punctuated 

equilibrium theory and critical junctures both perceive that institutional systems are path 

dependent and undergo long periods of near stasis until a rapid change emerges and 

institutional equilibrium becomes transformed and reconfigured (True, Jones & 

Baumgartner, 2007; Tilcsik & Marquis, 2013; Pierson, 2000; Capoccia, 2016). Building 

on path dependency, both punctuated equilibrium theory and critical junctures perceive 

that certain historical events have long-lasting influences on institutional evolution as it is 

costly to alter or change the path (e.g. Collier & Collier, 1991; Pierson, 2000). Both 

theories are however limited as they perceive that institutional change occurs 

exogenously via shocks disrupting the stability and providing stimulus for change. While 

agency is almost entirely denied by these theories, the critical junctures are moments of 

amplified agency and freedom to bottom-up steering of institutional evolution as in those 

relatively brief moments of time the actors are presented with more extensive selection of 

behavior and the chosen behavior can influence long-term institutional trajectories 

(Capoccia & Kelemen, 2007, p. 348). Certain actors may have large scale, society wide 

long-term impacts in these moments (Capoccia, 2016; True et al., 2007). The problem is 

that agency is limited to specific temporal moments and assuming path dependency, the 

agency would be influenced even in those moments by the older existing normative and 

socio-cognitive institutions (Capoccia, 2016). Most crucially, the theories of punctuated 

equilibrium and critical junctures entirely ignore the constantly occurring evolution. 

Lastly, the central problematic conceptual issue of institutions as equilibrium and path 

dependent punctuated equilibrium theoretical models is due to the implicit conceptual 

assumption that market economies are homogenous singular institutional fields with 

exceedingly perfectly operating institutions creating perfectly homogenous behavioral 

strategies. The conceptual assumptions of new institutionalism have been chosen to gain 

leverage to explain static behavior rather than achieving empirical accuracy (see Hall, 

2009; Blyth, 2002, p. 17; Sewell, 1992, p. 16). Theoretical language due to its conceptual 
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foundations is to certain extent even un-fit to theorize of institutional change (Streeck & 

Thelen, 2005). Perfect closed institutional systems would create coherent perfectly 

coupled social behavior (Phillips et al., 2004, p. 644) but in reality, the institutional 

systems are open socially constructed systems with inherently imperfect institutions 

(Becker, 2007; Streeck & Thelen, 2005). The constant dynamism observed in empirical 

data is even crucial for sustained vitality of social systems – rigid societies regress 

(Thelen, 2014). Especially institutions as equilibrium approach assumes all societal actors 

are embedded in the same social game, which then makes institutional change impossible 

as change would require coordinated “joint belief shift” among all actors (Culpepper, 

2005; Greif & Laitin, 2004), or exogenous change in bargaining strength of specific 

interest groups (North, 1990, p. 86). But in empirical reality, market economies as 

pluralist societies are constituted by institutional diversity (Whitley, 1999), institutions 

are imperfect and resources of actors change along the game (Greif & Laitin, 2004), 

which means the institutions-as-equilibria approach should approach market economies 

as a plurality of games, where actors have ability to move between games and 

institutional change is thus not dependent on whether all actors in coordinated fashion re-

shape the institutions. Also path dependency (Pierson, 2000) assumes that market 

economy is a singular institutional field but if we approach institutional systems as 

internally diverse, built by various fields, the game theoretic and path dependent 

assumptions become relaxed and less binding. For example, Thelen (2014) studying 

liberalization of CMEs noted that differential evolution of industries and services led to 

institutional change, i.e. society had separate institutional fields evolving separately. 

2.5. Institutional heterogeneity, ambiguity and paths to 

dynamism of institutionalism 

Institutional heterogeneity, ambiguity, imperfections and nature of institutions as 

inherently open social constructs elements of social reality, combining economic, 

political and social dimensions, together with uncertainty and bounded rationality of 

actors are essential for theoretical work to provide more dynamic theorizations of 

institutional systems. Schneiberg and Clements (2006, p. 210) argued “an appreciation of 

heterogeneity and the relative incoherence of fields is crucial - - - for empirical 
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explorations of institutional change”, whereas Clemens and Cook (1999, p. 450-451) 

similarly argued ambiguous institutions, heterogeneous social structures and 

fragmentation (diversity) of social networks being important drivers of institutional 

change, while Streeck and Thelen (2005, p. 20) argued institutional systems are “never 

completely coherent”. Many authors have emphasized internal institutional heterogeneity 

of capitalism (Witt & Jackson, 2016; Lange, 2009; Lane & Wood, 2009; Lechevalier, 

2007; Crouch, 2005; Streeck, 2004; Whitley, 1999; Friedland & Alford, 1991; Dunn & 

Jones, 2010; Greenwood et al., 2011; Schneiberg, 2007; Allen, 2013; 2004; Deeg & 

Jackson, 2006; Trigilia & Burroni, 2009), but however, the mere notion of heterogeneity 

and imperfection of institutions or synthesis of socio-political and socio-economic 

institutions is not enough as this has largely led to merely descriptive work of 

institutional diversity without much of theoretical work (Lechevalier, 2014). The theory 

of institutional diversity is essential to advance new institutionalism as an approach for 

studying the pluralist social systems of market economies. The institutional evolution 

should be approached, researched and theorized as “endogenous and historically open-

ended but not random dynamic of structural-historical change, one that is path-

conditioned but not path-determined” (Streeck, 2016, p. 4). Endogeneity is a foundational 

element for theories of institutions but it has been largely ignored by existing work. Also, 

different dimensions of institutional systems – political, economic, social – needs to be 

simultaneously theorized as complementary systems with feedback mechanism among 

material and symbolic dimensions (Friedland, 2009; Friedland & Alford, 1991, p. 243), 

as North (1990, p. 112) argued the polity and economy are interdependent with 

“exchange relationships between the two”. Proper theory of institutionalism should co-fit 

agency and institutional structures without compromising one or the other, with an 

integrated approach where institutions are both endogenous and exogenous (Aoki, 2007; 

Przeworski, 2004), and institutional systems are socially embedded – utility of actors 

depend on ability to cooperate with others (Granovetter, 1985; Hall & Gingerich, 2009) – 

with institutional equilibrium being economic, political and social, where 

interdependency among the dimensions provides stability as a system. 

Existing work of new institutionalism has often avoided theorizing of how institutions 

change and when topic has been approached, each paradigm has often stayed within their 
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conceptual framework as Thelen (2014, p. 218) has summarized existing work by stating 

that “institutions will evolve in response to (for functionalist theories) changes in the 

basic purposes around which politics is organized, (for power distributional theorists) a 

shift in the balance of power or in the goals of the powerful actors, and (for cultural 

theories) a change in the cultural script that defines what constitutes legitimate or 

modern organizational forms and routines”. New institutionalism and its three paradigms 

often avoid interaction between each other but there is potential for fruitful synthesis 

(Thelen, 1999). Hall and Taylor (1996, p. 938-951) argued the synthesis should be fertile 

as different approaches complement each other as rational choice institutionalism with 

focus on microfoundations and functionality provide dynamic understanding how 

institutions and actors operate (supporting theory-building) whereas sociological and 

historical institutionalism are more attuned to in-depth historical, social and political 

embeddedness of institutions and actors (Thelen, 1999). Also, the different paradigms 

discuss the same phenomenon, which is why they would benefit from synthesis 

(Campbell, 2004). However, critics have argued that methodological approaches cannot 

be co-fitted – phenomenology and social constructivism does not fit together with 

positivism and rational-functionalism (Haack & Schoeneborn, 2015; Streeck, 2007) – but 

even theory of social constructivism by Berger and Luckmann (1966) argued that 

ideational institutions initially aimed to cope with material reality and hence material, 

political and ideational elements interact with each other as for example Hall (2005) 

argued the institutional stability is due to creation of both distributional effects of 

providing economic rents and aggregate economic efficiency. Within sociology, work of 

Bourdieu (1977), Giddens (1984) and Fligstein and McAdam (2011) by field theories 

have effectively co-fitted material, political and social dimensions with certain laws of 

exchange between different forms of capital and mobility among the fields. Also 

Friedland and Alford (1991, p. 250) argue the different dimensions interact as 

institutional change is always “creation of both new social relationships and new 

symbolic orders”. Also, the comparative capitalism is an eclectic approach as a 

combination of paradigms of new institutionalism (Hall & Soskice, 2001; Hall, 2009; 

Campbell, 2004; Aoki, 2013). Eclectic approaches emphasize that there is 

exchangeability among economic, political and social resources (see Bourdieu, 1977; 
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Hall & Thelen, 2009; North, 1990). But the theories have often failed to properly 

incorporate different elements and how they are interchanged, and instead theories have 

often focused one of the dimensions while compromising the others. 

Important work on more dynamic theories of endogenous institutional change has been 

provided by various scholars (e.g. Thelen, 2004; Campbell, 2004; Streeck & Thelen, 

2005; Hancke, Rhodes & Thatcher, 2007; Mahoney & Thelen, 2009; Amable & 

Palombarini, 2009; Baccaro & Pontusson, 2016; Capoccia, 2016) who all build on more 

empirically accurate notions of institutional systems being ambiguous, imperfect, socially 

constructed, political and internally diverse. Most of the theories emphasize the openness, 

ambiguity and uncertainty of institutions ensuring that not only institutional imperatives 

require constant interpretation and negotiation, but even concepts of compliance and 

enforcement are to certain extent problematic and require constant interpretation and 

bargaining among the actors (Mahoney & Thelen, 2009; Streeck & Thelen, 2005). Even 

the most formal institutions come with ambiguous expectations and “always are the 

subject interpretation, debate, and contestation” (Mahoney & Thelen, 2009, p. 10-11). 

Ambiguity and uncertainty effectively lead to the institutions and institutional 

imperatives becoming more dynamic, without compromising structural nature of 

institutions, as they are constantly re-interpreted and re-negotiated leading to constant 

institutional evolution. Theory of gradual change (Streeck & Thelen, 2005; Mahoney & 

Thelen, 2009) is an important advancement to new institutionalism as the theory 

empirically accurately theorizes how social systems are constantly evolving, constantly 

being reproduced in slightly different ways, and how also the constant evolution is 

necessary for the vitality of institutions. Gradual change elegantly also explains how 

continuous change operates without disrupting societies, moving from one behavioral 

model to a new one without notable friction (Streeck & Thelen, 2005, p. 4). Due to 

ambiguity and uncertainty of institutions, there is constant evolution to establish new 

functionalities and new purposes for the institutions (Streeck, 2004; Crouch, 2005; 

Jackson, 2005; Vogel, 2005; Deeg & Jackson, 2007). Importantly, the gradual change 

combines notions of endogeneity, social embeddedness and institutions as economic, 

social and political constructs thus leading to holistic notion of market economies, but the 

theory of gradual change fails to incorporate economic and social motivations of actors as 
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the theory relies on political mobilization of actors. Problem of overt emphasis of 

political nature of market economies (e.g. Mahoney & Thelen, 2009) also leads to 

inability to co-fit political and economic spheres, especially in terms of how politically 

motivated actors are able to achieve beneficial economic development. Also, the mere 

emphasis of politics is not enough as political disadvantage is not enough to foster 

institutional change as Friedland and Alford (1991, p. 246) exemplified how millions of 

disadvantaged women has not led to cultural transformation. Disadvantage requires 

recognition. Important contribution of gradual change as a theory is theorizing path ways 

of change as the theory theorizes that change occurs endogenously by modes of 

displacement, layering, drift, conversion and exhaustion with political mobilization as 

driver of change (Streeck & Thelen, 2005; Mahoney & Thelen, 2009). Displacement 

refers to emergence of new institutional solutions displacing existing ones, layering refers 

to adding new layers and evolution via differential growth, drift refers to eroding 

stability, conversion refers to redirection of institutions and exhaustion refers to self-

undermining pattern of institutions (Streeck & Thelen, 2005; Mahoney & Thelen, 2009). 

However, theory of gradual change is largely descriptive of how change occurs and fails 

to theorize when and why institutions change.  

Gradual change as a theory also partly ignores the institutional diversity, which is a 

crucial omission as “without multiple institutional logics available to provide alternative 

meanings, subjects are unlikely to find a basis for resistance” (Friedland & Alford, 1991, 

p. 254). The multiplicity of institutional fields is essential to avoid the stasis of 

institutional equilibriums and path dependency of institutional systems. Exposure to 

alternative economic, political and social institutions empower agency of actors, fostering 

innovation and problem solving (Seo & Creed, 2002). Institutional diversity is also 

important providing spaces for experimentation, ecosystems of innovation, where actors 

are freer to explore institutional innovation and use these experimentation spaces to 

“smuggle dissent into open” (Rao & Dutta, 2012, p. 626). The problem is however the 

need to co-fit agency and structures, as “without subjectivity, there is no way to account 

for change” (Friedland & Alford, 1991, p. 254), but emphasis of too much of agency 

leads to institutions being irrelevant. Dynamic theory of institutions requires more 

nuanced combination of agency and structures as firms are the drivers of institutional 
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evolution (Hall & Thelen, 2009, p. 27; North, 1990, p. 73), but we need to understand 

how structures influence them. Potential solution can be found from co-fitting game 

theoretic approach with more realistic assumptions of institutional environment (e.g. 

emphasize institutional diversity and ambiguity). Importantly the recent theoretical 

contributions have focused more on how interactions influence institutions as behavior 

and institutions are in a recursive relationship but this has not been researched so far very 

extensively, i.e. structures still dominate agency within theories of new institutionalism 

(Aoki, 2007; Mahoney & Thelen, 2009; Capoccia, 2016).  

Lastly, agency is central for institutional change to occur and organizations coordinate 

institutional change by acting as ideational „focal points‟ (Schelling, 1960) to coordinate 

„joint belief shift‟ in moving towards new ways of behaving (Culpepper, 2005; Aoki, 

2007; Schmidt, 2008; Greif & Laitin, 2004; Blyth, 2002, p. 37-40). Especially new 

organization provide new ideas how to coordinate life within societies, and the ideas 

become imitated, adopted and copied if the new ideas are perceived successful and 

appropriate by the other actors (DiMaggio & Powell, 1983; Aoki, 2007). Importance of 

organizations is facilitating the process of coordinating collective change by acting as 

focal points of change (Aoki, 2007; Blyth, 2002), as “fundamental change, then, ensues 

when a multitude of actors switch from one logic of action to another” (Streeck & 

Thelen, 2005, p. 18), where ecosystems are important for nurturing of new ideas and 

proto-institutions (Casper, 2007; DiVito, 2012; Lawrence et al., 2002, p. 282). However, 

acting as focal points is problematic as this requires specifying preferences of actors, as 

the preferences determine directionality of path trajectories (Katznelson & Weingast, 

2005), but the preferences are shaped and constituted by institutions (Pierson & Skocpol, 

2002; Friedland & Alford, 1991). The problem thus requires focus on dynamism of 

preference formation, where preferences originate from, how preferences evolve, 

especially in terms where innovative new transforming ideas to restructure societies come 

from and diversity is sustained and constituted endogenously within societies. 
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2.6. Startups as institutional entrepreneurs 

Institutional entrepreneurship as a concept originates from the work of DiMaggio (1988) 

and aims to inject endogenous change and dynamism to the theory of institutions, and for 

example Maguire et al. (2004, p. 657) defined it as “activities of actors who have an 

interest in particular arrangements and who leverage resources to create new institutions 

or to transform existing ones”. Institutional entrepreneurship literature has often focused 

on social position, thus effectively establishing that new organizations, with suitable 

social position, are more prominent institutional entrepreneurship (Seo & Creed, 2002; 

Battilana, 2006; 2011; Haveman & Rao, 1997), but however empirical research has often 

focused on niche sectors, such as microfinance, non-profits or for-profit NGOs. Startups 

or economic entrepreneurship have largely been ignored, except for contribution of 

Haveman and Rao (1997) illustrating how new organizations drive institutional 

evolution, but even their study is focused on marginal thrift industry rather than startups 

in general. Literature of institutional entrepreneurship moreover originates from 

sociological institutionalism, where the underlying conceptual assumptions have focused 

on socio-cognitive institutions, e.g. ideology, as barriers of innovation, which contributes 

to „paradox of embedded agency‟ explaining difficulty of change (Seo & Creed, 2002; 

Friedland & Alford, 1991; Battilana et al., 2009). Background on sociological 

institutionalism and organizational theory (see Meyer & Rowan, 1977; Granovetter, 

1985; Friedland & Alford, 1991) also contributes to theoretical and empirical focus being 

directed in social and political aspects of societies. For this reason the strand of literature 

of often labeled as non-efficiency approach, which limits the ability to extend for 

explaining economic growth and change. More crucially, organizational theory has 

generally failed to distinguish startups from older organizations, as institutionalist 

theories have generally perceived all organizations being prone for institutional 

isomorphism and aiming for environmental fitness (DiMaggio & Powell, 1983; Hannan 

& Freeman, 1989). 

However, the institutional entrepreneurship literature recognizes that institutions act as 

largely informational coordination assets to empower cooperation within a society as 

Garud, Jain and Kumaraswamy (2002, p. 196) perceived the key intention is to “create a 
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whole new system of meaning that ties the functioning of disparate sets of institutions 

together”. The role of institutional entrepreneurs is to create new information to 

reorganize coordination of cooperation, which often recognizes that position within social 

hierarchy is crucial for shaping information about the society (Greenwood & Suddaby, 

2005; Battilana, 2009). However, this means new and small organizations are often 

motivated to pursue change but paradoxically are not capable to implement it due to lack 

of agency and resources (Battilana et al., 2009; Seo & Creed 2002). Moreover, the 

emphasis of social and political aspects have led to neglected focus on collectively 

favorable changes, e.g. creating new more efficient institutions to support economic 

growth. Also, institutional entrepreneurship literature has focused on successful 

institutional change, which has contributed to selective study of few successful cases and 

ignoring of the continuously occurring institutional entrepreneurship of startups 

(Battilana et al., 2009). Thus, generally the role of startups as institutional entrepreneurs 

is neglected topic and few scholars approaching the topic (e.g. Henrekson & Sanadaji, 

2011; Braunerhjelm & Henrekson, 2013) have either focused on how startups escape 

institutions or how institutions support entrepreneurship.  

The role of entrepreneurs and startups in institutional change has been neglected topic 

within the literature despite of important contributions of Schumpeter (1934), Hayek 

(1948), Baumol (1990), North (1990), Williamson (1993) and Coase (1937) arguing that 

entrepreneurship is important path for restructuring how societies function and organize 

their cooperation – and most importantly emphasizing that it is new firms and new 

entrepreneurs that foster restructuring of societies. Hwang and Powell (2005) importantly 

emphasized the ability of entrepreneurs to act as institutional entrepreneurs is contingent 

on open society structure of market economies and “agency in individuals as the primary 

unit for creating new activities” (Hwang & Powell, 2005, p. 179). But, while these 

contributions are relatively well-established, the problem of the literature is still lack of 

theoretical and empirical work focused on specifying the special nature of startups as 

actors and more importantly specifying how the startups create new institutions without 

compromising the structural stability of institutional systems.  More theoretical and 

empirical work is thus required to illustrate how startups as institutional entrepreneurs are 

driving the constant institutional evolution of societies. 
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III. THEORETICAL FRAMEWORK 

3.1. Theory of endogenous institutional evolution 

The dissertation proposes a novel argument with a new theoretical framework to argue 

the institutional evolution of market economies is a continuously operating endogenous 

mechanism where startups act as institutional entrepreneurs by theorizing, experimenting 

and creating new institutional fields by their innovative organizational models
4
. 

Institutions are the ideational medium empowering economic actors to coordinate and 

organize their interaction and cooperation, and startups are constantly rebuilding 

improved institutional mediums to empower increasing efficiency of societal interactions 

(Aoki, 2013). Social embeddedness is the gravitational force driving societies to create 

institutional systems as the institutions empower functioning of societies by provision of 

economic efficiency, political structures and socio-cultural meanings, values and 

identities to the social reality (Streeck, 2010; Granovetter, 1985). Efficiency of economic 

behavior depends on the quality of coordination among stakeholders – labor, suppliers, 

investors, customers, government – where institutional systems empower interaction, 

complementary investments and cooperation leading to more effective aggregate 

economy (Hall & Gingerich, 2009). To ensure continuity and vitality of societies, the 

social order requires to be constantly reconfigured, and the continuously experimental 

firms are the locomotive of institutional evolution, each year 15-30% of older firms are 

replaced with newer firms, as the startups are habitually experimenting and innovating 

with new ways to re-organize cooperation and interaction among economic actors 

(OECD, 2016a; Hall & Thelen, 2009; Williamson, 1993; North, 1990; Haveman & Rao, 

1997). Startups with novel organizational models effectively act as focal points to guide 

collective institutional shift to a new equilibrium (see Aoki, 2007; Haveman & Rao, 

1997; Culpepper, 2005). Paradoxically the constant state of disequilibrium and re-

contextualization of institutional equilibrium is important for vitality of institutional 

systems of societies as the disequilibrium enables institutional entrepreneurship and the 

                                                 
4
 Institutional evolution hence operates similarly theoretical concept of „layering‟ by Streeck and Thelen 

(2005) and Mahoney and Thelen (2009) 
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constant evolution of institutions ensures, and is required for, continued functionality of 

social systems (Höpner, 2005; Thelen, 2014).  

Institutional evolution and economic development are driven by field dynamics and 

resource allocation, which means that resources and assets are allocated among the 

various institutional fields with material productivity as the fundamental logic of 

allocation (Schumpeter, 1934). Material productivity is the fundamental logic of 

institutional evolution which explains why diversity of institutional designs moves 

toward higher material productivity as a general path trajectory when resources are 

allocated to more efficient usages (North, 1990). The institutional evolution is determined 

by differential growth of fields driven by dynamic and static re-allocation of resources 

among the institutional fields determining success and failure of fields (Haveman & Rao, 

1997; Williamson, 1993). Institutional systems thus do not adapt or change, but as open 

systems they evolve by selection: creation of new fields replacing older fields 

(Williamson, 1993; Becker, 2007). Institutions thus do not change, they evolve by 

selection. Institutional evolution of market economies is always endogenous, even when 

exogenous shocks spur a wave of change as new institutional templates always need to be 

endogenously configured and established. However, institutional entrepreneurship is not 

a limitlessly autonomous process as the institutional evolution is conditioned, but not 

determined, by historical institutional systems influencing path trajectories (Streeck, 

2016; p. 4; Pierson & Skocpol, 2002). Also, while productivity is the fundamental logic 

of institutional evolution, the embeddedness in socio-political frameworks also makes 

inefficient paths possible (e.g. unequal gender identities and cultures) (Acemoglu et al., 

2011; North 1990). 

Finally, the institutional evolution cannot be characterized as incremental or radical, or 

path dependent or path creative, as all social systems are characterized by institutional 

diversity, with diversity of future trajectories. Market economies evolve via field 

dynamics where certain institutional fields become more prominent, even dominant 

logics, where evolution is often drastic and radical moves towards new trajectories but 

due to field dynamics evolution appears often as an incremental shift from one path to 

another as the case of Swedish economy moving from manufacturing to service industries 
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has well exhibited (Thelen, 2014). Evolution by field dynamics is moreover constantly 

unfolding as there is always new fields emerging, old ones fading away and hierarchy 

among fields changing, where new fields may be small niches or revolutionary new 

industries. Argument proposes following general causal patterns of endogenous 

institutional evolution: 

- Startups act as institutional entrepreneurs and create new institutional templates to 

organize economic, political and social behavior. 

- Institutional evolution operates as a weak form selection and field dynamics within 

the multiplicity of institutional fields, where new fields emerge via startups and 

evolution operates as resources are allocated from older to newer fields, leading to 

exit of older fields and prominence of new fields. 

- New institutional fields are initially ideational templates, focal points, but as they 

attract behavior, they become informal institutional fields which lead to 

formalization of the new institutions.  

- Material productivity is the logic of institutional evolution as resources flow from 

less to more productive institutional fields, but allocation is limited by institutional 

isomorphism as existing isomorphism of assets reduces ability to move between 

fields. 

3.1.1. Startups as institutional entrepreneurs 

The market economies are characterized by a continuous churn of startups entering and 

older firms exiting the market economy, annual churn averaging at 15-30% across the 

advanced market economies, which challenges theoretical notions of institutions as 

equilibrium as the continuous churn of firms suggest continuous disequilibrium (OECD, 

2016a; Seo & Creed, 2002). Institutions as equilibrium (Greif & Laitin, 2004; Hall & 

Soskice, 2001) suggest environmental conditions where no actors has incentives to 

change their behavior but empirical observations of firm churn, older firms being 

replaced by newer firms, suggest firstly that institutional systems are continuously at 

disequilibrium (Höpner, 2005) but secondly, the disequilibrium does not lead to chaos but 

paradoxically to dynamism of new startups continuously re-contextualizing institutional 

structures to rebuild, reconstitute and reinterpret institutional structures to provide new 
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structures and stability for societies (see Thelen, 2014). Importance of the constant churn 

of startups is their ability to re-contextualize how life in societies is organized, which 

ensures the market economies as institutional constructs continue to evolve and stay vital. 

Startups are the mechanism of institutional evolution, experimental entities devising new 

governance models. Without new firms, societies would stagnate, even decline as 

constant emergence of new firms ensures structural capabilities to operate as a society. 

Startups are the fundamental institutional entrepreneurs of market economies as the 

startups are constantly experimenting and innovating how to organize coordination, 

interaction and cooperation among stakeholders by so constantly transforming 

institutional structures to organize market economies (Hall & Thelen, 2009; Aoki, 2007; 

North, 1990; Haveman & Rao, 1997; Williamson, 1993). Importantly, the startups as 

institutional entrepreneurs do not disrupt but instead always create new additional 

structures for the society, which ensures institutional change unfolds without disruption 

as even drastic large-scale changes can be implemented by startups creating new novel 

institutional structures and society incrementally moving from old institutional 

trajectories to the new ones (Streeck & Thelen, 2005, p. 4).  

Social embeddedness and game theoretic nature of social reality drives market economies 

to establish institutional structures to provide economic efficiency, political structures, 

and meanings, values and identities to the social reality (e.g. Granovetter, 1985; Hall & 

Soskice, 2001; Friedland & Alford, 1991). Social embeddedness means the utility and 

competitiveness of organizations is defined by their ability to effectively coordinate wide 

range of stakeholder relations, where startups are required to offer improved and 

innovative models for governing stakeholder relations (Hall & Gingerich, 2009). 

Organizational evolution therefore operates as a competition of economizing governance 

costs of stakeholder relations, and startups succeed if they possess superior capabilities to 

organize and coordinate cooperation of stakeholders more effectively than older firms 

(see Williamson, 1993; North, 1990). The startups are predisposed to act as institutional 

entrepreneurs – their utility depends on development of new improved governance 

models. Organizational evolution, with nearly infinite potential of governance models, 

ensures the continuous organizational innovation drives constant historical evolutionary 

process towards more efficient institutional fields (North, 1990). The openness of 
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societies and freedom of entrepreneurship is the essential pre-condition for evolution of 

societies as without emergence of novel firms and organizations the market economies 

would stagnate. The economic competition also means that institutional evolution favors 

material productivity as a general logic which means institutional evolution goes towards 

higher material welfare and efficacy (North, 1990). As the game theoretic rational choice 

institutionalism recognized, evolution towards improved institutions requires competition 

of institutional templates (Hall & Taylor, 1996), but the competition does not occur at 

macro-level, but instead competition occurs on micro-level as competition of 

organizations. The competition of organizations is organized as competition in efficiency 

of organizing cooperation, which can be scaled from micro organizational level to macro 

institutional level of the society. While the general direction of institutional evolution is 

toward higher economic efficacy, the organizational models are not solely economic but 

always also social and political structures which mean organizational evolution driving 

institutional evolution is always creating new social and political structures (Friedland, 

2009; Friedland & Alford, 1991). Startups hence also transform social and political 

structures of the society. Institutional evolution is moreover required as the innovative 

startups cannot function unless they are capable of stimulating institutional evolution, e.g. 

regulatory and cultural reforms. Therefore, the continuous emergence of experimental 

startups creating novel institutional fields always transforms not only the economic 

structures of the society but also the political and social institutional structures by 

providing new structures, values, meanings and identities to the social reality.  

The institutional fields are largely ideational and cognitive templates with formal 

institutions as support for coordinating interaction and cooperation among actors (see 

Aoki, 2007; Greif & Laitin, 2004). Societies initially establish informal institutions to 

coordinate cooperation within the society, but eventually the informal institutionalized 

models receive formal regulatory and legal institutions for support (Aoki, 2007). 

Institutional evolution is thus largely ideational and the importance of startups in 

institutional evolution is to act as „focal points‟ by theorization of new ideational 

templates to re-organize cooperation in the society (Aoki, 2007; Culpepper, 2005; 

Schelling, 1960; Hoffman, 1999). As institutions-as-equilibria theories have excellently 

argued, the cognitive uncertainty is the main driver of institutional stability – actors lack 
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knowledge of better options (Hall & Thelen, 2009; Greif & Laitin, 2004) – and the 

startups stimulate institutional change by theorizing constantly new ideas to act as the 

„focal points‟ mobilizing change. Blyth (2002, p. 37-40) argued that “ideas make 

collective action coalition-building possible”, and the experimental startups are powerful 

driving evolution by providing new ideas. New ideas also mean that while institutional 

change is collective, the initial stimulus for change tends to come from few specific ideas 

and innovators, and the innovative ideas foster institutional evolution as successful ideas 

facilitate adoption and cognitive isomorphism to foster institutional change (DiMaggio & 

Powell, 1983; Aoki, 2007; DiMaggio, 1988). Once a new idea emerges, it provides 

reference point to existing institutional equilibrium and leads to destabilization and flow 

of resources to the new, more efficient institutional field. Therefore, new ideas from 

startups are central to institutional evolution as new ideas propose new ways to behave, 

organize and coordinate behavior, i.e. effectively empowering “joint belief shift” from 

older equilibrium to a new distinctively new one (Culpepper, 2005; Hall & Soskice, 

2001; Aoki, 2007; Greif, 2006). Institutional entrepreneurs are intentional actors, but the 

constant churn of startups fosters institutional evolution also unintentionally as even 

attempts to perfectly reproduce institutional inputs leads to unintentional “translation” 

and institutional changes (see Streeck & Thelen, 2005; Phillips et al., 2004; Maguire & 

Hardy, 2009). Finally, the startups initially create new models to coordinate cooperation, 

as largely informal models of society, but as the informal models are adopted within the 

society, the new economic models attract formalization of new economic models with 

new formal regulations and legislation (Aoki, 2007; Pierson, 2000, p. 255). 

Hypotheses: 

- H1: Startups propose new governance models of cooperation (new institution) by 

their contextually innovative organizational models. 

- H2: Relative material productivity of the new proposed governance models of 

cooperation determines adoption of new models and re-allocation of resources. 
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3.1.2. Institutional evolution as evolution by selection and field dynamics 

Institutional evolution operates as evolution by selection and field dynamics, which 

means that institutions or institutional fields do not change or adapt but in contrast 

evolution operates by emergence of new institutional fields and fading away of older 

fields determined by dynamic re-allocation of economic resources and assets between the 

fields. The institutional evolution is always endogenous evolution driven by the 

competition of experimental firms of how to govern stakeholder-relations leading to 

creation of entirely new institutional fields of organizing social, economic and political 

behavior (Aoki, 2001; 2013; Hoffman, 1999; Haveman & Rao, 1997; Williamson, 1993). 

Startups theorize new institutional fields but actual evolution by selection is determined 

by re-allocation of economic asset and resources, where resources flow from less 

efficient to more efficient fields (Williamson, 1993). Thus, institutions do not change, but 

institutional systems still evolve as startups create new institutional fields to replace older 

fields, which means that evolution as selection operates with evolutionary leaps, via 

moving of resources from one path trajectory to another trajectory (Haveman & Rao, 

1997). Institutional evolution by selection hence paradoxically co-fits institutional inertia 

and institutional evolution as each institutional field is unchangeable but institutional 

systems are still evolving as new institutional fields are created to replace older less 

functional ones. Resource allocation determines success of institutional fields and 

material productivity acts as the fundamental logic of reallocation as resource holders 

(e.g. labor, capital) favor higher utility and move from less to more productive 

institutional fields to maximize their utility. Evolution by selection resembles creative 

destruction as less efficient institutional fields fade away while more efficient fields 

succeed, which as field dynamics (moving resources from less to more efficient usage) 

leads to economic development and higher aggregate efficiency (see Mullan, 2017). 

Lastly, startups create new institutional fields – new behavior models – which via 

resource allocation become initially informal fields but the increasing economic mass 

eventually demands creation of formal institutions (Aoki, 2007; Colyvas & Powell, 

2006). Evolution by selection and field dynamics also means that organizational 

demographics drive institutional evolution which due to continuous reallocation of 

resources from older to newer firms appears as incremental change but actually operates 
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as relatively drastic leaps from older to newer behavioral models (Aoki, 2013, Haveman 

& Rao, 1997). General mechanisms of institutional evolution can be summarized as 

follows: 

- Startups by their organizational models create novel institutional fields, 

- Institutionalization of new fields and de-institutionalization of older fields is driven 

by differential growth via re-allocation of resources determined by variance in 

material productivity of fields.  

o Static re-allocation: Resources flow from older to newer more efficient fields. 

o Dynamic re-allocation: Resources exit permanently from older fields (e.g. 

retiring labor, investments); new replacing resources enter new fields (e.g. new 

labor, new investments). 

- Creation of formal institutions follows from informal institutionalizations. 

Institutional evolution follows from deviant behavior as the theorization of new 

behavioral models leads to creation of new institutional fields (Hall & Thelen, 2009; 

Haveman & Rao, 1997), but success of new fields is determined if actual behavior is 

coordinated according to the new fields and behavior requires allocation of resources to 

the new institutional fields. Institutional evolution, de-institutionalization of older fields 

and institutionalization of newer fields is determined by the resource allocation, where 

differential resource allocation between fields determines success, survival and exit of 

fields. Startups creating new institutional fields facilitate dynamism of institutional fields 

as they influence relative prices of inputs (North, 1982) as this stirs volatility and 

resource re-allocation within the institutional fields. Moreover, as startups are intentional 

institutional entrepreneurs, they engage in institutional entrepreneurship when they 

perceive that their theorized new institutional fields will attract allocation of resources. 

That is, startups recognize the success of new business models depend on whether the 

new proposed ideas can attract collective behavioral change for stakeholders (i.e. 

customers, suppliers, employees, government) to adopt a new institutional field (Greif & 

Laitin, 2004; Hall & Soskice, 2001). The startups are thus always institutional 

entrepreneurs as their utility depends on ability to mobilize institutional evolution. 

Importantly, the reallocation of resources operates in both static and dynamic terms: 
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static reallocation refers to moving of resources between fields (e.g. labor moves from 

one field to another) whereas dynamic reallocation refers to „regeneration‟ of institutional 

inputs (e.g. labor retires, new labor is introduced to labor market), where exiting inputs 

(e.g. retiring labor) exits from older fields and new inputs (e.g. new labor generation) 

enters solely to new fields leading to differential resource allocation between old and new 

fields. As the economic assets tend to be asset-specific (e.g. education is specific to 

institutional fields), the institutional evolution via new fields replacing older fields tends 

to often rely on dynamic allocation of resources. Additionally, new institutional fields 

create new assets and solutions to solve problems (North, 1990), where startup 

ecosystems create accelerators, incubators, VCs and co-working spaces to provide 

resources for the startups to nurture dynamic behavior and innovation of the startups. 

The endogenous evolution by selection and field dynamics moreover means the hierarchy 

of institutional fields is determined by re-allocation of resources and assets as the relative 

distribution of resources and assets determines the importance and dominance of certain 

institutional fields. Institutional systems are characterized by multiplicity of institutional 

fields, where material productivity determines hierarchy and survival of institutional 

fields, but importantly due to economic differences (e.g. asset-specificity and 

specialization) and embeddedness in historical, social and political frameworks the 

productivity does not create institutional monosystems but instead all market economies 

have institutional diversity (Friedland & Alford, 1991; Friedland, 2009; Streeck, 2010). 

The hierarchy of fields is determined by the relative shares of organizing behavior within 

the market economy; more dominant fields organize dominant share of the economic 

behavior and often formal rules are favorable to the dominant fields (Greenwood et al., 

2011). Hierarchy of the institutional fields is at approximate equilibrium as each 

institutional field is at equilibrium, institutional fields as a system is at equilibrium and 

relationship between state and institutional fields is at equilibrium (Aoki, 2007). Each 

institutional field being at equilibrium means that within the field none of the actors have 

incentives or resources to aim to change the institutions (e.g. Greif & Laitin, 2004; Hall 

& Soskice, 2001), while equilibrium between fields means that none of the actors have 

interest to move between the fields, and lastly equilibrium between the institutional 

system and state means this relationship is also at equilibrium where state cannot (or will 
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not) intervene in institutions while endogenously actors via institutional fields cannot 

influence the state as an institution (see Aoki, 2007; 2013). This is also natural as “a 

government will tend to be stable if its authority pattern is congruent with the other 

authority patterns of the society of which it is a party” (Eckstein, 1966, p. 234), which 

means societies aim to sustain institutional equilibriums to be functional and stable. Thus, 

equilibrium between fields can be only endogenously changed by the new startups 

creating new institutional fields. Endogenous institutional evolution interestingly 

challenges the theory of developmental state (e.g. Amsden, 2001; Woo-Cumings, 1999; 

Johnson, 1982) by suggesting the state is not important actor as the behavior of state 

follows from field dynamics of the institutional system, while the startups are the most 

important actors bringing vitality. The developmental state hence needs to be re-

articulated as the state institutions provided suitable conditions for institutional 

entrepreneurship (Rodrik, 1995) but actions of startups determined the direction of the 

institutional change. More specifically, the startups create new economic, political and 

social models to organize behavior, which act as cognitive resources for the government 

to enact formal regulatory changes. 

Hypotheses: 

- H3: Institutional evolution operates as selection: new firms create new additional 

institutions to the institutional system and resources are allocated from older to 

newer institutional fields. 

 

Figure 4. Theorized patterns of institutional evolution 
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3.1.3. Institutional isomorphism: The friction of institutional evolution 

Institutional evolution operates endogenously as a pattern of moving from less to more 

efficient institutional templates, but importantly the institutional evolution is not 

frictionless as the institutional systems condition the costliness of creating novel 

institutional trajectories (Pierson, 2000; Pierson & Skocpol, 2002; Streeck, 2016). Thus, 

understanding institutional evolution requires co-fitting endogeneity with the path 

dependent structural characteristics of institutions without compromising either of the 

elements (Przeworski, 2004; Battilana, 2011; Delmestri, 2006). Co-fitting means that 

historical structures and actors are embedded in recursive relationships where 

possibilities of actors are conditioned, but not determined, by the existing institutional 

templates – social systems are both constitutive and constituted of social behavior 

(Bourdieu, 1986; Giddens, 1984). History matters as the institutional systems and social 

embeddedness provide friction for institutional evolution by exerting institutional 

isomorphism pressures for actors engaged in institutional entrepreneurship by exertion of 

regulatory and material pressures, normative and political pressures, and cultural-

cognitive pressures (DiMaggio & Powell, 1983; Scott, 2008; Granovetter, 1985; 

Battilana, 2006). More specifically, institutional systems by institutional isomorphism 

generate specific kind of economic assets, political structures and socio-cognitive 

institutions which limits institutional evolution by making transition costly from one 

institutional equilibrium to a new one (Pierson & Skocpol, 2002; Capoccia, 2016; Phillips 

et al., 2004). Material productivity is the fundamental logic of institutional evolution but 

evolution via resource allocation is limited by the costliness of existing institutional 

isomorphism, which means the new institutional fields with proposed productivity 

improvements are required to compensate for the friction of institutional isomorphism. 

Therefore, institutional evolution occurs when proposed productivity improvements of 

new ideas exceed the costs created by isomorphism pressures in moving economic assets 

across the fields.  

Firstly, mobility of assets is determined by the asset-specificity, which is determined and 

influenced by the regulatory and material institutional isomorphism pressures (see 

Williamson, 1985). Institution- induced asset-specificity firstly means that mobility of 
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assets is limited due to productivity of assets being dependent on right institutional 

context and secondly adjusting of assets is costly or impossible (Kostova, 1999; Hall & 

Soskice, 2001; Williamson, 1985). Asset-specificity effectively limits institutional 

evolution, often making it extremely incremental (North, 1990), and as asset-specificity 

increases with economic development, the more advanced market economies tend to 

become more rigid (Williamson, 1985). For institutional entrepreneurship this means the 

re-allocation of resources is firstly limited by asset-specificity of current assets and 

secondly by lack of new regulatory institutions required to sustain the new theorized 

complex economic assets. To simplify, existing economic assets, both tangible and 

intangible, are influenced by existing regulations and are difficult, even impossible, to 

adjust for new purposes, while investing in new assets is limited by lack of regulatory 

support. For example, existing financial education is suited for traditional business 

models, not for fintech, and similarly investing in new assets is limited by lack of 

regulatory support. Costliness of adjusting asset-specific assets is the most crucial factor 

why institutional evolution is driven by new startups instead of older organizations as the 

costliness of adjusting existing assets blocks older entities to innovate. Regulatory 

environment may also influence this as for example more generic educational institutions 

provide more generic skills suited for innovating new organizational models and 

technology. 

Secondly, institutional systems are political equilibriums, where path conditioning 

pressures are created by relevant interest groups that are dependent on the continuity of 

favorable institutional arrangements (Becker, 2007; Amable & Palombarini, 2009; 

Pierson & Skocpol, 2002; Beckert, 2010). Normative institutional isomorphism limits 

mobility of resources as the novel institutional fields also transform social and political 

structures of the society, which means that aggregate efficiency improvements may be 

blocked if political and distributional influences are unfavorable to powerful interest 

groups (Friedland & Alford, 1991; Amable & Palombarini, 2009; North, 1990). 

Institutional evolution is driven by aggregate efficiency improvements but these 

improvements are also required to create positive distributional effects as well. Actors are 

only likely to move from older to newer institutional fields if change provides relatively 

positive distributional impacts where even relatively unimportant actors by withdrawing 
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their resources can block changes (Acemoglu & Robinson, 2002). Not only the interest 

groups can block change, but the political structure of societies may even foster 

persistently inefficient inertia and evolutionary paths, especially if resource distribution if 

highly unequal (Acemoglu et al., 2011). For example, gender equality is economically 

inefficient but is a persistent across societies due to political compromise and resources 

of the dominant interest groups (Friedland & Alford, 1991). However, the politically 

contested nature of institutional systems also empower institutional evolution as there are 

always actors and interest groups eager to follow new potentially beneficial paths, which 

is moreover supported by multiplicity of institutional fields (Streeck & Thelen, 2005; 

Hall, 2009; Fligstein & McAdam, 2011). Political nature of social reality also thus 

requires that actors engage in selective coalition building to create new institutional 

fields. 

Thirdly, institutional systems condition creation of novel institutional path trajectories by 

cultural-cognitive institutions influencing how actors perceive social reality (DiMaggio & 

Powell, 1983; Pierson & Skocpol, 2002). Institutions as cultural scripts precede actors 

making them appear objective parts of the social reality and are often heavily internalized 

as the cultural models are perceived natural, taken-for-granted, normal and even moral 

(Battilana, 2006; p. 645-655; Berger & Luckmann, 1966). Institutional systems as 

sociocultural equilibriums moreover tend to produce coherent self-reinforcing meanings 

and values to perceive social reality (see Friedland & Alford, 1991). Moreover, the 

bounded rationality and lack of alternatives tends to lead to imitation and repetition of 

socio-cognitive institutions, even if they are perceived inefficient (Hall & Thelen, 2009; 

DiMaggio & Powell, 1983). Cultural-cognitive institutions influence how social reality is 

perceived, which limits ability of actors to accept new institutional models, especially as 

institutions as ideology leads to actors preferring ideological goods over material goods 

(North, 1990; Maguire & Hardy, 2009). Institutions as ideology suggest mere material 

benefit is not enough to foster institutional evolution but to attract allocation of resources 

institutional entrepreneurs are required to frame issues, problematize existing models and 

propose new solutions (DiMaggio, 1988; Benford & Snow, 2000; Seo & Creed, 2002; 

Battilana, 2006).  



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

66 

 

To summarize, institutional systems condition patterns of institutional evolution as the 

structural institutional isomorphism pressures influence mobility and costliness of 

moving resources between institutional fields. This is crucial as the willingness of 

startups to innovate and engage in institutional entrepreneurship is due to social 

embeddedness dependent on their perception whether other stakeholders will engage in 

complementary behavior (Greif & Laitin, 2004; Hall & Soskice, 2001). In game theoretic 

terms, startups create new ideas when they perceive the potential benefits of new 

institutional fields are able to mobilize resource re-allocation from older to newer fields 

compensating for the costliness caused by institutional isomorphism. Importantly, this 

also proposes that dynamic re-allocation is central to institutional entrepreneurship as 

while static allocation of resources (input moving from one field to another) is costly due 

to isomorphism, the dynamic re-allocation of resources (old resources retiring, new 

resources emerging) allows creation of novel paths by escaping from institutional 

isomorphism pressures. Moreover, institutional isomorphism also explains why startups 

are institutional entrepreneurs par excellence as startups without institutional 

isomorphism are more autonomous and by so more efficient as institutional entrepreneurs 

than older firms. Startups without institutional isomorphism – without specific assets, 

without specific hierarchical position and without socio-cognitive lenses – are freer to 

explore as institutional entrepreneurs (see Mahoney, 2000; Pierson & Skocpol, 2002). 

That is, the startups have comparative advantage to act as institutional entrepreneurs. 

Older firms with asset-specific assets are rigid, incapable to change, which is why 

organizational evolution operates by selection, older firms being replaced with new ones 

(Bathelt & Gluckler, 2011, p. 46; Williamson, 1993; Haveman & Rao, 1997). Evidence 

of unwillingness to adjust their organizational models is exemplified by multinationals 

who even import their organizational models to unsuitable foreign institutional 

environments (Kostova, 1999). Besides lack of asset-specificity, startups are also 

excellent institutional entrepreneurs as they are often disadvantaged by the existing 

institutional arrangements and have interest to attempt changing institutions (Garud et al., 

2002; Beckert, 1999). Also positioning of firms between institutional fields with 

exposure to diversity of institutional inputs enhances ability of firms to act as institutional 
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entrepreneurs (Battilana, 2006; Greenwood & Suddaby, 2006; Seo & Creed, 2002; 

Greenwood et al., 2011).  

Hypotheses: 

- H4: Institutional isomorphism constrains institutional evolution by the mobility of 

resources within the institutional fields: i) asset-specificity of assets, ii) 

distributional and relative resource endowments, and iii) ideological cognitive 

lenses influence ability to adopt new institutions.  

- H5: New startups have comparative advantage as institutional entrepreneurs due to 

low levels of institutional isomorphism within their organizational designs.  

 

Figure 5. Institutional isomorphism and costliness of institutional evolution 

3.2. Origins of coherence and complementariness of institutional 

systems 

Research proposes a novel argument that the firms act as the coordination mechanism of 

institutional systems as the firms bind institutions together as coherent systems, both ex 

ante and ex post to creation of institutions, and secondly firms as coordination 

mechanism ensures institutional systems emphasize economic functionality. Institutions 

do not have natural coordination mechanisms as there are no centralized macro 

coordination institutions or master institutional designers, which is why the coherence of 

institutional systems is problematic in terms of how coherence and complementariness of 

institutional systems was initially created, especially as each institution exists and is 
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created individually, often with different actors in different eras (Streeck, 2004; 2007; 

Crouch, 2005; Streeck & Thelen, 2005). Theories such as Varieties of Capitalism (Hall & 

Soskice, 2001), Business systems (Whitley, 1999) and Institutional logics (e.g. Friedland 

& Alford, 1991; Thornton & Ocasio, 2010) assume that institutional systems are coherent 

and functional but do not explain how coherence and functionality were initially created 

within social systems. For functionality it is necessary that institutional systems are 

coherent – incongruent institutional designs would be dysfunctional and unstable as 

social systems (Becker, 2007) – but new institutionalism has failed to theorize how 

functionality and coherence were established, especially as the institutional evolution is 

tightly embedded in political and social pressures (Friedland & Alford, 1991). The 

research argues the startups are essential mechanism to develop, sustain and reform 

coherent, functional and complementary institutional designs of market economies. 

Firstly, ex ante coordination occurs as the startups create new institutional fields via 

experimentation, consolidation, iteration and cooperation to establish institutional 

equilibriums, where coherent and functional organizational models are used for creating 

new institutional fields. Behavior, equilibrium and formal rules are mutually supportive, 

where institutions originate from behavioral models, which is why ex ante startups do not 

only coordinate but also create institutional templates (Aoki, 2007). That is, institutional 

systems are coherent, functional and complementary as they are derived from functional 

organizational models of startups. Secondly, ex post firms act as coordination mechanism 

to ensure functionality and coherence of institutional systems as evolving empirical world 

requires constant re-contextualization and adjustment of institutions to ensure their 

functionality (Thelen, 2014). Institutions are inherently ambiguous assets acting as 

resources for economic, social and political behavior, but as ambiguous assets they 

require endogenous coordination from firms (Hall & Soskice, 2001; Greif & Laitin, 

2004). Firms are essential for maintaining and sustaining collective institutional logics of 

how to operate within institutional systems (Greenwood et al., 2011). Moreover, as 

institutions as socio-political constructs are not inherently functional, at least in economic 

terms as efficiency is often even a secondary concern for actors (Streeck, 2016), the firms 

as experimental actors are however able to ex post establish economic functionality to the 

institutional systems (Stark, 2001; Streeck, 2004; Streeck & Thelen, 2005; Crouch, 
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2005). To emphasize, while startups create novel institutional fields where ex ante 

economic functionality and coherence are established, the institutions are also created for 

political and social purposes where efficacy and functionality are secondary concerns 

(Streeck, 2010; 2016), but firms as ex post coordination mechanism are able to establish 

coherence and functionality even to the dysfunctional institutional systems.  

Hypotheses: 

- H6: Economic functionality and coherence of institutions is ex ante derived from 

organizational models of startups and ex post sustained by experimentation of 

startups. 

3.3. Ambiguity, imperfections and multiplicity of institutional 

fields 

Institutional isomorphism pressures act as the fiction of institutional evolution as they 

influence mobility of resources moving from older to newer fields, re-organizing of 

behavioral models, and theoretically perfect institutional systems would create perfect 

isomorphism not allowing institutional entrepreneurs to experiment with behavioral 

models (Becker, 2007; DiMaggio & Powell, 1983). However, institutional systems are 

not perfect; they are socially constructed largely ideational coordination models with 

imperfect and ambiguous monitoring and enforcement allowing behavior to be decoupled 

from the institutional imperatives
5
. Institutional imperfections such as ambiguity, 

decoupling and multiplicity of institutional fields are thus essential for creating more 

dynamic theory of institutional systems as the institutional imperfections empower 

autonomy and creativity of institutional entrepreneurs to drive endogenous institutional 

evolution (Witt & Jackson, 2016; Schneiberg & Clements, 2006, p. 210; Streeck & 

Thelen, 2005; Mahoney & Thelen, 2009; Hancke et al., 2007; Clemens & Cook, 1999; 

Seo & Creed, 2002). Moreover, institutional systems as complex social constructs are 

continuously at disequilibrium, with institutional diversity amplifying ambiguity and 

instability of institutional systems, which thus requires constant efforts to rebuild and re-

                                                 
5
 Existing theories of new institutionalism perceive that behavior either complies or deviates from 

institutions, but here is argued that empirical behavior is always „grayish‟ as institutions condition behavior 

but do not determine it. 
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establish institutional equilibriums (Höpner, 2005; Crouch, 2005; Becker, 2007; Streeck 

& Thelen, 2005). Additionally, institutions rely on beliefs of behavior but due to 

ambiguity of institutional imperatives – the perceptions and rationality are bounded and 

limited – which leads to the beliefs being constantly reshaped by evolving and deviant 

behavioral models, nurturing constant evolution of institutions (Aoki, 2007). 

Paradoxically, institutional imperfections ensure that institutional systems and social 

structures will evolve, which is important as fixed and rigid institutional system would 

lead to stagnant societies, and by institutional imperfections the firms are able to 

endogenously constantly re-invent, re-negotiate and re-contextualize how institutions and 

economic functionality are constituted (Crouch, 2005; Streeck, 2004; Becker, 2007). 

Therefore, empirically accurate theory of endogenous institutional evolution needs to be 

built on a theory of institutional imperfections, without compromising the structural 

nature of institutions. 

Firstly, decoupling of institutions and behavior is essential as it allows actors to explore 

new innovative behavior without losing legitimacy while using existing institutional 

resources (Meyer & Rowan, 1977; Suchman, 1995). Imperfections of institutions and 

decoupling of behavior thus allow institutional entrepreneurs to pursue experimentation 

that eventually leads to creation of new institutional fields (e.g. Hall & Thelen, 2009). 

The ability to decouple behavior from institutional imperatives is largely determined by 

the quality of institutions as higher quality and higher level of institutionalization 

determines how perfectly behavior is coupled with institutional imperatives (Battilana et 

al., 2009; Becker, 2007; Clemens & Cook, 1999; Tolbert & Zucker, 1996). More 

systematic institutional systems create more systematic empirical regularities of behavior 

and allow less of decoupling and institutional entrepreneurship (see Phillips et al., 2004, 

p. 644; Becker, 2007). Typically, institutional quality grows with economic development 

and social embeddedness, and hence wealthier market economies provide more systemic 

institutional systems with lesser room for institutional entrepreneurship (Clemens & 

Cook, 1999; Dorado, 2005; Phillips et al., 2004; Becker, 2007). Also, increasing 

institutional quality tends to reduce ambiguity, imperfections and diversity of institutions 

leading to increasingly systematic nature of institutional systems (Becker, 2007; Dorado, 

2005). But as institutions act as resources, the institutional entrepreneurship is most 
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powerful when institutional quality is not too high or too low as either low or high-

quality institutions would suppress institutional entrepreneurship (Beckert, 1999; Dorado, 

2005). For example, IPR is relatively ambiguous as it lacks clear behavioral imperatives 

but as „general resource‟ it empowers behavior. Empirical evidence from Korea have 

shown how in financial industry novel institutional practices were brought to Korea under 

the appearance of „traditional‟ domestic entities, where opaqueness of organizations and 

imperfect institutional enforcement allowed actors to act as institutional entrepreneurs 

(Robertson, 2010), where the combination of decoupling and relatively high-quality 

institutions facilitated behavior of new financial entities. 

Secondly, institutions as social constructs by nature are inherently open and ambiguous 

assets that need to be continuously interpreted, negotiated and bargained how institutions 

are understood (Streeck & Thelen, 2005; Stark, 2001). Institutions as social constructs are 

open systems which are “never completely coherent” (Becker, 2007; Streeck & Thelen, 

2005, p. 20) meaning they are “never able to determine social reality totally” (Phillips et 

al., 2004, p. 637). Ambiguity of ideational institutions means there is a constant 

endogenous societal process to try to “develop and maintain a shared understanding of 

what the rule say” (Streeck & Thelen, 2005, p. 14-15), which effectively simultaneously 

means that actors are continuously able to reinterpret, reutilize and re-contextualize how 

institutions can be used for novel purposes (Vogel, 2005; Jackson, 2005). The continuous 

„play‟ in ambiguous ideational institutions means the reproduction of institutions always 

involves translation, “act of transforming and breaking of fidelity towards the original 

source” (Brown, 2002, p. 7), where institutions are constantly „rewritten‟ intentionally 

and unintentionally. The importance of „play‟ in institutional design acts as resource 

facilitating creation of new institutions, which is important as perfect institutions would 

lead to static societies (Stark, 2001; Deeg & Jackson, 2007). Institutional systems require 

evolution and flexibility to be dynamic as fixed systems become dysfunctional in an 

evolving world (Thelen, 2014), and the ambiguity of institutions hence allows the 

continuous churn of startups to be able to interpret, re-contextualize and utilize 

institutions for new purposes and to create new institutions (Crouch, 2005; Becker, 

2007). Ambiguity of institutions effectively facilitate that organizational evolution drives 

institutional evolution where creation of new ideational templates, new interpretations 
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drives creation of new material elements fostering creation of new formal institutions 

(Aoki, 2013; Campbell, 2004). Openness of the social systems enables the addition of 

new institutions (Becker, 2007), ability to bottom-up propose alternatives, which can take 

form of Northian or Coasian evolution as economic actor devise new institutions, e.g. 

startup ecosystems receives new supportive institutions such as VCs, accelerators and 

community entities to promote innovative behavior.  

Thirdly, institutional systems rely on creating ideational shared understandings, beliefs 

and discourses to coordinate behavior on a specific institutional equilibrium (Greif & 

Laitin, 2004; Greif, 2006). Multiplicity of potential equilibriums without efficacy as the 

selection mechanism means that creation of cognitive templates, discourses and cultures 

to achieve equilibrium emphasizes social and political resources of the relevant interest 

groups making the cognitive institutions inherently political (Blyth, 2002; Hall, 2009; 

Fligstein, 2001; Maguire & Hardy, 2009; DiMaggio, 1988). The nature of ideational 

institutions as political amplifies firstly the ambiguity of institutions and secondly 

intensifies incentives to deviate and challenge institutions (Hall, 2009). Political nature of 

ambiguous imperfect institutions hence increases willingness for intentional novel re-

interpretation of institutions (Benford & Snow, 2000; Zilber, 2007; Maguire & Hardy, 

2009). Also, the ambiguity of institutions is moreover amplified by the complexity and 

diversity of institutional systems as all market economies as institutional systems are 

constituted by multiplicity of institutional fields (Crouch, 2005; Clemens & Cook, 1999; 

Lane & Wood, 2009; Greenwood et al., 2011), where multiplicity of ambiguous assets 

empowers innovative actors to create novel institutions (Emirbayer & Mische, 1998; 

Clemens & Cook, 1999). Exposure to multiplicity of institutional fields also amplifies the 

perception of institutions as arbitrary and ambiguous, which enhances likelihood of actors 

challenging the existing institutions (Clemens & Cook, 1999). 

Hypotheses: 

- H7: Structural characteristics of institutions – openness, ambiguity and 

imperfections – enable utility for startups to engage in institutional 

entrepreneurship. More openness leads to more innovation. 
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3.4. Multiplicity of institutional fields – Ecosystems of 

institutional entrepreneurship 

Multiplicity of institutional fields, openness of market economies and institutional 

heterogeneity are the essential pre-conditions for dynamic endogenously evolving 

institutional systems of market economies (Becker, 2007; Streeck & Thelen, 2005; 

Clemens & Cook, 1999). Without institutional diversity – and especially openness to 

experiment and theorize of new institutional fields – market economies could not 

endogenously evolve (Becker, 2007; Streeck & Thelen, 2005). Multiplicity of 

institutional fields, coupled with opaqueness of organizations and legitimacy being a 

perceptual condition, facilitates that market economies have „niches‟ and „ecosystems‟ 

for institutional entrepreneurs to develop new ideas how to re-organize societal behavior 

(Rao & Dutta, 2012; Suchman, 1995; Meyer & Rowan, 1977). Pluralist societies are 

characterized by constant churn of new ideas. Multiplicity of fields is a necessary pre-

condition for institutional change as evolution by competitive selection requires 

multiplicity of fields to function and without multiplicity of institutional fields each 

market economy would be forced to either develop gradually by path dependent 

trajectories or by more drastic critical junctures (Hall & Taylor, 1996, p. 945). All 

institutional systems have diversity as even most perfect institutional systems are 

embedded in global economy and its diverse institutions (Lange, 2009). Importantly, 

competition among fields is necessary to establish economic logic as the fundamental 

logic of institutional evolution and therefore Varieties of Capitalism requires to be re-

built on a theory of multiplicity of institutions to explain how institutional systems 

emphasize efficiency (e.g. Lange, 2009; Crouch et al., 2009; Deeg & Jackson, 2007). 

Moreover, the evolution of market economies is more nuanced dynamics than path 

dependency and critical junctures as Thelen (2014) exemplified by case of Sweden how 

differential growth of manufacturing and service industries led to institutional change, 

where change was dramatic and drastic but appeared as a slow incremental differential 

growth of two simultaneous institutional trajectories. Multiplicity of institutional fields 

allows societies to simultaneously maintain various institutional logics and path 

trajectories which facilitate moving to drastically different path trajectories, ensuring 

vitality and evolution of market economies, while avoiding rigid path dependency. 
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Multiplicity of fields ensures that institutional evolution operates continuously as field 

dynamics with ability to move towards drastically novel trajectories without notable 

disruption and friction.  

Firstly, the multiplicity of institutional fields influences how competition between and 

within multiplicity of fields operates. Competition between fields enhances the role of 

material productivity as the fundamental logic of institutional evolution. Closed 

institutional systems, e.g. non-democratic regimes, do not facilitate or allow competition 

of potential alternatives for organizing social reality, but openness of market economies 

ensures organizations compete with organizational efficacy to organize economic, 

political and social behavior as the efficacy as a governance structure determines the 

success of organizations and institutions (Williamson, 1993; North, 1990). Competition 

between fields moreover reduces competition within fields, which means competition 

between fields reduces political competition and provides incentives within fields to align 

incentives among the actors to effectively engage in collective action (see Olson, 1965). 

Competition between fields and within fields is effectively a trade-off between economic 

and political aspects, where inherently political competition between fields enhances 

economic nature of new institutional fields (North, 1990, p. 86). Multiplicity of 

institutional fields also provides a benchmark of potential behavior models, which 

reduces conflictive pressures and uncertainty among actors to negotiate establishing new 

collective improvements. To reiterate, institutional change is limited by uncertainty, but 

presence of other fields reduces uncertainty by providing relatively certain alternatives to 

experimental behavior, i.e. allows calculation of alternative strategies (Beckert, 1999). 

Secondly, institutional evolution needs to be approached in game theoretic terms as the 

social embeddedness necessitates that each actor‟s behavior is influenced by expectations 

of how other actors behave, where cooperation among actors is empowered by 

institutional templates providing certainty of how to behave (Hall & Gingerich, 2009), 

but to be empirically accurate, we need to re-conceptualize the institutional environments 

being constituted by multiplicity of institutional fields with openness for creating new 

institutional fields (Becker, 2007; Crouch et al., 2009). Game theoretic approaches (e.g. 

Hall & Soskice, 2001; Greif & Laitin, 2004; Aoki, 2013) implicitly conceptualize 
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institutional systems as monosystems – i.e. market economy being constituted by a 

singular institutional field
6
 – which implies „one economy, one organizational model‟ 

which then leads to entirely inert systems as in monosystems each actor‟s best response is 

to comply with institutions as there are no other available alternative behavioral models 

(e.g. see Hall & Thelen, 2009). Theories of path dependence of institutional systems 

similarly perceive market economies being monosystems, „Iron Cages‟, where 

institutional change is slow and incremental as it is costly to change institutions (Pierson, 

2000; Pierson & Skocpol, 2002), but in the presence of institutional diversity, the 

costliness of change means institutions are not changed, but instead replaced by new 

institutions, because it is more effective to replace than change institutions (Haveman & 

Rao, 1997; Williamson, 1993). Pluralist society thus enables institutional evolution. 

To create properly dynamic theory of institutional systems, game theoretic approach to 

institutional systems is required to embrace the diversity of institutional fields and 

equilibriums suggesting that market economies are nested games, a multiplicity of linked, 

repeated and interdependent simultaneously played games. This is important as 

monosystems present binary strategies (comply or deviate) for actors, with compliance 

being the dominant strategy (Greif & Laitin, 2004), but more empirically accurate 

assumption of multiplicity of games and equilibriums creates more dynamic outcomes 

where actors not only compare alternatives, but also project and theorize alternative 

behavioral models (Emirbayer & Mische, 1998). Institutions as equilibrium perceive the 

equilibrium is stable due to lack of alternatives (Greif & Laitin, 2004; Hall & Thelen, 

2009), but multiplicity of equilibriums and constant emergence of startups creates 

constant stream of new „focal points‟ to propose new strategies for behavior, which 

effectively reduce gravitational forces of institutional equilibriums towards stability 

(Schelling, 1960; Aoki, 2007; Culpepper, 2005). Moreover, pluralist market economies 

always have institutional diversity, which facilitates heterogeneous and innovative 

behavior, where even the most perfect market economies empower experimental 

behavior by access to international institutions (Lange, 2009). Institutional diversity as 

                                                 
6
 New institutionalism often focuses on formal macro institutions (e.g. rule of law) where market 

economies are governed by singular institutions. However, as Streeck and Thelen (2005) have excellently 

argued, the institutions rely on ideational templates of how institutions are utilized leading to diversity of 

interpretations and behavioral models. 
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nested games also imply that stability of institutional fields is influenced by other fields 

by changes in relative prices, where emergence of new institutional fields disrupt older 

fields, even leading to dislocation and fading away of older institutional fields (North, 

1990; 1992; Haveman & Rao, 1997). For example, the financial industry is relatively 

stable organizational field, where equilibrium is habitually self-reinforced but as market 

economies are open social systems, new actors may create novel fields such as „fintech‟ 

which changes relative prices and disrupts equilibrium of the traditional field. 

Multiplicity of institutional fields with a game theoretic approach suggests that as the 

multitude of interrelated games are recursively played, each game will achieve an 

equilibrium and the system of games will achieve an equilibrium, which means each field 

is stable and the system of fields is stable, where each actor has no incentives to change 

their behavior from one institutional field to another (see Greif & Laitin, 2004; Weingast, 

1996). This means that endogenously institutional systems do not change and change 

occurs only when new institutional fields are created, which with a game theoretic 

approach suggests that system of games changes only when new games are introduced as 

they change relative prices, political structures and socio-cognitive logics to introduce 

dynamism to the institutional systems (e.g. see North, 1990; Hall & Thelen, 2009; 

Haveman & Rao, 1997).  

Institutional heterogeneity also empower agency of actors as the institutional diversity 

allows actors to perceive institutional fields as arbitrary and problematic, which supports 

critical and creative approach to institutions (see Clemens & Cook, 1999; Seo & Creed, 

2002). As Friedland and Alford (1991, p. 254) argued “without multiple institutional 

logics available to provide alternative meanings, subjects are unlikely to find a basis for 

resistance”. Without multiplicity of institutions, the actors would be more likely to 

internalize institutional imperatives and perceive them as unproblematic, needed, and 

moral (Maguire & Hardy, 2009) but the exposure to institutional heterogeneity boosts 

agency of actors as the diversity of institutions make institutional fields appear 

problematic and arbitrary while also facilitating creative agency to come up with novel 

solutions (Seo & Creed, 2002; Battilana, 2006; Friedland & Alford, 1991; Clemens & 

Cook, 1999).  
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Thirdly, multiplicity of institutional fields is central to theory of institutional evolution 

and institutional entrepreneurs as the field characteristics empower institutional 

entrepreneurship by internalization of benefits and insulation from institutional 

isomorphism pressures. Each institutional field can be understood as Scott (1994, p. 207-

208) defined an institutional field as “a community of organizations that partakes of a 

common meaning system and whose participants interact more frequently and fatefully 

with one another than with actors outside of the field”, where each institutional or 

organizational field tends to be relatively isolated from other fields (DiMaggio & Powell, 

1983). Heterogeneity of social orders allow individual orders to isolate themselves from 

the pressures of other social orders, which means creation of new social order allows 

achieving autonomy (Friedland & Alford, 1991; DiMaggio & Powell, 1983; Clemens & 

Cook, 1999; Zucker, 1988; Fligstein & McAdam, 2011). This effectively means the 

market economies with more homogenous institutional systems have denser stakeholder 

relationships and more intense social embeddedness, which leads to lesser ability to 

create isolated institutional field niches (Greenwood et al., 2011; Clemens & Cook, 1999; 

Zucker, 1988). But as all market economies are heterogeneous, therefore all institutional 

systems by institutional diversity allow creating experimental ecosystems for institutional 

entrepreneurship. Multiplicity of institutional fields provides autonomy from institutional 

isomorphism pressures as organizations can be selective with their embeddedness in 

certain institutional fields to enhance utility of their selected behavior (Suchman, 1995; 

Oliver, 1991; Greenwood et al., 2011; Dunn & Jones, 2010).  

Institutional diversity also facilitates institutional entrepreneurship by each field 

internalizing economic benefits as institutional fields act as „club goods‟ where 

membership grants legitimacy and access to the stakeholders‟ resources and efficiency of 

the field (e.g. Scott, 2008; Meyer & Rowan, 1977; Greenwood et al., 2011; Pouthier, 

Steele & Ocasio, 2013; Hills, Voronov & Hinings, 2013). Therefore, institutional fields 

not only align incentives to cooperate, but acting as club goods alleviate collective action 

dilemma by limiting benefits of institutional entrepreneurship to the member entities 

(Olson, 1965), which is important as institutional entrepreneurship is a costly activity 

requiring resources and each institutional field with boundaries limiting benefits to the 

members enhances utility of pursuing institutional entrepreneurship (Greenwood et al., 
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2011). To summarize, the heterogeneity of institutional fields facilitates heterogeneity of 

organizational behavior, including institutional entrepreneurship (Clemens & Cook, 

1999; Schneiberg & Clemens, 2006; Schneiberg, 2007), where fields like Silicon Valley 

provide nurturing ecosystems for experimental institutional entrepreneurs (see Casper, 

2007; Becker, 2007; Lange, 2009; Crouch, 2005). Moreover, most governments across 

nations understand importance of startups and foster creation of ecosystems by providing 

funding and resources to experimental startups, hence effectively reducing the costliness 

of engaging in experimental entrepreneurship. Ecosystems nurture institutional 

entrepreneurship by reducing costs of experimental behavior to create new institutions. 

Hypotheses: 

- H8: Multiplicity of institutional equilibriums reduces institutional isomorphism 

pressures limiting institutional entrepreneurship. 

3.5. Synthesizing economic and socio-political dimensions of 

institutions 

To create a dynamic theory of institutional systems, we need to synthesize different 

strands of new institutionalism – rational choice institutionalism, historical 

institutionalism and sociological institutionalism – and by so co-fit economic, political 

and social dimensions of institutional systems together. To simplify, institutional systems 

are created for solving collective problems and enhancing economic efficiency, providing 

political structures and relations, as well as bringing meanings, values and identities to 

the social reality (Streeck, 2010), and similarly change in institutions occurs to enhance 

efficiency, change political structures and to create new cultural scripts (Thelen, 2014, p. 

218). But importantly the economic, social and political dimensions are not separate but 

deeply intertwined and tangled, where different dimensions cannot be separated and 

untangled from the other dimensions (Friedland, 2009; Friedland & Alford, 1991). Not 

only are the dimensions tightly intertwined, but they act as coherent systems, where 

economic, social and political dimensions are interdependent and mutually supportive 

(Scott, 2008; DiMaggio & Powell, 1983). Different dimensions of institutional systems 

need to operate as a system as incoherent mixes would contradict the systems making 
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them unstable (Becker, 2007), and hence economic, political and social dimensions of 

institutional systems operate with mutually reinforcing feedback mechanisms (North, 

1990, p. 112; Bourdieu & Wacquant, 1992; Friedland & Alford, 1991). Path dependence 

effectively synthesizes economic, political and social demands of societies as historical 

institutions shape similarly aligned economic assets, social positions and socialized 

cultural scripts, which influences how actors are willing to engage in institutional 

entrepreneurship (Mahoney, 2000; Pierson & Skocpol, 2002). Therefore, for institutional 

evolution this means that institutional entrepreneurs creating new institutional fields 

always simultaneously transform economic, political and social institutions.  

Firstly, institutions as economic resources for the market economy empower 

organizations to cooperate with each other, where economic efficiency is central to 

reproduction and continuity of institutions (see Deeg & Jackson, 2007; 2006; Hall & 

Gingerich, 2009). Material productivity is the fundamental logic of institutional evolution 

as differential productivity among fields determines selection among the multiplicity of 

fields (Hall & Taylor, 1996, p. 945; Williamson, 1993; North, 1990; Lewis & Steinmo, 

2012; Blyth et al., 2011). Importance of material productivity in institutional systems is 

more pronounced in the interdependence with political and social institutions as the 

continuity of political and social institutions depends on material productivity as the 

strength of socio-political institutions depends on material resources – declining 

economic productivity destabilizes socio-political institutions while increasing 

productivity provides resources to create new socio-political institutions. Especially 

political institutions rely on continuity of favorable distributional flows (e.g. Beckert, 

2010; Hall, 2009), which is why changes in economic institutions challenge the 

continuity of political institutions and even social hierarchy (Friedland & Alford, 1991; 

Dunn & Jones, 2010), which means ability to produce economic growth provides 

leverage for designing political institutions (e.g. regulations). Material and symbolic 

institutions are thus intertwined as changes in material institutions foster changes in 

symbolic dimensions (Friedland & Alford, 1991; Waldorff et al., 2013; Campbell, 2004). 

As the economic and political resources have exchange relations, therefore the ability to 

produce material resources is essential for institutional entrepreneurs as with material 
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productivity actors can transform socio-political institutions (North, 1990, p. 112; 

Bourdieu & Wacquant, 1992). 

Secondly, the ability to transform economic resources for political resources also means, 

especially in the presence of unequally distributed resource endowments, firstly that 

institutional equilibriums are largely political compromises and secondly the historically 

inherited resources influence evolution of institutional systems (see Capoccia, 2016, p. 6; 

Amable & Palombarini, 2009). Institutional equilibrium is essentially a political 

equilibrium where interest groups, rather than economic efficiency, determine stability 

and evolution (North, 1990, p. 86). Relevant interest groups often use their resources to 

ensure continuity of favorable institutional equilibriums or to direct change towards a 

favorable outcome rather than towards higher aggregate efficiency (Bourdieu & 

Wacquant, 1992; Beckert, 2010). Social embeddedness of economic behavior moreover 

means that interest groups require perception of legitimacy from organizations, which 

implies compliance with socio-political institutions independent of material efficacy 

(Greenwood et al., 2011, p. 318; Meyer & Rowan, 1977; DiMaggio & Powell, 1983). 

Power of political institutions, together with social embeddedness, even enables political 

structures to determine material productivity of behavioral alternatives (Phillips et al., 

2004; DiMaggio & Powell, 1983) as studies of gender equality have shown endogenous 

enforcement can make meritocratic hiring less productive than gender biased strategies 

(Siegel, Pyun & Cheon, 2018; Hewlett & Rashid, 2011). Political dimension of 

institutional evolution means that interest groups, even less important ones, have ability 

to block institutional change by withdrawing their resources, which means that 

institutional entrepreneurs are required to act as political entrepreneurs to mobilize 

support, engage in coalition building, problematize existing institutions and propose new 

solutions (see Phillips et al., 2004; Maguire & Hardy, 2009; Battilana, 2006). Political 

dimension of institutional systems thus acts as a friction of distributional and relational 

pressures among interest groups, which firstly thus requires material resources to 

overcome the pressures and secondly, institutional entrepreneurs are likely to engage in 

coalition building by mobilizing targeted interest groups to support them by providing 

access to superior material productivity. 
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Thirdly, institutional equilibrium is also a socio-cultural equilibrium, where social and 

cultural institutions tend to be reinforcing of political institutions, where socio-cultural 

templates, shared understandings and discourses are even necessary to facilitate 

coordination among actors (Greif & Laitin, 2004; Aoki, 2007; Hall & Soskice, 2001). As 

Waldorff and Greenwood (2011, p. 1180) argued, “institutions depend on institutional 

logics to make the invisible visible”, which means that economic dimension of 

institutional system cannot function without socio-cognitive dimension as informal logics 

“provide a means of understanding the social world and thus for acting confidently 

within it” (Greenwood et al., 2011, p. 318). While socio-cognitive dimensions are to 

certain extent arbitrary as they are necessary to limit ideational possibilities among 

multiplicity of potential equilibriums (see Greif & Laitin, 2004; Aoki, 2007), but 

cognitive institutions are often deeply political institutions as they are influenced by 

powerful interest groups to institutionalize specific ways of perceiving, speaking and 

operating in social reality, where these often historically inherited cognitive institutions 

become to be perceived as objective, normal, taken-for-granted and even moral parts of 

the social reality effectively stabilizing social reality by limiting contestation (Berger & 

Luckmann ,1966; Hall & Taylor, 1996; Friedland & Alford, 1991; Maguire & Hardy, 

2009; Battilana, 2006; Barley & Tolbert, 1997, p. 99). Therefore, the cognitive 

institutions often act as supportive ideologies for both political and economic institutions, 

ensuring their stability by limiting the extent actors can challenge them, where 

internalization of ideologies even lead to organizations and actors preferring ideological 

goals over material and political goals (North, 1990). 

Ideational institutions often operate as discourses as they synthesize material and 

symbolic dimensions of the social reality by shaping beliefs, speaking, operating and 

acting in social reality, where coherence of beliefs and behavior make ideational 

institutions appear objective and normal parts of the reality (Phillips et al., 2004; Aoki, 

2007; Maguire & Hardy, 2009). Importance of cognitive institutions acting in support of 

political and economic institutions is to limit uncertainty of the social world by providing 

instructions of how to behave (DiMaggio & Powell, 1983; Aoki, 2007) as institutions 

“provides them with a frame for action, without which they could not act, but it thereby 

constrains them to act within that frame” (Fairclough, 1995, p. 38). But cognitive 
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institutions are not merely supportive as they are central „focal points‟ how to operate in 

uncertainty social reality, which importantly means that appearance of new ideas are 

powerful to provide new „focal points‟ to reorganize how behavior occurs (Culpepper, 

2005; Aoki, 2007; Hoffman, 1999; Schelling, 1960). That means appearance of new 

promising ideas, efficient new alternatives, are quickly imitated and copied by 

organizations, which means that cognitive institutions facilitate transforming political 

structures and creating of more powerful economic institutions (Blyth, 2002; Campbell, 

2004). Lastly, while cognitive institutions are deeply coupled with political institutions, 

aiming for institutionalizing specific political structures beyond scrutiny (DiMaggio, 

1988), this also means the cognitive institutions are also deeply contested (Hall, 2009). 

Political nature means the cultural institutions act as identity politics where new cultural 

institutions are continuously created as new ways to mobilize and organize interest 

groups, where success often depends on cultural distinctiveness. Thus, the startups are 

likely to create distinctive cultural identities to coordinate political coalition building to 

drive institutional evolution, as new culture acts as membership to a new political class. 

Hypotheses: 

- H9: Economic and sociopolitical resources are exchangeable: relative changes in 

material productivity leads to changes in sociopolitical institutions, and new 

sociopolitical institutions are created to support new economic institutions.  

 
Figure 6. Interdependence of economic, political and social dimensions of institutions 
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IV. RESEARCH METHODOLOGY 

4.1. Case study of fintech startups in Taiwan and Korea 

The empirical and theoretical research explores how new startups act as the mechanism 

of institutional evolution – especially, how the new startups by their innovation create 

new institutional fields to restructure how societies coordinate their internal cooperation 

patterns – and how this organizational ability of startups to challenge, innovate and re-

devise institutional fields is influenced by the existing institutional framework, e.g. 

government. The chosen research methodology is structured by the research puzzle and 

the methodology aims to provide suitable methods to answer the research questions. 

Empirical research is organized as a qualitative comparative case study of the emerging 

fintech ecosystems of Taiwan and Korea, with data triangulation as the data collection 

and analysis strategy. In-depth case study of Taiwan and Korea, together with data 

triangulation, provides valid methodology to research and theorize how the fintech 

startups of Taiwan and Korea are fostering institutional evolution. 

The fintech startups are selected as the case study topic as the fintech industry is an 

important, even pivotal case, to research and theorize how endogenous institutional 

evolution operates. Fintech is a crucial topic firstly as the financial field is a special 

institutional sphere for institutionalized forms of capitalism and hence innovation 

proposes entirely new trajectories how economic behavior is organized in Taiwan and 

Korea, and secondly financial sector is a special field as it is dominated by large 

conglomerates and is heavily regulated by government but empirical data shows how new 

and small startups have been able to challenge the existing conglomerates and 

regulations, even initiate entirely new institutional trajectories and building of new 

financial infrastructure. The emergence of fintech industry in Korea and Taiwan has been 

extremely rapid – entirely new industry emerged in a few years in 2012 to 2018 – which 

is why there is very limited research about the topic so far, and the dynamic new fintech 

industry provides extensive potential for novel theory building to contribute to new 

institutionalism as the empirical observations effectively challenge the existing theories 

of new institutionalism. Literature of new institutionalism has not yet explored empirical 
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evidence of institutional evolution within fintech or startup ecosystems. Moreover, 

existing research of fintech industry has been limited to technical engineering focused 

explorations.  

The empirical observations effectively demand entirely new set of conceptual and 

theoretical work to understand institutions and institutional evolution, with potential to 

rewrite basic tenets of new institutionalism and initiate new trajectory for empirical and 

theoretical work. Firstly, the empirical observations of fintech industries of Taiwan and 

Korea reflect rapid endogenous institutional evolution – new wave of organizations 

creating a new way of organizing financial activities and effectively fostering a creation 

of new set of formal and informal institutions – which challenges entirely the current 

theories of new institutionalism. The empirical observations even illustrate how the 

startups challenge the formal regulations by advising, lobbying and demanding regulatory 

changes from the authorities. Secondly, while the bottom-up startup-led institutional 

evolution is occurring in various fields, the fintech startups provide a special case as the 

fintech is influenced by the financial industry, which is a traditional sector dominated by 

large commercial entities with deep ties to governmental authorities, but empirical data 

show the fintech startups are able succeed even despite of the powerful resources of the 

traditional financial sector. Empirical observations also illustrate the large financial 

conglomerates are completely incapable in participating in innovation – all innovation is 

coming from the startups. Similarly, the government authorities are reactionary, indirect 

and supportive to the startups, which illustrate how the institutional evolution occurs 

endogenously from the new wave of startups with limited resources. Thirdly, while some 

studies of new institutionalism have explored how endogenous institutional change 

occurs, all of the studies focus on largely incremental and slow evolution, occurring over 

decades of years, even centuries (Pierson, 2000; Mahoney & Thelen, 2009; Thelen, 

2014), but the empirical observations of fintech industry illustrate how institutional 

change is also a constant and quickly emerging process. Fourthly, the empirical data 

suggests that institutional evolution is not adaption as previous studies have suggested 

(e.g. Pierson, 2000) but instead suggests evolution occurs as new fields emerging and old 

fields fading away. To summarize, the empirical observations of fintech industry growth 

cannot be reconciled with the existing theories of new institutionalism, which is why the 
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case study provides interesting new topic and data for research, which requires new 

theory building. The empirical observations thus provide excellent case study that has 

potential to build entirely new set of theoretical and conceptual foundations of new 

institutionalism. 

Taiwan and Korea have been selected for the case study as the countries share cultural, 

political, historical, economic and institutional affinities, and as such they provide 

suitable cases for the comparative study. The similarities of the two countries enable 

focusing on startups and government policies as the main variables of the institutional 

evolution, which enhances the quality of conclusions and findings. Taiwan and Korea are 

also selected for the study as while the countries are remarkable similar, they have 

selected highly alternative paths in supporting fintech industry growth, and interestingly 

Taiwan with history of SME-led growth has chosen to favor large conglomerates while 

Korea with history chaebols-led growth has instead chosen to favor entirely startup-led 

fintech industry development. Additionally, the history as developmental states is also 

important aspect for theory building as existing theories of political economy emphasize 

how both of the countries are driven by state-led growth, with Korea being dominated by 

the conglomerates, but the empirical observations of the startups and fintech industry 

highlight rapid firm churn, dynamic startup ecosystems, top of the world innovation 

statistics effectively challenging the state-led growth theories. Taiwan and Korea as 

developmental states thus provide interesting countries for the research as the empirical 

observations reflect need to update theories of Taiwan and Korea as developmental 

states. The empirical observations suggest necessity to theorize about transition of these 

political economies from traditional state-led growth to decentralized endogenous growth 

via startups. Lastly, the Asian market economies have been often been excluded from 

theories and studies of new institutionalism (except for Japan), which is why the study of 

Taiwan and Korea provide important contribution to studies of comparative capitalism, 

institutional change and new institutionalism in general. 
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4.2. Research strategy for empirical research 

The selection of research methods aims for selection of appropriate and effective methods 

for studying the central research questions, while the research strategy aims for optimal 

strategy to study the central elements of the research question. The research question 

requires careful examination of how different factors have interacted in temporal and 

causal patterns, which is why the research is implemented as a qualitative case study. 

Research question, how endogenous institutional evolution operates in the fintech 

industry formation of Taiwan and Korea, requires focus on the analysis of the temporal 

and causal patterns. The research strategy, structured as a qualitative case study, aims by 

data triangulation to create thick descriptions with high validity (Hesse-Biber & Leavy, 

2011, p. 51; Seale, 1999). For the research of fintech industry formation as endogenous 

bottom-up institutional evolution, with complex interaction of independent, intermediate 

and dependent variables, the data triangulation by various data sources of subjective and 

objective data ensures highly reliably documentation of the emerging temporal patterns 

and interactions of the actors – i.e. when and what strategies the fintech startups were 

pursuing, how the government and the other actors were behaving, and most importantly 

how the interaction between startups and governments occurred in the temporal 

sequences. 

The research is using both objective and subjective data sources (documents, industry 

databases, international indicators, interviews), where extensive data from various 

sources allows establishing clear temporal and causal patterns between the variables. 

Triangulation increases validity of the findings as contrasting and complementing data 

from various sources allows critical review of observations and conclusions derived and 

induced from the empirical observations, which further supports analysis and theory 

formation. Validity of qualitative research is not derived from statistical validity but from 

analytical generalizability, i.e. thick descriptions being logically and analytically coherent 

ways of theorizing of social world, where data triangulation enhances the logical and 

analytical coherence of the inferences (Hesse-Biber & Leavy, 2011, p. 53). Besides 

validity, the using of various data sources also enhances reliability as it increases 

consistency of findings if research would be repeated (in contrast to relying on single 
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source, e.g. interviews) (Hesse-Biber & Leavy, 2011, p. 52). Various data sources – 

interviews, documents and industry statistics – thus enhance the reliability and validity to 

create accurate holistic descriptions of the phenomenon. Additionally, the empirical 

research is implemented as a comparative case study of Taiwan Korea, which creates 

additional element of data triangulation via comparison and contrasting of the national 

cases, which enhances ability to make generalized inferences of how startups act, how 

governments react and how the institutional evolution occurs within market economies. 

The data triangulation allows detailed analysis of the independent, intermediate and 

dependent variables: how each actor and factor interacted, what were the outcomes and 

sequences in the process, and the richness of data from various sources is essential for 

illustrating the causal patterns. 

The strength of the research strategy is due to most of the documents being public 

documents – industry statistics and government documents are retrieved from public 

sources – and the results, data, inferences and conclusions are presented in a clear, 

transparent and logical manner, which ensures the empirical results are reliable and 

readily reviewed and repeated by other scholars, with strong likelihood that other 

scholars with same data would reach the same conclusions and results. The focus of the 

research strategy is to leverage objective data sources (industry statistics, government 

documents) to document temporal patterns which enhance reliability of the study. 

Importantly, the objective data sources are complemented with subjective insight from 

interviews of industry stakeholders to illustrate in more detail why and how the causal 

and temporal patterns have emerged. 

The research strategy for empirical research can be divided into three phases; first, 

literature review together with theory and hypothesis building provides direction for the 

empirical research, what will be observed and how. The study is a qualitative study, 

leveraging largely inductive logic of reasoning, which means theoretical framework and 

hypotheses provides direction for empirical work rather than testable elements. Second 

phase of empirical research is driven by data triangulation, analytical induction and 

theoretical saturation, which means the empirical research collects data from various 

sources and in iterative manner analyzes, theorizes and collects more data until via 
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theoretical saturation no new insights are derived from the empirical observations (Hesse-

Biber & Leavy, 2011, p. 47-55; Seale, 1999). To ensure theoretical saturation of data, the 

methodology included collection of all available public documents and industry statistics 

from 2010 to 2018. Hesse-Biber and Leavy (2011, p. 269) instruct “analysis and 

interpretation of case study research takes place in an iterative way”, where data 

collection leads to memos and notes, leading to analysis, leading to further data 

collection, analysis and theory formation until theoretical saturation is achieved. This is 

implemented in the comparative case study of Taiwan and Korea, where data collection 

led to analysis and inferences, which guided further data collection and theory formation, 

where comparison of Taiwan and Korea also nurtured data collection and analysis. Final 

phase of the empirical research after theoretical saturation includes finalization of 

conclusion, theory building, inferences and findings. Main data sources are listed below: 

- Document analysis: 

o Taiwan: Public documents from Executive Yuan, Financial Supervisory 

Commission and National Development Council. 

o Korea: Publics documents from Ministry of Finance and Strategy, Financial 

Services Commission and other government institutions. 

o International indicators (World Bank, WEF, OECD): Validation of 

government documents. 

o Fintech industry statistics from Crunchbase, Pitchbook, Vc.kr, index.co. 

- Interviews with key stakeholders in Taiwan and Korea (startups, VCs, accelerators, 

governments). 

Firstly, the document analysis of government documents aims to capture government 

policies and regulatory changes from 2010 to 2018. For example, document analysis 

creates description how government approach to fintech has evolved in the past years. By 

triangulation, the government documents can be compared firstly with international 

indicators, e.g. regulatory reforms can be contrasted with OECD regulatory indicators. To 

emphasize, the government documents portray government policies generally in a 

positive light and comparison with 3
rd

 party reports and indicators (e.g. Ernst & Young 

fintech reports, OECD regulatory metrics, World Bank Good Governance indicators) 

helps to validate and measure the extent that government policies have influenced certain 
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aspects of industry formation. More importantly, the triangulation compares industry 

statistics of the fintech industry with government policies of Taiwan and Korea, where 

contrasting of data sources allows highlighting temporal and causal patterns. Specifically, 

the data triangulation of government documents and industry statistics establishes the 

temporal patterns of institutional evolution: when the startups emerged, how and when 

the government reacted to the fintech innovation. By utilization of different data sources, 

the research strategy aims to create thick objective description how the fintech industry 

and related regulations have evolved in Korea and Taiwan. To summarize, the 

triangulation of government documents, industry statistics, 3
rd

 party reports and 

stakeholder interviews as research strategy ensures high quality documentation of the 

causal and temporal patterns how the fintech industry and institutions have evolved in 

Taiwan and Korea. 

Secondly, the document analysis provides thick description how the fintech industry has 

evolved from 2010 to 2018, but via further data triangulations by interviews, the case 

study will provide even thicker descriptions of the phenomena, where interviews allow 

exploration of the subjective rationales and inspirations of actors in the fintech industry. 

The research puzzle is why fintech startups engage in experimental behavior, without 

support from government or the public, which cannot be addressed by document analysis 

but interviews allow exploration the subjective questions, e.g. why fintech entrepreneurs 

pursued innovation without government support, even pursued banned or illegal business 

models. The document analysis of industry formation and evolution of regulatory 

frameworks provide us a valid objective description of how the industry has emerged, but 

important questions – e.g. why fintech entrepreneurs begun to develop their own 

industries despite the lack of government support – need subjective insights from the 

interviews. Also, besides providing a subjective insight into the case study, the interviews 

as a method of data triangulation also acts as validity check for the document analysis 

(Hesse-Biber & Leavy, 2011, p. 51). Lastly, the interviews provide important qualitative 

insight about how the fintech industry evolution emerged in Taiwan and Korea that is not 

captured by analysis of secondary documents. The industry statistics and government 

documents focus on temporal patterns but interviews allow capturing the essential aspects 
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of the institutional evolution, e.g. how startup-government cooperation has fostered 

regulatory reforms. 

The research strategy for empirical research can be summarized as follows: 

1. Review all relevant public documents from 2010 to 2018, of Taiwan and Korea, 

to describe sequence and content of government policies, initiatives and 

regulatory reforms concerning the fintech industry.  

o Compare and validate government initiatives with secondary documents (e.g. 

OECD regulatory indicators) to evaluate extent and quality of government 

initiatives. 

2. Retrieve all publicly available industry information about how, where and when 

the fintech industry formed in Taiwan and Korea. Document central stakeholders 

and their initiatives. 

3. Review and compare evolution of the fintech industry with government 

initiatives. Focus on temporal and causal patterns – how government and startups 

interacted. 

4. Interview central stakeholders of the fintech industry in Taiwan and Korea. Focus 

on motivation and rationales for their behavior and perception of government 

policies and industry formation. 

Lastly, the qualitative case study is iterative – moving between collection of data, 

analysis and theory formation – and in similar manner the analysis of material proceeds 

not in a linear strategy but instead in a more cyclical fashion. The research strategy for 

analysis of empirical material initially proceeds with initial coding and establishing of 

categories and patterns within the data, where each coding and category builds towards 

establishing more structures, patterns and categories within the data (see Hesse-Biber & 

Leavy, 2011, p. 310). Patterns and themes emerging in the case study allow additional 

collection of information and analysis of the phenomenon while also guiding comparison 

of the cases of Taiwan and Korea. 

4.3. Research methodology 

The research puzzle and strategy guide the selection of research methodology as the 

research methodology aims to propose suitable methods to address the central research 
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puzzle. Empirical research is conducted as a comparative case study of institutional 

entrepreneurship in Taiwan and Korea – by comparison of how new fintech startups act 

as institutional entrepreneurs in Taiwan and Korea, what are the similarities and 

differences. Case study is a method to “investigate the case in relation to its historical, 

economic, technological, social and cultural context” (Eriksson & Kovalainen, 2008, p. 

115), and case study is selected as the research method due to focus on establishing thick 

description of the empirical phenomena, while comparative approach is included to 

achieve more pronounced depth and validity for the research results. Due to fintech 

industry of Taiwan being relatively nascent, the case study will primarily focus on the 

case of Korea with more extensive focus, while the case of Taiwan is researched as a 

supportive case study. Case of Taiwan is still valuable as the analysis of Taiwan is 

focused explaining the reasons contributing to lack of fintech development in comparison 

to Korea. The focus of the research is to draw inferences about the temporal and causal 

patterns, the long- and short-term mechanisms of institutional evolution by studying data 

of Taiwan and Korea from period 2010 to 2018. The data includes the entire evolution 

path of fintech industries in both countries, which ensures that empirical data contributes 

to inductive reasoning and theorization of the patterns of institutional evolution. 

The research methodology can be described as qualitative mixed methods case study as 

the research methodology includes both objective and subjective sources of data, the 

analysis is both deductive and inductive and moreover the research is explanatory. The 

research leverages primarily inductive reasoning as the newness of topic and empirical 

data requires building entirely new theoretical framework and conceptual foundations for 

new institutionalism. Moreover, the research is idiographic as the research aims to create 

in-depth thick descriptions but also by theory building aims to contribute to general 

theory. Holistic in-depth documentation of the causal patterns via data triangulation 

provides excellent foundation to make inferences about general patterns of institutional 

evolution. The empirical research is qualitative because qualitative research is especially 

suitable research method when there is limited prior research about the topic (e.g. 

institutional evolution, fintech) and secondly qualitative methods are important as they 

focus on interpretation and understanding phenomenon on a deeper level (Eriksson & 

Kovalainen, 2008, p. 5). Qualitative in-depth case study aims to create thick descriptions 
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of the studied cases, where the focus is to document in detail the temporal and causal 

processes (see Hesse-Biber & Leavy, 2011). The purpose of the qualitative case study is 

to focus on creating “holistic understanding of a problem, issue or phenomenon within its 

social context…case study allows for a highly complex and nuanced understanding by 

addressing research questions and triangulating “thick descriptions” with 

interpretations of those descriptions in an ongoing iterative process” (Hesse-Biber & 

Leavy, 2011, p. 256). The case study of fintech industries of Korea and Taiwan aims to 

provide in-depth thick description how the new industries have evolved over time, with 

nuanced interpretations how each actor, process and contextual elements have interacted 

in the process. The qualitative methods and case study approach are especially suitable 

due to the nature of the research topic and research question as the case of fintech is 

extremely novel, there is limited number of cases and lastly the research topic and 

research question requires focus on causal and temporal processes of the phenomenon. 

Firstly, the research topic is very new, especially for comparative capitalism, which is 

why the research methods should be exploratory and qualitative. Secondly, the research 

explores how institutional entrepreneurs create new institutions, which means there is a 

very limited number of relevant actors, which leads to a small number of potential 

observations supporting a qualitative in-depth analysis of the relevant cases. Lastly, the 

research is focused on studying a process – how institutional entrepreneurs drive 

institutional evolution – and due to this, qualitative methods are most suited for this 

research. Benefit of qualitative research is that it is high in validity – accurately measures 

the concepts and processes – while qualitative research is less reliable as repeated 

research is not likely to produce identical results (Babbie, 2013, p. 188-190), but this 

trade-off is acceptable as institutional evolution among countries tends to follow unique 

trajectories. Validity of the qualitative research is supported by triangulation and mixed 

methods as the research combines both objective and subjective sources of empirical 

observations, as objective observations (e.g. industry statistics, regulatory changes) are 

combined with subjective observations gathered from interviews with industry 

stakeholders, where triangulation of data contributes to increasing validity of the 

research. Objective and subjective data sources will complement each other in creating 

thicker descriptions of the phenomena. Moreover, while qualitative research is often low 
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in reliability, the triangulation and using of objective data sources (e.g. industry statistics) 

will enhance reliability by provision of more objective element to complement subjective 

insights from the interviews, while similarly subjective insight via interviews supports 

validity by providing access to understand ambitions and interests of actors, why and how 

they pursued certain behavioral strategies. 

The research method can be described as a combination of deductive and inductive 

reasoning as the empirical research is deductively structured according to the theoretical 

framework, with specific hypotheses of institutional evolution, but empirical data fosters 

inductive reasoning. Inductive and deductive reasoning refers to logical models for 

making conclusions where inductive refers to moving from specific to more general 

whereas deductive moves from general to specific (Babbie, 2013, p. 22-23). Generally 

speaking, inductive refers to establishing logical patterns from a set of observations 

whereas deductive refers to a process of testing general principles of a set of 

observations. As the research is a qualitative case study, with a novel topic and new 

empirical observations, the theoretical framework provides direction and guidance for 

collecting empirical observations while empirical data fosters inductive reasoning, 

inferences and new theory building about the institutional evolution. As mentioned 

earlier, the case of fintech industries in Taiwan and Korea challenge the existing theories 

of new institutionalism – hence the theories provide limited insight to understanding the 

observations – which is why the novel empirical data from case study requires inductive 

reasoning to formulate new theories and conceptual foundations of institutional 

evolution. Due to this, the empirical research is guided by the theoretical framework but 

the empirical study aims to contribute by exhaustive thick idiographic explanation of the 

cases (Babbie, 2013, p. 20-21). Moreover, the iterative nature of empirical research – 

cyclical iteration of data collection, analysis, theory formation – includes deductive 

analysis but in general the empirical research is characterized by inductive reasoning and 

new theory formation. Unexplainable empirical data contributes always a new inductive 

phase and theory building until theoretical saturation emerges via empirical data 

beginning to repeat certain themes and patterns. While the case study is focused on 

Taiwan and Korea, the case study does not only create context specific thick descriptions 

but the focus on analytical causal patterns contributes to provide theoretical foundations 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

94 

 

of a more general theory of institutional evolution across the market economies, i.e. more 

universal conceptual modes of institutional change (Hesse-Biber & Leavy, 2011). 

The empirical research is mainly explanatory – contributing a new theory – but the 

novelty of the topic makes the empirical research partly exploratory (exploring a new 

territory of social phenomenon) which means it is expected the theoretical framework 

will not explain fully the phenomenon, but gives direction to central themes and the 

empirical research will generate novel observations that require further inductive 

reasoning and theory building. Babbie (2013, p. 22) argued this relationship of 

observations and theories forms the wheel of science where observations create theories, 

which create hypotheses to be tested with observations, and observations always create 

new conclusions creating new theories and hypotheses. Novel topics require exploratory 

work, but the data triangulation and focus on in-depth description of the causal and 

temporal patterns allows the study of Taiwan and Korea to contribute to theory building 

by holistic, thick descriptions of the phenomenon. 

4.4. Research philosophy 

Research philosophy is important as the philosophical assumptions of ontology and 

epistemology instruct the selection of research methods (e.g. see Eriksson & Kovalainen, 

2008, p. 12-13). Research philosophy of this research in terms of ontology – the nature of 

reality – is a mix of objectivism and subjectivism due to varied research approach as a 

mix of positivism, structuralism and social constructivism. Ontological assumption is 

partly subjectivist as due to social constructivism it is assumed the social reality is created 

via institutions and each society has even diversity of institutional logics (Greenwood et 

al., 2011). Perception of social reality is structured via institutions and hence there are 

various ways of experiencing reality. However, the research argues the social 

construction of institutions is rooted in material reality – material resources are required 

to produce social reality – which is why in terms ontological assumptions, the research is 

mainly objectivist. In terms of empirical research, the semi-structured interviews 

emphasize subjectivist ontology as they aim to analyze how informants understand social 

reality but the secondary document analysis aims for more objectivist analysis how 
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institutional entrepreneurship is dependent on material reality. Data triangulation of 

comparing data from interviews, documents of government policies, industry statistics of 

fintech startups and international indicators for government policies effectively combine 

both subjectivist and objectivist philosophical assumptions, which facilitates analysis 

how social construction is rooted in more material and objective reality. 

In terms of epistemology – how knowledge can be produced and argued for (Eriksson & 

Kovalainen, 2008, p. 14) – the philosophical choices instruct how to access data and how 

to articulate it. Epistemology is tightly linked to ontology as ontology instructs what the 

nature of reality is while epistemology instructs how to articulate information related to 

it. Main philosophical positions of epistemology are empiricism, subjectivism and 

substantialism (Eriksson & Kovalainen, 2008, p. 15), and this research is characterized as 

a mix of empiricism-positivism and subjectivism-interpretivism as due to objectivist 

approach the reality is material but institutional structures are largely ideational and 

socially constructed. In terms of research philosophy, this means assumption that social 

reality is based on material reality but there are various alternatives of ideational 

institutional structures to organize societies. For example, LMEs and CMEs have highly 

different institutional structures, these societies have different social realities, but these 

social realities are rooted in material reality. For this reason, the research philosophy can 

be argued to be critical realist as the social reality is socially constructed but based on 

material reality (Eriksson & Kovalainen, 2008, p. 19).  

Research approach can be generally characterized as new institutionalist, which is to 

assume that endogenously, socially constructed institutions create empirical regularities 

in economic, political and social life (Przeworski, 2004). New institutionalist research 

approach is rooted in positivist, structuralist and socially constructivist paradigms due to 

eclectic strands of new institutionalism. This research synthesizes paradigms assuming 

that reality is largely material but societies and market economies create institutional 

structures, including socially constructed meanings, values and goals. For example, 

market economies require economic functionality but economic efficiency requires 

cultural elements such as “shared understandings” and institutional logics. Due to varied 

background, new institutionalist approach is both objectivist and subjectivist as 
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institutions are to certain extent socially constructed and ideational but they are also 

rooted in objective material reality. 

4.5. Data collection and analysis 

Data collection methodology 

The data collection and analysis methodology can be described as data triangulation as 

the data is gathered from alternative sources and triangulated – compared, combined, 

contrasted – to establish in-depth, holistic thick descriptions of the phenomena. The 

empirical data of the study is gathered from three main sources: interviews with industry 

stakeholders, government policy documents and industry statistics. Purpose of the various 

data sources is to complement each other and to establish accurate, in-depth data of the 

phenomenon. Interviews with selected key industry stakeholders are the important 

primary data source as the interviews provide more subjective data about the research 

topic, especially in terms how actors perceive the phenomenon, and by so allow greater 

ability to explore why and how fintech startups engage in institutional entrepreneurship.  

Interviews also allow exploring the causal patterns in-depth with access to exploring 

rationales and motives of the actors. Interviews are semi-structured with certain topics 

and questions to focus on central themes of the study but also as semi-structured provide 

freedom to focus on emerging new topics in the interviews. Additionally, along the 

research project the interview format and themes were revised in iterative manner as the 

earlier interviews and analysis of secondary material provides new structure and insights 

for the interviews. 

The interviews act as the important primary source of information for the case study as 

they provide entirely new empirical data about the institutional evolution. Interviews are 

conducted with selected key informants with special access to the topic of fintech as 

institutional evolution in Taiwan and Korea, and hence the informants are selected by 

nonprobability sampling as a purposive sampling due to qualitative nature of the research 

as only certain actors have relevant access and information about the phenomena 

(Babbie, 2013, p. 129). The selected key informants for the interviews were selected by 

their position in the fintech industry and ecosystems of Taiwan and Korea. This can be 
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also called „theoretical sampling‟ as the theoretical framework provides direction of who 

are the central actors. Additionally, the purposive sampling of informants aimed for 

gathering insight and input from different stakeholders of the ecosystem to establish 

triangulation even within the interview data to capture alternative aspects of stakeholders. 

The interviews include representatives from the fintech startups, VCs, accelerators, 

government entities and media. Each stakeholder comes with special knowledge and 

insight, and by interviewing various stakeholders ensuring establishing a holistic 

description of the research topic. The empirical research includes interviews with the 

most important stakeholders as for example the interviewees include representatives of 

the DAYLI Financial Group (the leading fintech startups in Asia, over US$ 1 billion 

valuation, which as a fintech conglomerate has extensive cooperation with the 

government in Korea) and bitHolla (organizer of the initial informal meetings of the 

fintech entrepreneurs) in Korea, while the interviewees in Taiwan include representatives 

of FinTechBase (government established accelerator for fintech development) and 

Appworks (the leading VC and accelerator in Taiwan). The central actors of the 

stakeholder provide quality access and data about the fintech industry formation. 

The data triangulation also leverages data from secondary documents of government 

policy documents and industry statistics. While the interviews provide subjective insight 

into fintech industry formation, the combination of industry statistics and government 

policy documents ensures establishing more objective accurate and reliably descriptions 

of the temporal and causal patterns to understanding the fintech startups and institutional 

evolution. The objective data complements the subjective data from the interviews. 

Moreover, the industry statistics and the government documents ensure accurate 

documentation of the interaction among the actors as the comparison of data sources 

enables analyzing when the fintech startups emerged, how they behaved, and when and 

how government reacted. The secondary documents are retrieved from public sources 

which enhances reliability of the empirical research as the empirical analysis of 

secondary documents can be replicated by other researchers. The main sources of 

secondary documents are the government websites and various online databases (e.g. 

Crunchbase, Pitchbook) for industry statistics. 
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In the Table 1 below are illustrated data sources and analytical methods, as well as 

general methodology for the case study and data triangulation: 

Data 

sources 

Description of data 

source & type  

Purpose of data collection Purpose of data 

analysis 
Interviews Korea:  

- H. Cha (representative, DAYLI 

Financial Group, startup) 

- A. Beikverdi (founder, 

bitHolla, startup) 

- J. Nahm (founder, Strong 

Ventures, VC) 

- J. Yoon (representative, EOS 

Asia, Startup Radar) 

 

Taiwan:  
- T. Huang (founder, 

Lend.com.tw startup) 

- A. Chen (representative, 

Appworks VC / accelerator) 

- T. Wu (representative, 

FinTechBase, accelerator / 

government entity) 

Subjective insight into fintech 

industry formation and fintech 

startups acting as institutional 

entrepreneurs 

 

1) What motivates fintech startups 

to become institutional 

entrepreneurs, 

 

2) Advisory, lobbying and 

cooperation with the 

government 

 

3) Patterns of institutional 

evolution, origins of 

institutional changes 

SUBJECTIVITY: 

Subjective aspect of 

institutional evolution: 

Inspiration and rationales of 

the fintech startups pursuing 

institutional evolution.  

 

Qualitative insight into 

causal patterns of 

institutional change, startups 

cooperating with the 

government, and how 

government policies are 

perceived by entrepreneurs. 

Industry 

statistics 

Crunchbase, Vc.kr, Index.co, 

Pitchbook, Industry 

associations, startup websites 

Describing objectively the fintech 

industry formation timeline and 

statistics. 

OBJECTIVITY:  

 

Description of the temporal 

and causal patterns in the 

fintech industry evolution by 

comparison of industry 

statistics and governments 

documents. 

 

- How and when the fintech 

industry was formed, 

 

- How and when did the 

formal regulations and 

institutions change 

 

- How the startups and the 

governmental authorities 

interacted and in what 

temporal sequence 

Government 

documents 
Korea: 

- Financial Services Commission 

- Ministry of Finance & Strategy 

- Ministry of Science, ICT & 

Future Planning 

 

Taiwan: 
- Financial Supervisory 

Commission 

- Executive Yuan 

- National Development Council 

Documentation of the policy 

approach of government 

authorities to nurture fintech 

industry development 2010-2020. 

 

Over 70 documents for both 

countries, including review of all 

press releases 2010 to 2018. 

 

Capturing timeline and 

sequencing of the formal 

government policies toward 

fintech. 

International 

indicators & 

other reports 

OECD metrics, World Bank, 

World Economic Forum, Global 

Entrepreneurship Monitor 

Validation of government policy 

documents and regulatory 

changes. Comparison of 

regulatory quality to other 

countries 

Table 1. Institutional quality and GDP per capita across market economies in 2011 

Data analyzing methodology 

The data analyzing methodology is influenced by philosophical choices and the 

theoretical framework. The data analyzing methodology aims to interpret observations to 
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discover causal patterns and meanings in the theorized relationships between institutional 

entrepreneurship and institutional evolution. Data analysis is both cross-case and 

variable-oriented analysis as the analysis focuses on comparison of cases and is focused 

around certain variables and processes (Babbie, 2013, p. 391). Variable-oriented analysis 

is chosen as the method as the research aims to explore how institutional evolution 

operates and focuses on essential causal variables in patterns of institutional evolution. 

Cross-case analysis is supportive to establish common patterns, similarities, among the 

country cases of Taiwan and Korea to find more universal and general patterns while 

highlighting differences between the cases. The analytical methods explicitly aim to do 

process tracing, i.e. identifying causal patterns and processes in the empirical data to 

support theoretical hypotheses. The data analyzing methodology and process tracing is 

supported by the data triangulation as the various data sources provide in-depth data to 

document and describe the central causal patterns in the cases of Taiwan and Korea.  

Data processing of interviews, government documents and industry statistics is done via 

coding which aims to classify and categorize observations to specific themes to illustrate 

the institutional evolution. The coding aims to establish patterns and themes within the 

data, where the coding is initially instructed by the theoretical framework but as the 

qualitative largely relies on inductive reasoning the empirical research in iterative manner 

establishes new codes and themes to focus on theory formation. Babbie (2013, p. 318) 

argues “comparative and historical researcher must find patterns among the voluminous 

details describing the subject matter of study…conceptual models composed of the 

essential characteristics of social phenomena”. Similarly, data analysis explicitly focuses 

explaining patterns in the data. For case studies with inductive logic, the theory driven 

thematic coding providing a systematic way to organize, label and code the data for 

analysis (see Eriksson & Kovalainen, 2008, p. 128-129). Data analysis uses comparative 

structures and linear-analytic structures to present the empirical research as empirical 

research is driven in linear-analytic fashion and compares the cases with each other. Data 

analysis is further structured with conceptualization of variables and theoretical 

framework. Theorized causal patterns and dimensions of variables allow to code data and 

find patterns. For example, institutional entrepreneurship as a concept has the dimension 

of „theorization of new way to organize coordination of economic behavior‟ which can be 
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observed from data via coding while similarly institutional evolution as a concept has 

dimensions of “re-allocation of economic resources between fields” and “formalization of 

informal institutions” which are observable and analyzable within data. 

4.6. Operationalization of the variables 

Purposes of the operationalization is to define in more observable and measurable terms 

how in empirical research the proposed research questions, hypotheses and theoretical 

framework can be studied and observed (see Babbie, 2013, p. 131-133). While 

conceptualization specifies in theoretical terms how different concepts are understood, 

the operationalization following from conceptualization aims to clarify how theorized 

relationships can be observed and measured in empirical setting. The operationalization is 

important as it guides the empirical research until the increasing data begins to support 

inductive reasoning and iterative cycle of empirical research contributing to novel theory 

building and formation of novel concepts for data collection. However, as the empirical 

research is a qualitative case study, with entirely new topic and empirical data, the 

following operationalization of variables is aimed at providing direction rather than 

explicitly specifying the observable variables. As a qualitative case study, the data 

triangulation of interviews, documents and industry statistics effectively documents what 

can be observed which can be leveraged in future by follow-up studies. 

Independent variable of “institutional entrepreneurship” is conceptualized as a process of 

startups proposing novel ways to organize social order of economic, political and social 

life, and acting as political entrepreneurs to drive formal institutionalization. 

Operationalization follows the conceptualization as startups acting as institutional 

entrepreneurs means that organizational models exhibit distinctively different economic, 

political and socio-cultural organizational design in comparison to other entities of the 

market economies, and organizations aim to institutionalize new models by mobilizing 

support via economic, political and socio-cultural dimensions. To simplify, 

operationalization (as presented in more detail in Table 2) emphasizes the new startups 

engage in contextually deviant behavioral models, which they attempt to institutionalize. 
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Conceptual dimensions Operationalization & measurement 

Economic model distinctively 

different from other entities in the 

organizational field 

Demand for novel economic assets (e.g. new skills), 

new combinations, interpretations and usages 

Political model distinctively 

different from other entities in the 

organizational field 

Creation of novel hierarchy, identities and norms to 

organize social reality, contextually different. 

Socio-cultural model is 

distinctively different from other 

entities in the organizational field 

Creation of new meanings, values, discourses and 

culture for social reality, contextually different 

Political entrepreneurship to 

mobilize support for 

institutionalization of new models 

Coalition, building (associations, interest groups), 

problematizing of existing institutions, theorization 

and framing of new solutions 

Table 2. Conceptual dimensions and operationalization of the independent variable 

Dependent variable of institutional evolution is conceptualized as a process where new 

startups by their organizational models create new institutional fields with 

institutionalization of new field operating by differential re-allocation of resources, which 

eventually leads to creation of formal institutions. Operationalization of institutional 

evolution thus can be conceptualized and operationalized as shown below: 

Conceptual dimensions  Operationalization & measurement 

Creation of new institutional field 

Institutional field is novel if economic model, 

political or social model is different from current 

institutional fields. 

Institutionalization of new 

institutional field via static re-

allocation of resources 

New institutional field receives resources from other 

institutional fields, structures behavior, leading to 

differential growth of institutional fields.  

Institutionalization of new 

institutional field via dynamic re-

allocation of resources 

New institutional field receives newly introduced 

resources (new labor force, new skills) and older 

fields lose exiting resources (e.g. retiring labor 

force), structures behavior, leading to differential 

growth of institutional fields. 

Formalization of new institutional 

field  

New field leads to creation of new formal 

institutions, e.g. informal model used for new 

regulations. 

Table 3. Conceptual dimensions and operationalization of the dependent variable 
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Intermediating variable of institutional characteristics of the institutional system is 

conceptualized to consist of two dimensions: ambiguity and quality of formal institutions, 

and multiplicity of institutional fields, and operationalized as shown below (Table 4): 

Conceptual dimensions  Operationalization & measurement 

Ambiguity and quality of institutions 

/ Decoupling of behavior from 

institutional imperatives 

Ability of organizations to deviate from institutional 

imperatives and ability of organizations to re-interpret 

and re-negotiate institutional purposes without losing 

legitimacy. 

Multiplicity of institutional fields 
Heterogeneity of economic, political and social life as 

clusters of diverse forms of behavior. 

Table 4. Conceptual dimensions and operationalization of the intermediating variable 

4.7. The structure of the empirical case study  

The empirical results of the comparative case study will be presented in the following 

chapters V-VI. The empirical case study is divided to two segments: the role of fintech 

startups in the institutional evolution and the role of government and institutional 

environment influencing the fintech startups in institutional evolution. The chapter V 

presents empirical findings of how the fintech industries have been evolving in Taiwan 

and Korea in the 2010 to 2018 period. Presentation of the empirical data emphasizes how 

the fintech startups act as institutional entrepreneurs, how they are guiding a collective 

shift in behavior to foster institutional evolution, with a special focus on analyzing the 

influence of startups on government policies.  

The chapter VI presents empirical findings regarding the role of the government and 

institutional environment in the institutional evolution of fintech industries in Taiwan and 

Korea. The empirical observations presented in chapter VI aim to illustrate the role of 

government vis-à-vis the fintech startups – how they interact and cooperate – and how the 

various policies influence the fintech startups and how the fintech startups influence the 

government policies and regulatory reforms. Presentation of the empirical findings is 

focused on dissecting the causal patterns of institutional evolution in Taiwan and Korea, 

with explicit focus on government policies to support fintech growth. Finally, the chapter 

VII presents conclusions and findings to summarize the empirical results presented in 

chapters V and VII. 
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V. EMPIRICAL RESEARCH – FINTECH STARTUPS OF 

TAIWAN AND KOREA AS INSTITUTIONAL 

ENTREPRENEURS 

5.1. Introduction: Fintech startups of Taiwan and Korea 

The „fintech‟ trend is a relatively recent global phenomenon, which emerged as a 

buzzword in circa 2014-2016 and matured in the last few years into rapidly growing new 

industry across the globe. The concept „fintech‟ refers to combination of finance and 

technology to create new innovative business models, services and products, and is often 

loose defined as “organizations combining innovative business models and technology to 

enable, enhance and disrupt financial services” (EY, 2017a, p. 5) or as Financial 

Services Commission of Korea (FSC) defined it as “new concept of financial services 

provided on IT platform or based on related technology” (FSC, 2015l). The looseness of 

concept contributes to ambiguity of what is understood as „fintech‟ as the various sub-

fields of fintech include money transfers, payments, financial management, online 

banking, insurance, virtual currencies and blockchain. The early on development and 

adoption of fintech services occurred via incremental innovation, e.g. mobile payments, 

as the established technology giants such as Apple, Alibaba, and Samsung created new 

payment services, but the newer, more innovative and revolutionary technology 

development has been entirely dominated and driven by an entirely new generation of 

fintech startups. The case study of Taiwan and Korea focuses on the truly innovative 

fintech development – the fintech startups pursuing revolutionary innovation to establish 

new fintech sector instead of the merely incremental innovation – which means the 

incremental innovation, e.g. mobile payments and online banking, are largely ignored by 

the case study. The focus and definition of „fintech‟ is thus focused on new startups that 

establish new behavioral models and new institutional structures for the society. 

Overall adoption of fintech has occurred rapidly driven by the efficiency and convenience 

of the new fintech services as the recent 2017 survey of EY (2017a) shows that in Korea 

32% of digitally active population has tried new fintech services, while in other advanced 
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market economies adoption rates are at roughly similar levels (e.g. US 33%, Hong Kong 

32%, Japan 14%). The customer traction of fintech startups in Korea has been notable, 

with late 2017 cryptocurrency enthusiasm even creating a nationwide craze with trading 

volumes of new digital assets being comparable to Kospi and Kosdaq stock markets, 

leading to the new cryptocurrency trading platform startups of Korea reporting combined 

annual profits of roughly US$ 700 million, while also other fintech sectors have extensive 

customer adoption, e.g. Viva Republica with 12 million customers (“Sales of 

cryptocurrency”, 2018; Young, 2018). The adoption of fintech in Taiwan has been much 

more restricted, largely due to the regulators blocking new industry development, but also 

in Taiwan there are some rapidly growing fintech startups, e.g. Cobinhood has attracted 

200 thousand customers while CoolBitX has sold 100,000 cryptocurrency wallets 

whereas AMIS has provided technology to US financial giant JP Morgan Chase, 

Taiwanese banks Taishin and Fubon, and OwlTing is likely to be first startup unicorn of 

Taiwan by 2018 listing in Nasdaq stock exchange (Green, 2017). 

The following chapters, 5.2. to 5.7., will present main findings the of the qualitative case 

study: how the Korean and Taiwanese fintech startups have acted as institutional 

entrepreneurs by developing innovative business models and new technologies to foster 

institutional evolution. The presentation of the case study results leverages data 

triangulation via interviews of key fintech industry stakeholders, industry statistics and 

government documents to illustrate in detail how the Taiwanese and Korean fintech 

startups are acting as institutional entrepreneurs. The main empirical finding illustrates 

how the fintech startups have promoted institutional evolution in Taiwan and Korea, and 

how the startups are not „normal organizations‟ but instead the startups are consistently 

involved in institutional entrepreneurship, effectively being the mechanism of 

institutional change for the modern advanced market economies. Empirical findings 

illustrate the future oriented startups establish a novel way of organizing economic, 

political and social life which leads to evolution of culture, behavior and formal 

regulations of Taiwan and Korea. The startups are central in institutional evolution as due 

to social embeddedness the startups are necessary to act as focal points for mobilizing 

institutional change towards a new behavioral model. 
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5.2. Fintech industry formation in Korea and Taiwan 

Institutions evolve when equilibrium beliefs change (Greif & Laitin, 2004; Aoki, 2011) – 

thus change occurs not when formal institutions change but when behavior and beliefs of 

equilibrium change – and the fintech industry formation in Taiwan and Korea has been 

largely driven by startup entrepreneurs acting as visionaries and theorists of new 

alternative models to organize financial services and economic life within the market 

economies. Interviews of the fintech stakeholders in Taiwan and Korea (FinTechBase, 

Appworks, DAYLI Financial Group, bitHolla, Strong Ventures, EOS Asia, Startup 

Radar) consistently emphasized the fintech startups have been the inspired by visions of 

future as the fintech startups visualize and theorize alternative realities, where the 

investments into new technology and business model development are not relying on 

current equilibrium but on projected theories, visions and ideas of alternative futures – 

and thus the fintech startups deviate from the institutional equilibrium and pursue new 

behavior models as they perceive a new institutional equilibrium emerging. Fintech 

startups are characterized by constant engagement in future oriented theorization of 

creating novel ways to re-organize and re-structure how society operates, and investing in 

development of business models and technologies according to the visions of the future. 

The fintech startups, as the interviews of key industry stakeholders emphasize (e.g. Wu, 

2017; Beikverdi, 2018; Cha, 2018), act strategically leveraging their visions of future – 

they believe new institutional equilibrium is forming and they have active role in 

execution. The interview of Appworks (Chen, 2017a) emphasize the startups by nature 

are future oriented, they create new ideas to experiment with and they continuously 

looking for novel ideas, while the interview of John Nahm of Strong Ventures 

emphasized the role of startups as guiding the society towards new ways of organizing 

activities. Recent 2017 survey by KPMG is especially illustrative as the survey of 

traditional financial sector executives globally (including Taiwan and Korea) perceive 

that the startups are the most important source of innovation (72% of respondents) while 

only minority of the respondents perceived the traditional financial sector could pursue 

innovation in fintech. The industry statistics retrieved from Crunchbase, Pitchbook, Vc.kr 

and other sources together with reports of fintech adoption (e.g. EY, 2017a) consistently 

similarly illustrate the new technology, new business models and new behavior are 
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entirely created by the fintech startups in Taiwan and Korea while the traditional 

financial sector has been incapable of even participating in the innovation. 

The industry statistics and interviews suggest in Taiwan and Korea the fintech startups 

are central stakeholders building new industries and fostering institutional evolution by 

their predisposition to act as future oriented institutional entrepreneurs. The data 

triangulation from interviews, industry statistics and government policies offer clear 

evidence the fintech startups drove institutional evolution as in Taiwan and Korea the 

first generation of fintech startups emerged in 2012-2015 period, initiating fintech 

industry formation and institutional evolution prior to governmental authorities even 

recognizing the emerging new trend. Interviews of representatives from FinTechBase in 

Taiwan, Strong Ventures and DAYLI Financial Group of Korea illustrate the startups act 

as visionaries by their innovation to show direction for institutional evolution and 

economic transformation. Future oriented experimentation of theorized new ideas of the 

future, where the startups are not concerned of the status quo equilibrium, even go 

beyond legal barriers as for example in Korea the remittance startups Moin and Sentbe 

developed business models that were defined illegal by the authorities as they believed 

that regulations would eventually change.
7
 Thus, as will be presented in more detail in 

5.3 – 5.7 chapters, the institutional evolution of fintech industry growth in Taiwan and 

Korea is driven by the fintech startups acting as the mechanism of institutional change by 

establishing a focal point to coordinate the collective behavioral change. Institutions 

change when behavior and beliefs of institutional equilibrium change (Aoki, 2011), and 

the empirical case of Korea and Taiwan illustrate the fintech startups by their future-

oriented experimentation provide a focal point to mobilize change in behavior and 

complementary investments into new technology. 

The empirical data also suggests the fintech industry is not unique but the startups are 

predisposed to act as future oriented institutional entrepreneurs searching, experimenting 

and developing novel ways to organize societies. To emphasize, fintech industry 

formation and fintech startups illustrate how startups are not „normal organizations‟ as 

the experimental organizational behavior is deeply coupled with institutional 

                                                 
7
 Interestingly suggesting innovation is partially resting on bounded rationality and miscalculated optimism. 
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entrepreneurship as novel organizational models depend on complementary institutional 

evolution. The startups are moreover even explicitly aware of this, as interviews with 

DAYLI Financial Group and Strong Ventures for example exemplify, and the startups 

aim to mobilize a larger societal change (e.g. as illustrated by startup employee titles of 

„startup evangelist‟, „blockchain evangelist‟ etc.). In contrast, normal organizations 

optimize utility by compliance with institutional imperatives (Hall & Soskice, 2001; 

DiMaggio & Powell, 1983), but the empirical data of fintech startups indicates that the 

startups are the mechanism of institutional change – building a new way of organizing 

life via novel organizational models which can be scaled to institutional fields and formal 

regulations
8
. Fintech startups consistently reflect this, especially the blockchain entities 

such as ICON, Blocko, Bitmark and OwlTing, as the organizational models aim to deeply 

reorganize societies. Therefore, the startups are due to social embeddedness of societal 

behavior always required to act as institutional entrepreneurs. The case study of Korea 

and Taiwan also show for example the startups have established startup ecosystems in 

Taiwan (i.e. Xinyi-Zhongshan-Da‟an cluster in Taipei) and Korea (Gangnam and Yeuido 

clusters of Seoul), where the startups actively coordinate establishment of novel set of 

stakeholders (e.g. startups, VCs, accelerators, co-working spaces) and their 

complementary investments to establish a new industry with new institutions. Fintech 

industry formation thus illustrates causal logic theorized by North (1990) as the economic 

actors are spontaneously cooperating and coordinating to establish novel solutions to 

collective problems to foster economic growth. The fintech ecosystems of Taiwan and 

Korea interestingly also illustrate how the ecosystems establish institutions that are 

focused at empowering innovation and experimentation – i.e. startup ecosystems are 

informal experimentation labs for innovating new ways of structuring societies. The 

fintech industries of Taiwan and Korea emphasize by so an endogenous and spontaneous 

pattern towards improved institutions via startups. The government is reactionary (see, 

chapter VI), and the openness of market economies enables startups to act institutional 

entrepreneurs and by their innovation guide government to create new regulations.  

                                                 
8
 Distinction between „normal‟ and „startup‟ organization is determined whether an entity optimizes utility 

within the set of existing institutional imperatives or by restructuring the set of institutional imperatives. 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

108 

 

5.3. Korea: Growth of fintech industry 2012-2018 

The fintech industry of Korea has quickly evolved from first startups in 2012 to a rapidly 

growing industry by 2018. The rapid development of a new industry, especially via 

adoption of newly created business models, technologies and services, is important for 

illustrating that institutional change is behavioral evolution (Aoki, 2011; Greif & Laitin, 

2004; Hall & Soskice, 2001) – transition from older to newer cooperation model – and 

the case of Korea illustrates how quickly in few years the fintech startups of Korea have 

fostered a collective change in behavior towards a new model of organizing financial 

activities in Korea. The evolution has been notably rapid, as for example Toss app by 

Viva Republica attracted 12 million consumers in less than three years, roughly 25% of 

entire population, while introduction of new online-only banks spurred even quicker 

behavioral change as Kakao Bank attracted three million users in the first 30 days of 

service, whereas the most notable skyrocketing behavioral change emerged by adoption 

of the cryptocurrencies as the trading of digital assets in late 2017 became a nation-wide 

trend with annual trading volumes of the cryptocurrency exchange startups growing by 

nearly 10,000% from 2016 to 2017 and daily trading volumes of leading exchanges of 

Bithump, Upbit, Korbit and Coinone even achieved comparable levels with the stock 

exchanges of Korea (Kospi, Kosdaq) (Young, 2018). Rapid adoption of new fintech 

services is also reflected in revenues, profits, investments and employment of the new 

business models, e.g. Bithump reported annual profits of US$ 400 million for 2017, while 

Upbit, Korbit and Coinone had estimated profits of US$ 200 million, US$ 60 million and 

US$ 70 million, and Dunamu reported intentions to channel US$ 100 million into 

investments for new blockchain R&D (Ahn, 2018c; “Sales of cryptocurrency", 2018).  

Therefore, the fintech startups of Korea illustrate a rapid endogenous behavioral change 

mobilized entirely by the new generation of fintech startups. Adoption of the new 

behavioral model is notably extensive in volume and speed, as for example the only few 

years ago established fintech startups report now near US$ 1 billion profits and daily 

trading volumes of cryptocurrencies are at level of leading stock exchanges, which 

already suggest the fintech industry is approaching a similar adoption with the traditional 

financial sector. The adoption of new behavioral model, informal institutional field, is 
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entirely driven by the fintech startups as firstly the traditional financial sector has not 

been able to participate in innovation and secondly, more importantly the Korean 

government and FSC have been reactionary as the governmental supportive policies and 

initiatives emerge as a reaction in 2015 to 2018 to the earlier 2012-2015 established 

fintech ecosystem in Seoul and moreover the fintech startups have since 2013 organized 

meetings and industry associations to nurture coalition building and since 2014 have 

actively advised, educated and guided the Korea authorities to establish supportive new 

regulations and startup-focused policies (Beikverdi, 2018; Cha, 2018). The investments 

into new behavior are also indicative of adoption of new behavior models as the fintech 

investments have increased from US$ 80 million in 2014 to US$ 650 million in 2016, 

with rapid growth continuing in 2017-2018 (“Gov‟t to offer”, 2017), and the leading 

startups of Viva Republica and DAYLI Financial Group have attracted together more 

than US$ 300 million of venture capital – with most of the capital gathered prior to 

government support of fintech (Crunchbase, 2018). The various indicators thus reflect 

extremely rapid industry growth and institutional evolution from 2012 to 2018, with 

stimulus, content and direction for evolution coming from the startups. Independent 

endogenous industry growth is best exemplified by the leading fintech startups of Korea 

(e.g. HDAC, ICON, BOScoin) attracting near US$ 400 billion of funding via ICOs 

(initial coin offerings) that government had formally banned. The increasing profitability 

of the fintech startups also indicate rapidity of institutionalization as the new industry is 

beginning to mature despite most startups being established only a few years ago. 

The empirical case study of Korean fintech industry formation as endogenous 

institutional evolution illustrates few central themes (discussed in more detail in 5.3.1-

5.3.6) that firstly the new industry adoption occurs via new models being more efficient 

(fintech startups are more efficient, more convenient) than the traditional sector which 

fosters adoption by the stakeholders (customers, investors, employees, partners, 

government), and secondly, the new industry and institutional evolution is entirely driven 

by new generation of fintech startups, independent of the government initiatives, and the 

initial generation of fintech startups succeeded in initiating fintech industry formation by 

leveraging the openness, ambiguities and imperfections of the regulatory environment to 

create new business models and technology. Empirical data illustrates how institutional 
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evolution occurs as a collective behavioral change coordinated via the focal point of 

startups. The interviews of Korean stakeholders illustrate the fintech startups recognized 

the new behavior is not understood by other stakeholders, and they actively advised, 

educated and lobbied other stakeholders while believing that eventually stakeholders, 

including government, will change their behavior (e.g. Beikverdi, 2018; Cha, 2018). The 

key fintech ecosystem stakeholders emphasize that while government support is 

important for fintech, the government has been slow to understand fintech, and 

government‟s actions are advised, educated and demanded by the startups that have 

actively since 2014 worked with the government officials. 

5.3.1. Korean fintech startups as industry builders 

The fintech industry formation in Korea occurs together with the global wave of fintech 

innovation, similarly with global trend of new fintech industry being formed by new 

startups. All fintech firms of Korea are recently established startups, as the leading ones 

have been established between 2012 and 2015 (nearly 90% of the leading startups) and 

the median foundation year of the leading fintech startups is 2014 in Korea (see Table 5 

below). Even oldest organization Kakao (involved in Kakao Bank (online-only bank), 

Upbit (cryptocurrency exchange), Kakao Pay (mobile payments) and researching 

opportunities in blockchain and launching their own cryptocurrency) was established 

only recently in 2010. The established financial conglomerates of Korea (Woori, 

Shinhan, Hanwha, KEB Hana Bank) have not directly attempted to participate in 

innovation but instead have chosen to cooperate, invest or support the fintech startups. 

Importantly nearly all of the fintech startups were established prior to Korean FSC‟s 

recognition of the new industry (see FSC, 2015k; 2015l; 2015m), illustrating the 

government of Korea did not directly influence the foundation of a new industry. 

Founding of fintech startups prior to FSC and government policies illustrates the causal 

pattern that endogenous formation of new industries lead to government recognition and 

formal regulations follow the guidance of the startups. However, even as of 2018 the 

interviews of fintech stakeholders emphasize the Korean FSC has limited knowledge of 

fintech, undercutting efforts to support the new industry, and development of new 

regulations requires direction and advisory from the startups. Thus, new industry 
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formation exhibits spontaneous and endogenous evolution driven by fintech startups 

where the development of new formal regulations and government programs demands 

advisory from the fintech startups. 

Foundation year Quantity Capital,  millions USD 

2012 6 224 

2013 5 135 

2014 6 64 

2015 11 61 

2016 4 51 

2017 1 258 

Total 33 793 

Median foundation year 2014   

Table 5. Establishment of fintech startups by year 2012 to 2018 

The fintech industry formation, as exemplified by industry statistics (see Table 5 above, 

Table 10 for details; data from CrunchBase, 2018; Pitchbook, 2018; VC.kr, 2018; 

Index.co, 2018), is emerging as institutional evolution by selection – new generation of 

startups creates a new field of fintech – as the new field is dominated by new startups 

while older generation of traditional financial sector has been entirely unwilling or 

incapable to engage in innovation. New fintech field is even financed via new financial 

infrastructure of ICOs created by startups as 40% of capital of Korean fintech startups are 

funded via ICOs. Early fintech development in 2013-2015 of new mobile payment 

technology was dominated by technology giants (Naver, Samsung, LG, SK Telecom) but 

this was largely incremental development of their technology portfolio than actual 

innovation (KISA, 2015, p. 60), and they have not been able to follow fintech innovation 

in other fintech sectors beyond the payment systems. Thus, the traditional financial sector 

of Korea is incapable to directly participate in fintech development and instead have 

pursued indirect cooperative approach (support, acquire or cooperate with startups), as 

for example KB Financial Group has invested in a bitcoin startup Coinplug, while 

Shinhan Bank cooperates with various fintech startups (Streami, Scalechain, Blocko), NH 

Bank cooperates with Korbit (cryptocurrency exchange), and Hanwha Life and KEB 

Hana Bank have created incubators for fintech startups (Hanwha Life, 2016a; Lee, 2016). 

Similarly, Kakao Bank exemplifies that while financial entities are involved in the entity, 
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the technical solution is created by Kakao, a relatively young 2010 established firm, 

whereas more innovative startup Upbit, a cryptocurrency exchange, involves Kakao but 

technical solution is created by newer fintech startup Dunamu (Ahn, 2018c). Similarly 

the new blockchain technology is promised to revolutionize how societies are organized 

as a new foundational technology, where consistently all blockchain developers are new 

startups (e.g. Blocko, Streami) and the financial conglomerates (Woori, Shinhan, KEB 

Hana) have not attempted to develop their own blockchain technology despite of their 

vast resources, but instead the financial conglomerates have aimed to benefit adopting 

new technology from the startups, e.g. Korean Woori Bank is planning to use Ripple-

technology developed by the Ripple startup (Ahn, 2018b). To reiterate, the traditional 

financial sector is not engaging in in-house R&D with fintech, but instead they channel 

their resources to acquire or support fintech startups, e.g. Hanwha Life created 

DREAM64 Fintech Center and KB Financial Group created KB Innovation Hub for 

startups (Hanwha Life, 2016a; KB Financial Group, 2017). The organizational 

demographics of traditional financial sector and fintech clearly illustrate the fintech 

startups are more efficient for innovation – mechanism for institutional change – than the 

traditional financial sector or the governmental authorities. 

The fintech industry formation in Korea thus begun quickly in 2012-2015 via new 

generation of startups experimenting with business models and technologies to theorize a 

new model for re-organizing financial and economic activities of Korea. Empirical data 

from interviews illustrate the essential characteristic of the startups is the future-oriented 

theorization of new ways to organize economic, social and political life as the interviews 

consistently emphasized that fintech entrepreneurs have new visions for the future – new 

ways of organizing finance – and the startups are essentially experimental labs to develop 

new business models, and these entities are not entirely ideational, as since early 2013 the 

fintech startups have interacted and cooperated via meetings and industry associations to 

establish and develop a shared template of fintech industry. Visions and theories of future 

are important for institutional evolution (discussed in more detail in chapter 5.6) as these 

visions act as ideational focal points to coordinate new industry formation via behavioral 

change and complementary investments. Problem of evolution is often due to cognitive 

uncertainty – uncertainty of means and ends, uncertainty of how others behave (Greif & 
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Laitin, 2004; DiMaggio & Powell, 1983) – but the Korean fintech startups reduce 

uncertainty by providing ideational and material focal points, with economic coherence 

and functionality, to coordinate complementary behavior from other actors. Additionally, 

the interaction via meetings and industry associations together with introduction of new 

ideas and business models amplify development as initial wave of successful startups and 

ideas (e.g. Viva Republica in Korea, or global new ideas of „bitcoin‟) provide a cognitive 

resource to focus entrepreneurial energies towards a new promising idea spurring waves 

of imitation and experimentation to amplify rapid increase of competition and innovation 

in new technology. For fintech, idea of „bitcoin‟ is good example as the new idea by 

Nakamoto in 2009 unleashed a global wave of entrepreneurial experimentation in new 

technology, and similarly first generation of Korean fintech startups established in 2012-

2015 were essential to initiate a rapid wave of new ideas and experimentation in fintech 

innovation and behavioral change in Korea. New ideas as cognitive focal points however 

emphasize in empirical observations two important conceptual elements as firstly the new 

industry formation is limited by „new ideas‟, unthinkable new models, which is why 

institutional evolution requires experimentation to access the new „unthinkable ideas‟. 

Interviews (e.g. Beikverdi, 2018) suggest that experimentation to seek and develop 

„unthinkable ideas‟ involves that the Korean fintech startups are initially often even 

unaware of their goals but rather the startup as an organization is a vessel for 

experimentation of new ideas. This illustrates how startups are not „normal 

organizations‟, aiming for environmental fitness, as they are focused on developing new 

ideas. Secondly, the case of fintech startups reflects global embeddedness of national 

economies and how new ideas quickly spread across the globe – e.g. idea of „bitcoin‟ 

leading to waves of startups across countries – but the empirical data of Taiwan and 

Korea illustrate the new ideas require national treatment for local adoption, as for 

example the idea of „bitcoin‟ led to various projects in Taiwan and Korea with unique 

characteristics, e.g. Taiwanese startups (OwlTing, Bitmark) focusing on food safe and 

intellectual property rights, while Korean startups focus (e.g. ICON, Blocko) on 

blockchain technologies such as insurance databases. 

Thus, the empirical data of Korean fintech startups illustrate how the fintech industry 

formation is nurtured by the fintech startups by experimentation and theorization of new 
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ideas establishing new beliefs and templates of behavior. Behavioral change requires 

belief change and behavioral change promotes institutional evolution. The fintech 

startups of Korea are characterized by constant generation of new ideas to restructure 

organization of societies as for example, bitHolla of Korea (2018) states “We believe 

cryptocurrencies provide a new infrastructure for the future of finance”, while ICON, of 

DAYLI Financial Group, states “The vision of the ICON Project is to redefine the 

meaning of communities, and in doing so, introduce an era of decentralization” (ICON, 

2017, p. 5). The fintech startups of Korea act as the mechanism of institutional change by 

continuously developing new ideas and theories how the society could be structured. 

Interviews of industry stakeholders in Korea emphasize the fintech startups identify as 

their purpose to develop new models to restructure how the society functions, as well as 

they recognize the role of startups to guide other stakeholders, especially the government, 

towards a new behavioral model. Theories of new institutionalism fail to understand this 

as organizations are perceived to aim for environmental fitness but instead the data of 

Korean startups illustrate constant intention to restructure behavior and institutions. 

Moreover, the fintech startups by their ideational leadership have without government 

support created fintech ecosystems in Gangnam and Yeuido, where the clustering of 

spontaneously organized stakeholders provide various institutional inputs for the fintech 

startups (VCs providing capital, incubators and accelerators providing networks, 

resources and facilities, co-working spaces and industry associations providing networks 

and support), while the ecosystems as clusters provide agglomeration effects (information 

sharing) and „proto-institutions‟ of talent and labor churn (see Casper, 2007). The 

interviews of Beikverdi (2018) and Cha (2018) also illustrate how early on 2013-2014 the 

stakeholders begun informal and formal organization of the fintech ecosystems via 

meetings and industry associations, which fostered coalition building and information 

sharing to develop a new industry. The cluster building in Gangnam and Yeuido districts 

of Seoul illustrate how initial focal point from first wave of fintech startups in 2012-2015 

induces behavioral change and complementary investments from other stakeholders 

(VCs, accelerators, co-working spaces, partners, employees), with initial focal point 

leading to a positive feedback cycle as each stakeholder‟s investment incentivizes 

complementary behavior from other stakeholders.  
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5.3.2. Enablers of fintech startups: Institutional openness of Korea 

The fintech startups of Korea emerged early on in 2012-2015 and initiated building of 

fintech ecosystems in Gangnam and Yeuido – which precedes FSC and Korean 

government initiatives to support fintech and startups, even the „Creative Economy‟ plans 

– as especially the leading fintech startups of Korea were created already in 2012-2013 

(e.g. DAYLI Financial Group, Viva Republica, Bithump, Dunamu, Korbit) with other 

notable startups being established in 2014-2015 (e.g. 8Percent, Finda, Blocko, Tera 

Funding). Nearly 90% of the promising fintech startups has been established in Korea 

prior to FSC had initiated even the preliminary supportive policies (Figure 7 below), with 

a few fintech startups (e.g. Moin and Sentbe, remittance startups) initially even operated 

illegally as their business models were banned by the financial regulations (“Korea to 

allow”, 2017). Also 40% of capital for fintech startups comes from ICOs, a funding 

mechanism banned by FSC of Korea. The fintech startups emerged without regulatory 

support, even despite of legal bans, which creates an empirical puzzle of what enabled 

startups to deviate from the institutional structures. As established in 5.3.1, the fintech 

startups of Korea are future oriented entities, building business models based on their 

visions of future institutional systems, and the empirical data of industry statistics and 

government documents indicates the early on fintech development in Korea was enabled 

by the regulatory system of Korea being open, ambiguous, with regulatory approach in 

2013 transitioning towards a negative list regulatory approach. To articulate in conceptual 

terms, the institutions of Korea do not create specific positive behavioral imperatives but 

instead the openness of the regulatory environment provided freedom for the startups to 

re-interpret and re-contextualize the institutional framework for experimental purposes. 

Novel behavior may not be supported by regulations but the inherent openness of the 

regulatory framework allowed establishment and development of various innovative 

fintech business models as early on 2012-2015 various startups of DAYLI Financial 

Group, Blocko, 8Percent, Bithump, Dunamu and Viva Republica leveraged the openness 

of the regulatory framework to establish innovative business models (see Figure 7; 

Crunchbase, 2018; Pitchbook, 2018; VC.kr, 2018; Index.co, 2018). 
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Figure 7. The establishment of new fintech startups in Korea 2012-2017 

The empirical analysis of the industry statistics and government regulatory framework 

also suggest the institutions and regulations by nature are „negative assets‟ – provide 

negative rather than positive behavioral imperatives (Mahoney & Thelen, 2009) – 

especially as Korea has consistently in recent years transitioned towards a negative list 

regulatory approach with explicit intention of the government to enhance autonomy of 

the startups to experiment with organizational models and strategies. The openness of the 

regulatory framework is essential as it allows continuous innovation by the startups to 

promote institutional evolution. Thus, firstly the empirical observations of fintech 

startups of Korea suggest that imperfections of institutions allow continuous creation of 

new innovative startups, but more importantly, secondly, the openness, ambiguity and 

negative list regulatory approach means the startups are a necessary mechanism for 

constant re-contextualization of the institutional imperatives. Social embeddedness and 

ambiguity of the institutions requires that society constantly maintains a shared 

understanding of the institutional imperatives (see Hall & Soskice, 2001), and the case 

study of Korea indicates the startups are the mechanism for dynamic maintenance and 

evolution of the shared understandings. Decoupling of the regulations and shared 
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understandings allows constant re-contextualization and evolution of the shared 

understandings, which nurtures new behavior via startups that fosters creating of new 

generation of regulations and institutions. Moreover, even specific regulations are 

imperfect, e.g. remittance startups Sentbe and Moin developed new business models 

despite of legal ban (“Korea to allow”, 2017), where most notable experimentation 

occurred in late 2017 in Korea as the FSC of Korea banned ICOs as a funding 

mechanism, but despite of the legal ban notable entities of ICON of DAYLI Financial 

Group and Hyundai both implemented ICOs by sidestepping legal bans by registering 

their ICOs abroad, with Hyundai even obtaining US$ 250 million of funds (ICON, 2018; 

HDAC, 2018). Prior to legal ban also BOScoin launched ICO with market capitalization 

of US$ 80 million, while a cryptocurrency exchange Korbit was acquired with valuation 

of US$ 120 million in 2017 (Palmer, 2017; Lee, 2017c). Notably, the cryptocurrency 

trading platforms, essentially unregulated industry, reported profits of US$ 700 million in 

2017, while similarly unregulated P2P lending startups have grown to size of over US$ 1 

billion of loans, which emphasizes the capability to leverage openness of the regulatory 

environment to develop new business models (“Sales of cryptocurrency”, 2018, Young, 

2018). The imperfections and openness of regulatory frameworks suggest how startups 

are capable fostering institutional evolution even in restrictive regulatory environments. 

The interviews of industry stakeholders moreover emphasize the fintech startups of 

Korea do not only foster a behavioral change in the stakeholders to promote new industry 

growth, but the fintech startups have since 2014 actively cooperated with the FSC and 

government of Korea to educate, advise and lobby favorable regulatory reforms, creation 

of new regulations and support programs. Interviews emphasize the regulatory authorities 

have very limited understanding of new technology and startups, and hence require active 

cooperation with the startups to guide them to understand new technology (Beikverdi, 

2018). Therefore, not only the fintech startups emerged prior to FSC and government 

initiatives in Korea, but the FSC policies in 2015-2018 as well as government initiatives 

to support startups (e.g. „Creative Economy‟ plan) are guided by the focal point of 

startups, which effectively makes the government behavior reactionary and isomorphic. 

Korean government and FSC have ambition to become both a global financial hub and a 

startup economy, e.g. since 2013 Korea has promoted various initiatives (e.g. „Creative 
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Economy‟) to promote startup activities while since 2007 FSC has emphasized their 

commitment to make Korea a global financial center (FSC, 2009d), as well as from 2015 

to 2018 FSC has initiated extensive fintech support including a near US$ 4 billion of 

funding for fintech (“Gov‟t to offer”, 2017). But ambitions and regulatory reforms of 

Korea reflect two important elements: firstly, the governmental policies are reactionary, 

following the startups‟ focal point, and secondly the policies often indirectly provide 

infrastructural support to enhance autonomy of the startups. Therefore, the government 

approach in Korea reflects how fintech startups are leading the regulatory evolution, with 

the government even aiming to enhance role of startups in economic growth. 

The fintech startups in P2P lending and blockchain sectors have even initiated self-

regulations to establish common practices and structures for the industry due to lack of 

formal regulations (Ahn, 2018a) and across fintech sectors, the notable startups of 

Bithump, Coinone, Viva Republica and DAYLI Financial Group have independently and 

via industry associations of KORFIN, Korea Fintech Forum and Korea P2P Finance 

Association actively approached, advised and demanded regulatory reforms to address 

the new fintech industries (Beikverdi, 2018; Cha 2018). The fintech startups thus are 

acutely aware of the coupling of organizational and institutional evolution, need to 

establish not only regulatory reforms but also new regulations for fintech, in which the 

social aspect is recognized as for example the Viva Republica founder recently stated 

they aim for “making a difference in society, and ushering in social improvement” (Kim, 

2017c), which is similarly reflected in the interviews of fintech industry stakeholders 

(e.g. Beikverdi, 2018; Cha, 2018). The social embeddedness of institutional evolution is 

essential for fintech innovation, where the coupling of technical and social progress is 

recognized by Hanwha Life who labeled their fintech incubator as „CSR outreach‟ to 

promote ecosystem development (Hanwha Life, 2016a; 2016b; 2016c). 

5.3.3. The adoption and growth of fintech industry in Korea 2012-2018 

The fintech industry growth as a pattern of institutional evolution, as discussed in 5.3.1-

5.3.2, illustrates a spontaneous startup driven new industry building – new ideas from 

startups provide a focal point for new behavioral model – and focal point of startups leads 
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to new industry growth and eventual regulatory reforms in Korea following the guidance 

and advisory of the startups. Empirical findings of Korea illustrate the new behavior 

emerges from the startups, which provides guidance for other actors, including the 

government establishing new regulations, but importantly new industry emerges as a new 

field with new regulations, models and ideas. Evolution as selection means that while a 

new industry and new regulations have emerged in 2012-2018, this does not lead to 

institutional changes in traditional financial sector. Institutional evolution is a transition 

from older to newer model, and the empirical data of Korea illustrates the fintech 

industry are attracting adoption and complementary investments by efficiency and 

convenience. Improved efficacy, together with intellectual challenges of the new 

technology, effectively motivates the stakeholders to adopt the new fintech model, e.g. 

VCs, accelerators, employees and other partners adopt the fintech field as it provides 

material benefits. The growing new industry, highly profitable startups and vastness of 

adoption in Korea suggests the new fintech industry is soon becoming a self-sustaining 

mature industry (Young, 2018; Ahn, 2018c; “Sales of cryptocurrency”, 2018). 

The growth of the fintech industry, especially as customer adoption, is the essential 

metric for institutional evolution as the adoption measures the extent of behavioral 

change. The empirical data of Korea reflects rapid adoption of the new fintech services 

and products – Viva Republica has 12 million users, P2P lending startups have 

outstanding loans of US$ 1 billion, digital asset trading volumes of Bithump, Upbit, 

Korbit and Coinone are at comparable level with stock exchanges Kospi and Kosdaq – 

which reflects extensive adoption of fintech as a new model of financial services and 

economic life. Important empirical insight is that the customer demand is created by the 

startups – i.e. customer demand does not create startups – as the fintech startups establish 

new services, new products and new infrastructure, which creates new demands for the 

customers. Especially for blockchain and cryptocurrency trading the fintech startups 

drive adoption of new services as the startups build the infrastructure for new behavioral 

models. To exemplify, the rapid growth of cryptocurrency trading volumes is due to 

startups establishing infrastructure and liquidity for trading – the fintech startups establish 

functional infrastructure enabling more efficient cooperation within society. The 

empirical data also suggests spontaneous interaction as for example bitHolla startup was 
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inspired by new blockchain technology but recognized the infrastructure was missing 

certain support which the startup aims to provide (Beikverdi, 2018). Thus, spontaneous 

cooperation among the startups leads to functional ecosystem, which creates demand and 

utility for new behavioral model attracting adoption. Thus, the Korean fintech industry 

illustrates quick endogenous startup-driven process to establish a new institutional field, 

where quickness of adoption is reflected in new industry volumes (see Table 6 below): 

Firm 
Profit 

MUSD 
Employees 

Profit per 

employee 
Ownership 

NH Investment & 

Securities 
280  2,250  0.12    

Korea Investment & 

Securities 
372  2,500  0.15    

Crypto exchanges, total 754  850  0.89    

Upbit 180  100  1.80  Kakao & Dunamu affiliated. 

Bithump 400  450  0.89    

Coinone 83  100  0.83  Part of DAYLI Financial Group 

Korbit 62  50  1.24  Acquired by NEXON 

Others 30  150  0.20    

Table 6. Descriptive statistics of cryptocurrency exchanges of Korea in 2017 

The rapid adoption of cryptocurrency exchanges (Table 6; data from corporate websites 

and “Sales of cryptocurrency”, 2018) led to immense growth of trading and profits, as 

while in 2016 the profits of main cryptocurrency exchanges in Korea were roughly US$ 7 

million but in 2017 the profits grew to estimated US$ 754 million (annual growth of 

nearly 1,000%), with most profits being made by the leading operators of Bithump, 

Upbit, Coinone and Korbit, with Bithump earning nearly US$ 400 million and Upbit 

nearly US$ 200 million (“Sales of cryptocurrency”, 2018; Young, 2018). Growth is 

immense as for example Bithump profits grew from US$ 2.3 million in 2016 to US$ 400 

million in 2017 (i.e. nearly 18,000% growth). The extensive trading volumes of these 

startups reflect the vastness of the adoption of new fintech models as the profits of 

Bithump and Upbit are comparable with the leading traditional brokerages of Korea 

Investment & Securities and NH Investment & Securities. Also, the differences in 

profitability and personnel suggest how profitable the new industry is as traditional 
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brokerages of Korea have personnel of roughly 2,200 – 2,500, but the total employment 

of cryptocurrency exchanges is only reaching 1,000. The profitability is driven by the 

cryptocurrency exchanges charging commission ten-times to commission of the 

traditional brokerages exchanging traditional securities, as the exchanges of Bithump and 

Upbit charge 0.15 percent of all trade transactions (“Exchanges the real winners”, 2018), 

which is largely due to newness of the sector and is likely to decrease over time with the 

maturing of the industry. With continued volume growth the annual profits of Korean 

cryptocurrency exchanges are likely to exceed US$ 1 billion in 2018. Even more 

important metric for fintech adoption is the daily trading volumes of the cryptocurrency 

exchanges in comparison to Korean stock exchanges. Kospi and Kosdaq, traditional stock 

exchanges, have average daily trading volumes of US$ 3 to 6 billion, while the leading 

cryptocurrency exchanges of Korea have roughly comparable levels, as daily volumes 

average around US$ 2 to 4 billion (in November 2017 to March 2018 period), which 

reflects enormity of the adoption of new digital assets in Korea (Figure 8 below; KRX, 

2018; Coinmarketcap, 2018). Moreover, Kospi and Kosdaq volumes include institutional 

investors and foreigners but the cryptocurrency trading includes only Korean investors. 

 

Figure 8. Cryptocurrency trading volumes comparison to Korean stock markets 
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The extensive trading volume (Figure 8 above) shows the notable adoption of the new 

digital assets in Korea, where important driver of adoption has been informal 

communication among the social networks. Interview with Beikverdi (2018) suggest 

Koreans are eager to adopt new technology and social networks rapidly transmit 

information leading to the late 2017 „bitcoin craze‟ of Korea. The adoption of the new 

technology led to rapid growth of the cryptocurrency industry by so opening „Pandora‟s 

box‟ for the FSC forcing them to respond (Beikverdi, 2018), and the solution to tighten 

the regulations, ban ICOs and limit trading led to nearly 200,000 Koreans to sign a 

petition demanding the government to address the issue (Cheong Wa Dae, 2017). Vast 

adoption of cryptocurrencies has forced Korean FSC to treat cryptocurrencies with a 

favorable regulatory approach. The adoption of cryptocurrencies in Korea illustrates the 

empirical patterns of institutional evolution via positive feedback cycles: fintech startups 

provide an initial focal point for the stakeholders to follow and each stakeholder‟s 

complementary behavior fosters positive feedback cycle leading to rapid institutional 

evolution, with the positive feedback mechanism among the stakeholders and growing 

profitability channels more capital for the fintech development (e.g. Dunamu stated plan 

to invest US$ 100 million into new technology, ICON established Deblock VC). 

The empirical data of P2P fintech startups of Korea exemplify similar pattern with 

cryptocurrency trading as similarly the new P2P lending startups leveraged the openness 

of the regulatory environment in Korea to create new model of financing. Similarly to 

cryptocurrencies, P2P startups have since 2014 operated without regulatory support but 

adoption of new technology has been promoted by the technical efficacy of startups. 

Adoption of P2P finance has been rapid as from 2016 to 2018 the P2P lending industry 

grew nearly 300%, with over US$ 2 billion of provided loans as of May 2018 (see Figure 

9 below), making it roughly comparable in size with UK‟s P2P lending sector (P2PFA, 

2018). In contrast, Taiwan with roughly similar socio-economic and regulatory 

environment has failed to achieve similar development; P2P startups of Taiwan have only 

provided loans of roughly US$ 100 million. Information of Korean P2P lending startups 

– volume of loans, delinquency ratios, interest fees – illustrate the new industry is already 

notably profitable, with cautious estimate entire industry revenues exceeding US$ 100 

million in 2017 and profits of leading startups exceeding US$ 1 million per annum. 
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Figure 9. The growth of P2P lending startups’ industry in Korea 6/2016 to 3/2018 

The P2P finance growth is notable as the government of Korea has been cautious, even 

unwilling to support P2P lending, as interview of industry stakeholders suggest the 

favorable treatment of traditional banking provides advantage for the traditional banks, 

e.g. backing of bank loans (Yoon, 2018), and while in May 2017 FSC initiated new 

regulations for the industry, the new regulations actually constrained the startups as the 

FSC limited them to provide loans only by their own capital (Lee, Ko & Lee, 2017; Son, 

2017a). Thus, the rapid growth, 300% from 2016 to 2018, is notable given the lack of 

regulatory support, but to offset the challenging legal environment the fintech startups 

have engaged in institutional entrepreneurship via self-regulation via Korean P2P Finance 

Association to establish common rules and standards, e.g. limiting individual loans to 

maximum of KRW 10 million (Bae, 2017a). Despite of the regulatory restrictions, the 

P2P industry of Korea includes various successful growing startups (see Table 7 below). 

 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

124 

 

# 
Fintech 

startup 

Provided 

loans, 

MUSD 

Outstanding 

loans, MUSD 

Delinquency 

ratio 

Capital 

from 

VCs 

Est. 

year 
Location 

1 
테라펀딩 Tera 

Funding 
294 145 1.0% 10.4 2014 

Seoul - Gangnam 

& Teheran 

2 
루프펀딩 

Roof Funding 
167 84 3.0% 4.0 2015 Seoul – Gangnam 

3 
피플펀드 

People Fund 
162 74 4.0% 5.7 2015 

Seoul - Gangnam 

& Teheran 

4 
어니스트펀드 

Honest Fund 
113 63 1.0% 6.0 2015 Seoul - Yeuido 

5 렌딧 Lendit 104 59 1.2% 6.6 2015 Seoul 

6 
투게더펀딩 

Together 
130 49 0.0% 2.4 2015 

Seoul - Gangnam 

& Teheran 

7 
8퍼센트 

8Percent 
112 42 0.8% 13.0 2014 

Seoul - Gangnam 

& Teheran 

10 빌리 Villy 97 32 1.6% 9.8 2015 Seoul - Gangnam 

16 소딧 Sodit 62 15 0.0% 1.0 2015 Seoul 

20 펀다 Funda 32 11 2.5% 5.4 2015 Seoul - Gangnam 

Subtotal  1,272 575 3.0% 64.3 2015   

Other startups 815 335 1.0% n/a n/a Incl. 53 startups 

Total sector 2,087 910 2.2% n/a n/a 
 

Table 7. Descriptive statistics of the leading P2P finance startups of Korea 

The statistics of the P2P financing industry illustrate sizeable industry, with accumulated 

capital from investors of over US$ 60 million, with most of the startups being established 

already in 2014-2015 (see Table 7; Korea P2P Finance, 2018). The P2P finance growth is 

notable as even without the government support the startups via improved efficiency have 

grown as an industry, with 63 entities providing services, and even exerted pressures for 

the traditional banks to update their behavior and service fees for loans and deposits 

(Park, 2017; Kim, 2017a; Bae, 2017a; Song, 2017). Interesting empirical insight is also 

that the extensive investments from VCs to startups suggest the investors perceive a 

favorable future for the sector despite of the unfavorable regulatory status. The statistics 

presented above, Table 7, also indicate the efficiency of the startups as the total sector has 

delinquency ratio of 2.2% with leading startups achieving ratios of roughly 1%, which is 

relatively good as same metrics of traditional financial sector, e.g. Shinhan Financial 
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Group‟s delinquency ratio for credit cards is around 1.4% to 1.9% in 2013 to 2016, NPL 

ratio (non-performing loans ratio) averaged around 0.7% to 1.3%, whereas Woori 

Financial Group‟s NPL ratio in 2014 to 2016 averages around 1% to 2.1% and 

delinquency ratio for bank loans averages around 0.5% to 0.9% (Woori, 2018; Shinhan 

2018). The relatively similar level of delinquency rates of P2P fintech startups with 

traditional financial sector reflects the fintech startups are able by efficient new 

technology to offset the disadvantage of lesser resources in comparison to traditional 

banks. With the technological advantage the P2P lending startups even explicitly perceive 

as their goal to transform how financial activities are organized as People Fund, Lendit 

and Wadiz have stated they are collectively aiming to re-organize finance in Korea, 

including cultural leadership (Park, 2017; Son 2017a; 2017b).  

The industry statistics of cryptocurrency trading and P2P lending suggest rapid 

institutional transformation emerging in Korea via institutional entrepreneurship of the 

startups. Similar empirical evidence is illustrated by Viva Republica attracting 12 million 

users (25% of Korean population) and Broccoli app of DAYLI Financial Group attracting 

100 thousand users. The fintech startups consistently emphasize that institutional 

evolution in Korea is driven by material efficacy – providing better utility for the 

stakeholders. Introduction of online-only banks in 2017 reflect this as the introduction of 

Kakao Bank and K-Bank immediately attracted extensive customer traction – Kakao 

Bank accumulated over 3 million consumers, US$ 2 billion of deposits, US$ 1.25 billion 

of loans in first month of service – while K-Bank in a few months gathered over US$ 1 

billion of deposits and 1 million customers (Kim, 2017c; Lee, 2017b; FSC, 2017b; 

2017c). Online-only banking with improved efficacy effectively challenged traditional 

banking sector, which forced traditional banks to revise their pricing and services models 

(Lee, 2017b). This however also suggests how FSC and government authorities act as 

gatekeepers – i.e. online only banks require license from financial authorities – where 

regulatory limitations effectively limit innovation and competition as even as of 2018 the 

FSC is limiting introduction of new startups (e.g. non-banks can have only 10% equity 

share of online-only banks) (Lee, 2017b; Song 2017). Additionally, the Kakao Bank 

includes US$ 200 million investment from Chinese Alibaba to suggest that local Korean 

ecosystem is not entirely supporting of new innovation (Ramirez, 2017). 
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5.3.4. Clustering and fintech ecosystem building of Korea 

The empirical observations, as illustrated in 5.3.1-5.3.3, illustrate the fintech industry of 

Korea was driven by a new generation of startups who independent of the government, 

FSC and traditional financial industry created a new industry and a new institutional 

field. The industry statistics moreover exhibit how rapidly the institutional evolution 

towards a new behavioral model occurred in Korea. Empirical data of Korea provide 

additional insight how the institutional entrepreneurship of startups was empowered by 

the startups creating clusters and ecosystems for the fintech startups. While the fintech 

startups leveraged openness of the regulatory framework to create new behavioral 

models, and as focal points nurtured adoption of the new industry, the fintech startups of 

Korea also required additional support and institutional resources via clustering and 

ecosystem building to create a new industry. The empirical analysis of industry statistics 

and interviews of stakeholders illustrate that firstly the fintech startups‟ capability to 

pursue institutional entrepreneurship was rooted in fintech ecosystems in Gangnam and 

Yeuido districts, and secondly the ecosystems were created by fintech startups 

coordinating and mobilizing the ecosystem building. The statistics of startup clustering 

illustrate that nearly all of the fintech startups are located in the Gangnam and Yeuido 

clusters, while mere 8% of fintech startups are located in government initiated Pangyo-

cluster, which reflect the success and vitality of the spontaneous cluster building by 

startups in contrast to government intervention (see Table 8
9
). 

Geographical 

location  

Quantity  / 

% 
Notes 

Seoul - Gangnam  44  /  39 %  16 in Teheran-Valley,  

Seoul – Yeuido  22  /  20 %  * 8 involved with DAYLI Financial Group 

Seoul – Jung  15  /  13 %  * Older technology related startups 

Seoul – other  18  /  16%   

Pangyo  9  /  8 %  * Govt' Creative Economy Center 

Outside of Seoul 4  /  4 %   

Total 112  /  100 % 

 
Table 8. Statistical indicators of fintech startup clustering in Korea 

                                                 
9
 Table 8 resources: KORFIN website and startup websites. 
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The important empirical insight from the case study of Korea is to illustrate the role of 

startups in coordinating the spontaneous cooperation of private sector entities to establish 

a new cluster of stakeholders as an ecosystem. The fintech ecosystem development in 

Korea provides evidence that the startups are the focal point of cluster building – they act 

as the coordination mechanism to nurture spontaneous development of a cluster and 

various stakeholders (e.g. VCs, accelerators). Agglomeration provides positive 

externalities but creation of clusters suffers from negative externalities and coordination 

problems, which is why Korea has perceived interest to support cluster building, but the 

empirical evidence illustrates that Korean initiatives to nurture cluster building via 

„Creative Economy‟, „Fintech Support Center‟ and „Pangyo Creative Economy Valley‟ 

(FSC, 2015l) have largely failed as Korea attempted to establish a competing cluster in 

Pangyo (instead of supporting existing startup clusters), and only few startups (8% of all 

startups) are located in Pangyo and even these startups established their offices prior to 

government initiatives. Moreover, the clustering of startups in Gangnam predates the 

policy initiatives of the Korean government, which suggest the new government policy 

focus of startups actually inspired by focal point of startups – i.e. the successful Gangnam 

and Yeuido startup ecosystems have guided Korea to recognize the importance of startup 

ecosystems. Therefore, the empirical case study of Korea illustrates how the startups have 

been essential in coordinating and structuring the ecosystem development with fintech 

startups as the focal point – i.e. new fintech startups attract complementary investments 

and clustering of VCs, accelerators, new startups and other stakeholders – while 

government has failed to achieve this. To emphasize, the VCs, accelerators, startups and 

other ecosystem stakeholders are private entities that spontaneously coordinated their 

complementary investments to establish an ecosystem. Moreover, the industry statistics 

(Table 9 below) exhibit the fintech startups emerged before any government initiatives 

and the ecosystems were spontaneously established to provide institutional inputs for the 

startups. The Table 9 indicates the dynamic ecosystems emerged early on in 2013-2015 

where the most dynamic cluster is found from Gangnam, Teheran cluster, where nine of 

the most promising startups are located with cumulative capital investments from VCs of 

roughly US$ 200 million. Teheran cluster was largely established in 2012-2013, which 
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guided the ecosystem building of Gangnam as the first wave of fintech startups 

incentivized establishing VCs and accelerators. 

Geographical 

location 
Qty 

Capital 

MUSD 
% of capital from abroad 

Est. year, 

median 

Seoul - Gangnam 20  231   8/20 of startups, 70% of capital 2015  

Seoul - Yeuido 4  262   3/4 of startups, 90% of capital 2015  

Seoul – Other 4  269   5/5 of startups, 95% of capital 2015  

Pangyo 4  31   3/4 of startups, 20% of capital 2013  

Other outside of Seoul 0  0   -  - 

Total 32  793   19/30 of startups, 80% of capital 2014  

Gangnam - Teheran 9  174   5/9 of startups, 80% of capital 2013  

% in Gangnam 61% 29%     

% in Seoul 88% 96%     

Table 9. The descriptive statistics of the fintech clusters of Korea 

The statistics of fintech startup clustering (Tables 9, 10) indicate the specific clustering of 

startups within the startup ecosystems of Seoul. Of the nearly US$ 500 million venture 

capital investments nearly all is located in Gangnam and Yeuido clusters. Other metrics 

of cluster vitality, e.g. revenue, also show the successful startups are located in Gangnam 

and Yeuido as the leading cryptocurrency exchanges with nearly US$ 700 million profits 

are located in Gangnam, which fosters a virtuous cycle of development as for example 

Dunamu in Gangnam invests US$ 100 million of the annual profits into additional fintech 

R&D (Ahn, 2018c), whereas DAYLI Financial Group and ICON have established 

Deblock, a VC and an accelerator, to leverage their success to nurture dynamic 

ecosystem development. DAYLI Financial Group is an especially good example of 

virtuous cycle of development as the fintech conglomerate channels their extensive 

capital resources into new startups within the conglomerate to establish their own DAYLI 

fintech ecosystem in Yeuido, with continuous success as for example recent ICON 

project gathered over US$ 40 million of funding and is perceived globally as one of the 

most promising blockchain projects. Additionally, the conglomerate structure enables 

channeling intangible resources, e.g. skills, knowledge, employees, technology, within 

the DAYLI conglomerate structure with low transaction costs. Importantly, both 

Gangnam and Yeuido ecosystems have been spontaneously created by startups without 
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any government support, as the government of Korea has even competed by trying to 

establish a separate Pangyo cluster outside of Seoul. 

The spontaneous development of fintech startups and the fintech ecosystems of Gangnam 

and Yeuido in Seoul have been the powerful locomotive of fintech industry growth, 

because the ecosystems have from 2012 to 2018 provided the required resources to 

empower innovative fintech startups. The spontaneous bottom-up development of a new 

industry by the startups moreover has largely occurred without the support of 

government, which reflects how the innovative new startups are capable of establishing 

new models for organizing societies, with fintech industry of Korea in 2017-2018 

becoming already a powerful standalone industry with extensive economic resources. 

The establishment of ecosystems in Gangnam and Yeuido provide autonomy for the 

startups – ability to innovate and deviate from the institutionalized models of economic 

behavior – and to this purpose the capital and profitability are crucial as economic 

resources ensure ability to develop new technology and organizational models. The 

industry statistics (see Table 10) illustrate the fintech startups of Korea have received 

nearly US$ 1 billion of capital and the leading cryptocurrency exchanges (Bithump, 

Dunamu, Coinone, Korbit) have annual profits in 2017 of US$ 700 million, which 

reflects the extent of economic resources to develop new institutions. Additional 

important element providing autonomy for startups (from the traditional financial sector) 

is the sourcing of capital, mostly (roughly 80%) from abroad, mainly US (Table 10), 

which provides independence for startups from the traditional financial sector of Korea. 

Especially the early generation of fintech startups, DAYLI Financial Group and Viva 

Republica, received in 2012-2014 extensive funding from notable US VCs of Macquarie, 

Formation 8 and Altos Ventures, which provided these leading fintech startups ability 

and autonomy to pursue truly innovative strategies independent of institutional 

isomorphism pressures of the domestic environment. Without access to foreign capital 

(nearly 80% of the roughly US$ 1 billion of startup funding), the fintech industry would 

not have developed as quickly as it did from 2012 to 2018 in Korea. New additional 

channel of capital is ICOs as 40% of capital (US$ 400 million) comes from new 

cryptocurrency financing mechanism, which is crucial as ICOs provide new funding 

infrastructure especially designed for innovative new projects. Recently in 2018 Korea‟s 
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fintech development has been moreover supported by specialized VCs, Hashed and 

Deblock, which both aim to inject capital to promising blockchain projects.  

However, it needs to be emphasized the VCs do not create technology, they merely invest 

in promising business models, which means that as a causal pattern the promising new 

ideas of fintech startups are necessary for the institutional evolution, while capital merely 

amplifies the development. But it is important to emphasize that innovation of startups, 

especially ICOs and P2P lending technology, are important as this bottom-up innovation 

provides new financial infrastructure to empower more efficient capital allocation to new 

ventures. Moreover, the allocation of capital follows efficient ideas, which means that 

differential allocation among geographical ecosystems reflects differences in efficiency. 

Thus, the lack of private capital in government supported Pangyo cluster (mere 8% of all 

fintech investments in Korea), suggest the investors do not perceive government project 

as a fruitful endeavor, but instead choose to invest in ecosystems of Seoul. However, the 

interviews suggest the stakeholders perceive the government will eventually become 

favorable for the new industry which provides confidence for the startups, VCs and 

accelerators to invest in new technology, but this merely means the government is 

reactionary and infrastructural; merely following private sector initiatives. 

Table 10
10

 below presents the fintech industry statistics of Korea, including the promising 

fintech startups, gathered funding, year of establishment, location and sources of capital. 

Industry statistics highlight that all of the important fintech organizations are new 

startups, mostly located in Gangnam or Yeuido. Industry statistics interestingly reflect 

that while from 2015 to 2018 FSC has channeled extensive capital to VCs to invest into 

startups (via „Funds of Funds‟ arrangements), but as 80% of capital comes from abroad, 

the industry statistics indicate FSC provided funds have not flown to startups but remain 

in funds of VCs waiting for opportunities.  

 

 

                                                 
10

 Table 10 information is retrieved from databases of Crunchbase, Vc.kr, Pitchbook, and Index.co 
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Startup 
Funding 

US$ mil' 

Est. 

year 

Business 

model 
Location Investors 

HDAC 

Technology 
258.0 2017 

Crypto-

currency 
Seoul ICO 

Kakao  - Pay & 

Bank 
200.0 2010 

Payments, 

banking 
Jejudo 

Alibaba (also Kakao 

Group, K Kube & DAUM) 

DAYLI 

Financial Group 
187.2 2012 

Various 

services 
Seoul – Yeuido 

Macquarie US, Formation 8 

US 

Toss / Viva 

Republica 
77.2 2013 Payments 

Seoul - Gangnam 

& Teheran 

PayPal US, Goodwater US, 

Altos Ventures US 

ICON / ICX 42.0 N/A 
Crypto-

currency 
Seoul – Yeuido 

ICO, Pantera US, DAYLI 

Financial Group 

Devign Lab 

(Coinone) 
27.0 2014 

Crypto-

currency 
Seoul – Yeuido 

K-Kube KR/ Acquired by 

DAYLI Financial Group 

KR / Others 

BOScoin 15.0 2015 
Crypto-

currency 
Seoul – Gangnam ICO (various investors) 

8Percent 13.0 2014 Lending 
Seoul - Gangnam 

& Teheran 

KG Inicis / DSC 

Investments KR 

Glosfer 13.0 2012 
Crypto-

currency 

Seoul - Gangnam 

& Teheran 
ICO (various investors) 

Wadiz 11.0 2012 Crowdfunding Pangyo 

Stic Investment KR, 

Smilegate KR, Shinhan 

KR, L&S Venture KR 

Tera Funding 10.4 2014 Lending 
Seoul - Gangnam 

& Teheran 

Angels Ventures KR, 

Woori Bank KR, Atinum 

Investment KR 

Villy 9.8 2015 Lending Seoul – Gangnam 
Acquired by SFC CO KR, 

KOSDAQ listed company 

Coinplug 8.3 2013 
Crypto-

currency 
Pangyo 

SBI Investment KR, DSC 

Investment KR, Capstone 

KR, Tim Draper US 

Yelopay 8.0 2012 Payments Seoul – Gangnam DSC Investments KR 

Hankook NFC 7.3 2014 Payments Pangyo 
MJS JP, KDB Capital KR, 

L&S Ventures KR 

Lendit 6.6 2015 Lending Seoul Altos Ventures US 

Korbit 6.5 2013 
Crypto-

currency 

Seoul - Gangnam 

& Teheran 

Pantera Capital US, 

Softbank JP, acquired by 

Nexon US for 80M 

Honest Fund 6.0 2015 Lending Seoul – Yeuido 

KB investments KR, 

Shinhan KR, Hanwha Life 

KR 

People Fund 5.7 2015 Lending 
Seoul - Gangnam 

& Teheran 

500 startups US, DAYLI 

Financial Group KR 
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Funda 5.4 2015 Lending Seoul – Gangnam 

BC Card KR, Korea 

Investment Partners KR, 

Seven Angels Holdings KR 

Korea Credit 

Data 
5.1 2016 Other Seoul – Gangnam 

Kakao KR, KT KR, Korea 

Federation Banks KR 

Blocko 4.5 2014 Blockchain Pangyo 
DAYLI Financial Group 

KR 

Roof Funding 4.0 2015 Lending Seoul – Gangnam 

Korea Investment Partners 

KR, Kakao Games KR, 

YSK Media KR 

Sentbe 3.5 2015 Remittances Seoul – Gangnam 
Stonebridge Capital KR, 

Coinone KR 

Dunamu 3.3 2012 
Finance 

management 

Seoul - Gangnam 

& Teheran 

Stonebridge Capital KR, 

Woori KR 

Together 

Funding 
2.4 2015 Lending 

Seoul - Gangnam 

& Teheran 

Korea Investment Partners 

KR 

Streami 2.0 2015 Blockchain Seoul – Gangnam 

Digital Currency US, 

Shinhan KR, Bluepointe 

Ventures US, Alibaba CN 

Bithumb / btc 

Korea 
2.0 2013 

Crypto-

currency 

Seoul - Gangnam 

& Teheran 

Acquired partly by Omnitel 

KR 

Moin 2.0 2016 Remittances Seoul – Gangnam 
BA Partners KR, Capstone 

KR, Strong Ventures US 

Rainist 1.7 2012 
Finance 

management 
Seoul – Gangnam 

DAYLI Financial Group 

KR 

AIM 1.6 2016 
Finance 

management 
Seoul 

DT&I KR, 

Startupbootcamp UK, 

Soorim KR 

Finda 1.5 2014 
Finance 

management 
Seoul 

500 startups US, Strong 

Ventures US 

uberple 1.0 2013 
Finance 

management 
Seoul – Gangnam Stonebridge Capital KR 

Sodit 1.0 2015 Lending Seoul 
Capstone KR, Strong 

Ventures US 

Table 10. Korea fintech industry statistics for the leading fintech startups 

The Table 10 presents the industry statistics
11

 exemplifying how fintech industry is 

dominated by the startups, how quickly a vast industry with vast resources has emerged, 

and the extent of capital, nearly US$ 1 billion, together with notable profitability, reflects 

the economic resources of the fintech startups to act as institutional entrepreneurs in 

Korea. As will be discussed in more detail in 5.3.5, the spontaneously established 

                                                 
11

 Table presents the statistics of the relevant fintech startups of Korea, including 32 startups, roughly 30%, 

of the fintech startups entities listed as KORFIN (Korea Fintech Industry Association) members. 
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Gangnam and Yeuido ecosystems are the most dominant, with roughly US$ 500 million 

of venture capital funding, while startups located in the government supported Pangyo 

cluster have mere US$ 30 million of funding, which reflects the VCs and investors do not 

perceive government‟s Pangyo cluster project as promising, whereas the investors by the 

extensive investments reflect confidence for dynamic innovation within the Gangnam and 

Yeuido clusters. Government has dedicated extensive capital to Pangyo cluster, but this 

has failed to attract private sector stakeholders. Government has had very limited role 

helping startups, especially as the capital is channeled from abroad and ICOs, and 

positive influence of FSC is limited to fintech startups Finotek and Yelopay gathering 

capital from KONEX, new stock market created by FSC for creative startups.  

5.3.5. The tale of Gangnam ecosystem: New institutional field creation 

The importance of clusters is well-noted due to agglomeration, network effects and 

positive externalities empowering economic growth, productivity and innovation (e.g. 

Rosenthal & Strange, 2004; Lundvall, 1985). Extensive literature of agglomeration has 

well-established how the positive externalities (e.g. network effects, information 

spillovers, labor pooling, input sharing, economies of scale and scope) support economic 

growth, innovation and development (Rosenthal & Strange, 2004; Marshall, 1920). More 

recently, research on startup ecosystem has suggested the clusters generate local 

institutional systems to empower experimental economic behavior (Casper, 2007; see 

also Greenwood et al., 2011), which has led to startup clusters and ecosystems receiving 

more attention for the innovative potential as Korea has aimed with „Creative Economy‟, 

„4
th

 Industrial Revolution‟, and „Pangyo Creative Economy Valley‟ imitate success of 

Silicon Valley of US. The empirical data of cluster formation in Korea indicate the 

fintech startups have been central in developing new startups clusters, especially in 

Gangnam, while the extensive government initiatives (e.g. FSC creating a fintech focused 

CCEI in Pangyo (FSC, 2015l)) to establish a cluster in Pangyo have largely failed. The 

study of Korea provides novel empirical evidence of how the fintech startup clusters of 

Korea are spontaneously created with the fintech startups as the central focal point in 

coordinating the development of new ecosystems. The fintech ecosystems of Gangnam 

and Yeuido districts of Seoul have been important in 2012-2018 as a concentration of 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

134 

 

startups, VCs, incubators, accelerators and other supportive entities (e.g. industry 

associations, co-working spaces, specialized legal firms) promoting development of 

fintech startups. The spontaneous cluster building provides essential institutional inputs 

to empower innovation of the fintech startups in Korea. Analysis of Gangnam, in contrast 

to government‟s Pangyo project, shows how Korean startups have spontaneously since 

2012 orchestrated building a new institutional field as a new cluster and an ecosystem in 

Gangnam where the focal point of startups coordinates a positive feedback mechanism of 

complementary investments from VCs, accelerators, and other actors to establish a new 

dynamic institutional field for fintech. The evidence also shows the new ecosystem acts 

as an institutional field providing structure, inputs, logic and meaning for the startups. 

The Gangnam and Yeuido clusters illustrate logic similar to theories of North (1990; 

1982) of how spontaneously a group of stakeholders develop institutions as solutions to 

collective problems to empower new fintech industry development, and empirical 

evidence contributes a new insight how startups act as the mechanism of coordinating the 

complementary investments. The empirical findings of ecosystem development as 

institutional evolution reflect following main points (see Figure 10): 

- Ecosystem and cluster formation are coordinated by fintech startups as the focal 

point, which coordinates complementary behavior from other stakeholders (VCs, 

accelerators, etc.) to establish an ecosystem, 

- Ecosystems and clusters are institutional fields, institutional equilibriums, which 

provide structure, meaning, logic and institutional resources to empower fintech 

development and innovation, 

- Fintech startups of Korea created a novel industry with new institutional field due 

to lack of favorable institutional environment – ecosystems nurtured innovative 

behavior by providing institutional inputs and autonomy – ecosystems are 

spontaneous institutional evolution to solve market failures, 

- Government has limited role: Indirect intervention in Pangyo project failed to 

nurture ecosystem building, but spontaneous ecosystem building suffers from 

negative externalities which Korean government has aimed to alleviate with 

indirect efforts (e.g. capital), however with limited success. 
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Figure 10. The causal patterns of fintech industry formation in Korea 2012-2018 

The fintech industry development of Korea has been extensively clustered in Gangnam 

and Yeuido ecosystems as nearly 75% of the promising startups, over 60% of all fintech 

startups of Korea and 90% of investments into fintech startups are located in Gangnam or 

Yeuido (see Table 10). The important feature, as illustrated in Figure 10 above, is that the 

initial wave of fintech startups in 2012-2015 guided the new cluster formation by 
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providing a focal point to coordinate complementary investments from the other 

stakeholders (VCs, accelerators), and as result all of the prominent ecosystem entities are 

located in Gangnam or Yeuido (i.e. startups, VCs, accelerators), while the government 

project of Pangyo-cluster is characterized by notable absence of startups (only 8% of all 

fintech startups of Korea), VCs and accelerators. The private sector entities (startups, 

VCs, accelerators) choose their location by the utility, which means clustering, especially 

of investments, illustrates stakeholders‟ perception of vitality and dynamism in Gangnam 

and Yeuido, while the lack of clustering in government‟s Pangyo project reflects 

stakeholders‟ negative perception of the Pangyo project despite of the vast government 

resources injected into the project. The absence of fintech startups outside of Gangnam 

and Yeuido also suggest the importance of ecosystems in providing important resources 

for the startups to pursue innovation (only 4% of startups are located outside of Seoul and 

Pangyo). The fintech ecosystems of Seoul – Gangnam and Yeuido – are developed to 

create institutional field to support fintech innovation and industry operation.  

Table 11 below summarizes that nearly all of the leading startups, VCs, accelerators and 

other supportive stakeholders are located in Gangnam with each stakeholder providing 

vital resources for the stakeholders – VCs provide capital, incubators and accelerators 

provide various resources, while other supportive stakeholders provide networking and 

general support for the new industry
12

. To emphasize, birth of ecosystem follows from 

the leadership of fintech startups guiding cooperative behavior, which is emphasized by 

capital investments prior the FSC support as VCs in 2013-2015 invested into promising 

startups in Gangnam and Yeuido (e.g. DAYLI receiving in 2015 US$ 50 million of 

funding, Viva Republica US$ 4.5 million, Lendit US$ 5 million, 8Percent US$ 8 million) 

as the extensive investments illustrate the vitality of spontaneously formed ecosystems, 

which additionally reflects belief of private sector entities that innovation will eventually 

lead to formal and informal regulatory and institutional evolution. 

 

 

                                                 
12

 Table 11 data gathered from stakeholder (startup, incubator, VC) websites. 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

137 

 

Startups 
Venture capital 

companies 

Incubators / 

accelerators 

Other supportive 

stakeholders 

Toss (2013) 
DSC Investments 

(2012) 
D-Camp (2012) Google Campus (2015) 

8Percent (2014) Stonebridge Capital 

(2008) 

SparkLabs (2012) 
Korea Fintech Industry 

Association (2016) 
Tera Funding (2014) Actner Lab (2012) 

Yelopay (2012) Capstone (2008) Maru 180 (2014) 

Korbit (2013) Korea Investment 

Partners (2001) 

DEV Korea (2014) 
Korea Crowdfunding 

Association (2016) 
People Fund (2015) 

 

Villy (2015) Seven Angels Holdings 

(2016) Funda (2015) 
Bae, Kim & Lee LLC 

(legal) 
Korea Credit Data (2016) SoftBank Ventures 

(2002) Rainist (2012) 

Dunamu/Upbit (2012) Strong Ventures (2011) WeWork (co-working) 

Bithump (2013) 500 Startups (2015) Garage (co-working) 

Streami (2015) DT&I Investments 

(2015)  + 40% of Korea's startups) 

2013.8 2009.8 2012.8 Median foundation year 

Table 11. Gangnam –cluster formation: startups, VCs and other stakeholders 

Firstly, spontaneous formation of the fintech ecosystems in Gangnam and Yeuido are 

driven by the fintech startups, with startups acting as the focal points coordinating and 

guiding the complementary investments into ecosystem development, with industry 

statistics of Gangnam (Table 11) illustrating how the ecosystem developed as a collective 

joint process in 2010 to 2015 without government intervention. The evolution of the 

Gangnam fintech ecosystem is grounded in the historical background of the Gangnam 

startup ecosystem, with special clustering in the Teheran valley, starting to evolve circa 

2007-2012 via clustering of technology companies (especially internet-related 

enterprises), VCs and incubators. For example, technology companies such as Naver, 

Daum, Google, IBM and Samsung have their offices located in the Gangnam district‟s 

Teheran Valley, while both new Korean startups (e.g. Coupang, Yello Mobile) and 

foreign startups (Twitter, Uber) have also set their offices in the Gangnam district. The 

fintech ecosystem in Gangnam thus partially leverages the historical startup ecosystem in 

Gangnam (Palmer, 2013), but the fintech startups of Gangnam become to emerge in circa 

2012-2014, while the notable startups of Coupang and Yello Mobile were founded in 

2010-2012, thus the fintech startups have been together with other startups establishing 

the startup ecosystem. The VCs, incubators, accelerators and other ecosystem resources, 
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e.g. co-working spaces, are established within largely in 2012-2015 by following the 

focal point of startups. Thus, most of the stakeholders of the Gangnam ecosystem were 

established before the Park Administration in 2013 initiated „Creative Economy‟ policies 

and before the FSC in 2015 initiated fintech support actions. The interviews (Beikverdi, 

2018; Cha, 2018) reflect the fintech startups early on in 2012-2014 recognized necessity 

to act as institutional entrepreneurs and had belief that other stakeholders will begin to 

support the fintech model and engage in complementary investments. Formation of 

Gangnam ecosystem has been thus driven by the startups, which as a focal point provide 

a functional model for other stakeholders to follow. 

Secondly, the empirical evidence of Gangnam‟s fintech ecosystem illustrate how the 

fintech startups act as the institutional entrepreneurs and focal points coordinating a 

collective behavior change towards a new institutional field. This reflects theories of 

North (1990; 1982) as a spontaneous cooperation among actors to solve collective 

problems but contributes new insight by illustrating the startups are central coordination 

mechanism to mobilize establishment of a new ecosystem via complementary 

investments from VCs, accelerators and other stakeholders. Empirical data of Korea 

illustrates a causal pattern where initial wave of fintech startups (e.g. Viva Republica, 

Dunamu, 8Percent) provide a focal point for new fintech ecosystem of Gangnam which 

attracts complementary development from VCs, accelerators and other supportive 

stakeholders, where each complementary action reinforces the positive feedback 

mechanism among the actors leading to development of the Gangnam ecosystem today. 

To specify, the early-on fintech startups in 2012-2015 provided a positive utility for 

stakeholders to engage in supportive behavior leading to ecosystem building in Gangnam. 

Without the startups there would not be incentives for other actors (VCs, accelerators, 

even government) to change their behavior. Thus, the fintech startups provide utility for 

the stakeholders to change their behavior, which is especially exemplified by attraction of 

foreign stakeholders, e.g. US entities 500 Startups, Garage, WeWork, SparkLabs, 

Accelerate have established their operations in Gangnam (see Table 11). The ecosystem 

of Gangnam effectively addresses a market failure to invest in promising new technology 

of fintech as the ecosystem as a coordinated cooperation platform of VCs, accelerators 

and startups channels capital to innovation to develop new technology. Empirical data of 
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Korea illustrate the central role of startups as the coordination mechanism as the fintech 

startups provide demand for new resources – e.g. capital, incubation, co-working spaces – 

which fosters development of new stakeholders and their investments into the ecosystem.  

The fintech startups are crucial as they specify the demand for supportive stakeholders 

and influence formation of VCs and accelerators. For example, in recent years the startup 

clustering has incentivized creation of various supportive entities, e.g. incubators and 

accelerators such as D-Camp, DEV Korea, Spark Labs, Actner LAB, Shift and Maru 180 

in the Gangnam district, while co-working spaces such as Google Campus, Garage and 

WeWork have been more recently established in 2015-2017. Similarly, in the recent 

years various VCs have been established in Gangnam district, with special clustering in 

the Teheran-ro as such VCs as DSC Investment, Stonebridge Capital, Korea Investment 

Partners, Seven Angels Holdings, 500 Startups, SoftBank Ventures, Capstone, SBI 

Investments, DT&I, KB Investments, are all located in Gangnam. Even specialized legal 

services for startups, e.g. Bae, Kim & Lee LLC, have been created in the Gangnam 

district. The spontaneity of the private sector initiative is noted as supportive 

stakeholders, such as D-Camp is created from initiative of the local Korean banks to 

establish an ecosystem for the startups (Palmer, 2013), while similarly DREAMPLUS 63 

originated from similar motives of Hanwha Life (2016a; 2016b) to support ecosystem 

development. Thus, the new ecosystem of Gangnam was created via coordination from 

the startups and without any government intervention. Arguably the FSC and government 

initiatives to establish a competing Pangyo cluster may have even suppressed and 

crowded out vitality of the Gangnam cluster.  

While the Gangnam ecosystem emerged spontaneously via leadership of startups, the 

spontaneous process also suffers from market failures, which the government has aimed 

to address by channeling extensive capital for VCs via „Funds of Funds‟ arrangements to 

invest into startups, with 2015 to 2020 funds for fintech up to US$ 4 billion (FSC, 2015l; 

2016c; 2017a; “Gov‟t to offer”, 2017). While the government initiatives are important to 

provide capital for the startups, it should be noted the Gangnam and Yeuido clusters 

emerged in 2012-2015, prior to FSC initiatives to channel capital in 2015 to 2020, and 

moreover most of the capital for startups flows from US (with roughly 80% of 
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investments into startups coming abroad), with 40% of capital from ICOs, which suggest 

even the indirect influence of government has been very limited in the cluster building in 

Korea and the extensive injection of capital and resources has not flown to startups. 

The first wave of fintech startups in Gangnam initiated a virtuous cycle of self-

reinforcing feedback loops among the stakeholders to establish a new ecosystem. The 

clusters of Gangnam and Yeuido act as the supply side institutional resources for the 

startups (see Hall & Soskice, 2001; Jackson & Deeg, 2008) providing various resources 

to startups, but it should be noted the physical proximity provides also incremental 

institutional inputs. The proximity of the stakeholders is very notable, for example 

Teheran-ro cluster includes various stakeholders even in same buildings as for example 

Maru 180 building in Teheran-ro includes investors, startups and incubators within the 

same facilities. Interviews with industry stakeholders reflect the geographical proximity 

is important to provide resources for the startups, e.g. especially the clustering easies the 

access to talent and skills, where clustering together with churn of startups ensures there 

is constant provision of talent and skills, which effectively reduces risks for both startups 

and employees to invest in fintech-specific talents and knowhow. Clustering moreover 

amplifies the transmission of information and knowhow across the sector to increase 

innovation. For example, the management of team Viva Republica exemplifies similar to 

other fintech startups that team members are characterized by a background of failed 

attempts (Kim, 2017c) but the clustering of startups in Gangnam provides an easy 

transition to new ventures within the Gangnam ecosystem. Risk of failure is apparent in 

startups but clustering effectively mitigates the risks. Interviews also highlight the 

riskiness of startup activities is reduced by social embeddedness and interaction – Korean 

entrepreneurs begun informal bitcoin meetings in 2013 and established Korea Fintech 

Forum in 2014 – nurturing cooperation to establish common understanding of the 

structure of the new industry and nurturing collective investments in Gangnam towards 

the new business models. Physical proximity in the clusters of Seoul also nurture virtuous 

feedback mechanism as the clustering nurtures information sharing and cooperation 

leading to establishment of interest groups, meet-ups and industry associations resulting 

creation of various coalitions in 2013 to 2018 (Korea Fintech Forum, KORFIN, Korea 

P2P Finance Association, Korea Blockchain Association) (Bae, 2017a).  
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Yeuido ecosystem in Seoul (a sister ecosystem of Gangnam due to geographical 

proximity and historical roots in the Gangnam ecosystem) is a smaller ecosystem which 

leverages the financial resources of the Yeuido financial district and is organized around 

the vast resources of the fintech conglomerate DAYLI Financial Group. The success of 

DAYLI Financial Group moreover is grounded in the historical affiliation with Yello 

Mobile located in the Gangnam ecosystem, which illustrates that the vitality of Yeuido 

ecosystem is derived from spillover effects of Gangnam development but simultaneously 

also illustrates a pattern of spontaneous startup-led endogenous institutional evolution, 

i.e. government has no role in Yeuido ecosystem development. Yeuido ecosystem is 

effectively a DAYLI ecosystem, also recognized by the DAYLI representatives (Cha, 

2018), as the conglomerate structure with roughly 20 fintech startups (including various 

promising startups such as theloop, People Fund, d. Lemon, ICON, Coinone, 

Newsystock, Leevi, Blocko, Rainist) controls combined accumulate funding of roughly 

US$ 300 million (see Table 10). DAYLI Group illustrates how the conglomerate 

structure as a small ecosystem similarly to Gangnam aims to alleviate market failures by 

channeling capital, information, talent and networking within the conglomerate structures 

to promising endeavors by minimizing transaction costs
13

. Case of DAYLI is insightful 

as it shows how startups are able to by their organizational solutions alleviate market 

failures and foster institutional evolution by their organizational strategies as the 

conglomerate structure provides an ecosystem to empower innovation. Recently the 

DAYLI ecosystem has nurtured the ICON project, widely considered as one of the 

leading blockchain projects globally, with over 80 employees, and notable success of the 

project has led to DAYLI and ICON establishing Deblock, a VC and accelerator, to 

promote active ecosystem development around the DAYLI conglomerate structure by 

channeling capital and information to new projects. Yeuido cluster also has other 

supportive stakeholders empowering fintech innovation by the proximity to financial 

district, Global Fintech Research Institute and DREAMPLUS63 center by Hanwha Life. 

Thirdly, the importance of Gangnam and Yeuido ecosystems is to act as institutional 

fields to alleviate market failures, but unlike other institutional fields with intention to 

                                                 
13

 Historically chaebols alleviated similarly market failures with conglomerate structures channeling capital 

and information to innovation (Amsden, 2001). 
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structure and stabilize behavior, the purpose of fintech ecosystems is to provide 

institutional inputs to nurture innovation and experimentation. The central stakeholders of 

the ecosystems – VCs and accelerators – are created as solutions to address market 

failures to provide support and resources for the promising startups – thus the design of 

startup ecosystems of Gangnam and Yeuido is directed to innovation. As the empirical 

analysis of the stakeholders illustrates (see Table 10, 11), nearly all of the notable VCs, 

accelerators and co-working spaces are located in Gangnam, while the government 

project Pangyo lacks these entities. The interviews of industry stakeholders indicate the 

ecosystems and the stakeholders (e.g. VCs) perceive as their role to empower innovation. 

Ecosystems provide institutional inputs for innovation and the nature of institutional 

inputs promotes experimentation rather than stability, and as work of Aoki (2011) 

suggests, distinction of informal or formal institutional field is partially insignificant as 

the institutional fields are behavioral templates, where shared templates and institutional 

resources are essential for empowering specific modes of behavior. Gangnam and Yeuido 

ecosystems differ from normal industrial clusters and institutional fields as the ecosystem 

structures incentives to provide utility for experimentation, i.e. incentivize to deviate 

rather than to comply with „normal‟ institutional patterns. Empirical data of Gangnam 

and Yeuido also illustrate the importance of global embeddedness as the ecosystem 

statistics (Table 10) illustrate roughly 80% of the capital investments comes from abroad 

as well as many foreign VCs, co-working spaces and accelerators have established their 

offices (e.g. 500 Startups, Accelerate, SparkLabs, Google Campus) in Gangnam. Global 

embeddedness is important as it provides source of new information to promote 

innovation, which has been noted as important inspiration by various fintech startups, e.g. 

8Percent, People Fund, Lendit, bitHolla (e.g. Park, 2017; Beikverdi, 2018). 

5.3.6. The tale of Pangyo project: Inefficiency of state intervention 

The tale of Gangnam ecosystem is a narrative how spontaneously the fintech startups 

created a new institutional field to promote fintech industry development in Korea. 

Notable success of Gangnam has even led to Gangnam to be known as the „Korean 

Silicon Valley‟ due to abundance of innovative startups. The tale of Pangyo project by 

the Korean government in contrast illustrates the inefficacy of the government‟s cluster 
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building as the Korean government recognizing the importance of agglomeration and 

startups ecosystems has since 2013 with the Park Administration‟s „Creative Economy‟ 

initiative in 2015-2018 injected extensive resources to establish a new „Korean Silicon 

Valley‟ with the „Pangyo Creative Economy Valley‟ project but with very limited success 

(MSIP, 2016). Explicit ambition of the „Creative Economy‟ plan is to establish CCEIs 

(Centers for Creative Economy and Innovation) across the Korea (17 CCEIs in total) to 

create startup ecosystems alleviating market failures of entrepreneurial startup activities 

and amplifying agglomeration advantages to imitate innovation success of the US Silicon 

Valley (KISA, 2015), but instead of supporting the existing dynamism of Gangnam and 

Yeuido clusters in Seoul, the government of Korea and FSC has aimed to establish a 

competing cluster in Pangyo with notably poor results (see Table 10). Government has 

aimed to create market forces rather than amplify existing dynamism. Government 

recognized correctly the necessity for Korea to transition to a more innovative startup 

driven economy, “departing from the current economic structure that relies heavily on 

large companies” (MSIP, 2016, p. 11), together with extensive resources as the 

government in 2016 promised to invest US$ 66 billion into development of the Pangyo 

district and its startups (Pasquier, 2016), as well as the „Creative Economy‟ includes 

various initiatives to develop the creative clusters of Pangyo, e.g. plan‟s four pillar of 

“Nurturing Creative Talent”, “Recreating Venture/Startup Ecosystem”, “Reinvigorating 

Platforms for Creative Economy” and “Creating New Industries with S&T and ICT” 

(MSIP, 2016, p. 11). For startups the CCEIs provide various resources (e.g. office space, 

funding, assistance in business development) and for Pangyo CCEI the FSC has created 

specific fintech department and a „Fintech Support Center‟ (FSC, 2015l). 

The Pangyo project of Korea effectively aims to replicate what has been occurring 

already spontaneously in the Seoul ecosystems, but has been less efficient and less 

dynamic wasting notable amounts of public resources (e.g. government funds of US$ 66 

billion for Pangyo ecosystem development). Paradoxically the Pangyo project of Korean 

government is inspired by explicit ambition to transition to a more dynamic startup-

driven economic model, but the actual implementation of the plan engages in direct 

invention and industry building via government direction. Moreover, the Pangyo project 

by aiming to invent market forces effectively competes with the existing clusters of 
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Gangnam and Yeuido which might suppress and even crowd out the private initiatives in 

the Seoul ecosystems (see Jones & Lee, 2016). The misguided nature of the Pangyo 

project, with fintech specific CCEI and „Fintech Support Center‟, has resulted in failure 

to attract startups and investments as only a small fraction of startups (8% of KORFIN 

members) and even smaller share of investments (4% of total investments) are found 

from Pangyo (see Table 10). The clusters moreover require also other stakeholders (e.g. 

VCs, accelerators, associations) but consistently all startup ecosystem stakeholders have 

established their offices in Gangnam and thus the Pangyo cluster has only a small amount 

of startups, VCs and incubators, which fails to achieve a dynamic virtuous cycle of 

increasing development and investments. Additionally, the Pangyo fintech startups of 

Wadiz, Coinplug, Blocko and Hankook NFC were established in 2012-2014 (see Table 

10) – prior to 2015 initiated FSC and „Creative Economy‟ support – which suggests that 

even the very nascent fintech industry formation in Pangyo occurred independently of the 

FSC initiatives and the 2015-2018 supportive initiatives of FSC has entirely failed to 

attract fintech startups and ecosystem development. The overall performance of the 

cluster illustrates the direct initiatives of the Korean government have been ill-advised, 

resource wasting and unsuccessful in creating a fintech ecosystem in Pangyo.  

The case of Pangyo project illustrates inefficiency of the government to build new 

industries and the necessity for the governments in advanced market economies to focus 

on infrastructural and indirect policies to amplify market forces rather than to create 

them. The contrast between the spontaneous development of Gangnam and government 

project of Pangyo illustrates also why the spontaneous startups are important focal points 

organizing new clusters as the startups as functional organizational models provide a 

functional template for the other stakeholders to imitative, which is why startups need to 

emerge first and foster ecosystem development with government policies being 

reactionary, infrastructural and indirect. Lack of government‟s capabilities to create new 

industries is rooted in cognitive limitations as fintech stakeholders perceive the 

government lacks understanding of new technology and startups, which blocks 

government‟s ability to create new industries and hence requires startups to advise the 

government in economic development. Instead of direct intervention the government 

policy should focus, as OECD reports of Korea have consistently advised (e.g. Jones & 
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Lee, 2016), to adopt negative list regulatory approach to enhance autonomy of the 

startups to act as the experimental development entities of the market economy.  

Together with economic development the cognitive limitations of the government 

become even more noted as the increasing complexity and sophistication of economic 

structures requires reliance on more agile startups to guide economic growth. In new 

technology with unknown future applications the government involvement may even 

block innovation and development. New complex industrial structures of advanced 

market economies require experimentation via nimble little fingers of startups until the 

government can implement new regulations, which means the direct intervention is likely 

to be inefficient or harmful (e.g. Pangyo). Moreover, ecosystem development in Korea 

emphasizes why the institutional evolution is endogenously driven by the startups as the 

government‟s ability to engage in institutional entrepreneurship is limited by the 

cognitive uncertainty – the government cannot engage in regulatory reforms until the 

private sector guides them. Interviews with Beikverdi (2018) and Cha (2018) illustrate 

that while the FSC and government of Korea have deeply institutionalized commitment 

to support innovation and economic growth, the cognitive limitations force the 

government of Korea to be reactionary in their regulatory and policy initiatives to 

promote development as the increasing complexity and sophistication of technology 

requires the startups to act as the focal points to guide the government. 

5.4. Taiwan: Regulatory capture of fintech innovation 

The fintech industry formation in Taiwan begun together with the global „fintech‟ trend 

in the early 2012-2015 and was driven by a wave of new fintech startups experimenting 

and developing new innovative technology and business models. Similar to Korea, the 

fintech startups emerged before the Taiwan‟s Financial Supervisory Commission (TFSC) 

or the Executive Yuan had recognized or created supportive measures for the fintech 

startups (TFSC, 2016a; 2015c) as already in 2015 70% of the notable fintech startups 

were established (see Figure 11; data in Table 12). Similar to Korea, the Taiwanese 

startups leveraged openness of the regulatory framework to experiment with business 

models as environment of Taiwan in the early phase of fintech industry formation in 
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2012-2015 did not provide support for fintech startups, and even in 2017-2018, the most 

important stimulus for startups as capital comes from ICOs that are unregulated by the 

TFSC. Moreover, while in Korea the fintech industry was supported by the „Creative 

Economy‟ plan and government‟s growing focus for the startup economy, in Taiwan 

many of the fintech startups were founded in 2012-2014 (e.g. OwlTing, MaiCoin, 

BitoEX, Bitmark), before Taiwan‟s government in 2016 by „Digi+‟ and „Asian Silicon 

Valley‟ plans started supporting economic development via startups. Also, the creation of 

startup ecosystem stakeholders (VCs, accelerators) occurs in Taiwan later than in Korea, 

which means that startups received less of ecosystem support and hence the initial 

startups were crucial focal point to initiate ecosystem development; i.e. providing a focal 

point for the government to initiate new regulatory programs („Asian Silicon Valley‟, 

„FinTechBase‟) and informal ecosystem building (e.g. establishing VCs, accelerators in 

Taiwan). Interviews of industry stakeholders (Chen, 2017a; Wu, 2017) reflect the fintech 

startups were inspired by ideas of alternative future, with belief that startups can guide 

the economic development. 

 

Figure 11. Creation of new fintech startups and fintech industry in Taiwan 2010-2017 
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However, while the fintech startups were quickly created in 2012-2016 (Figure 11; data 

retrieved from startups websites, Crunchbase and Index.co), the industry growth and 

adoption of fintech has been marked by slowness and inertia, especially in comparison to 

Korea, which is attributed by industry stakeholders (Wu, 2017; Huang, 2018; Cho, 2017; 

Hsu 2017) due to slowness in regulatory reforms. The regulatory restrictions are 

extensive leading to the fintech industry not being perceived as a proper industry (Wu, 

2017). Therefore, in contrast to Korea the case of Taiwan illustrates that while the 

government is a secondary actor, the government and financial authorities are important 

gatekeepers as the restrictive policies in Taiwan (in contrast to more open regulations of 

Korea) have blocked the new industry formation. Regulatory restrictions have led to 

generally unfriendly environment suppressing fintech innovation (Tien & Huang, 2016; 

Yang, 2017; Hsu, 2017), and as of 2018 the interviews of industry stakeholders (Huang, 

2018) suggest the fintech startups perceive the restrictive approach will continue despite 

of the new fintech sandbox initiative. The main empirical findings of the case study are 

listed below and are discussed in more detail in 5.4.1-5.4.4 chapters: 

- The industry formation, institutional and technological evolution of Taiwan is 

driven by the wave of new fintech startups, established in 2010 to 2016 period. 

- The openness of regulations enable innovation but government‟s restrictive 

regulatory approach blocks new industry growth and innovation.  

- The government lacks knowledge of the technology, but is unwilling to leverage 

the knowledge of startups and instead cooperates with traditional financial sector, 

which contributes to conservative regulatory approach. 

- The international embeddedness and porousness of domestic borders enable fintech 

startups of Taiwan to access international institutions to empower their 

experimental behavior. 

5.4.1. Leverage of regulatory openness: Taiwanese fintech startups 

The fintech industry of Taiwan has been slowly developing as while Taiwan has initiated 

various plans to promote new startup-focused economy (e.g. „Digi+‟, „Asian Silicon 

Valley‟), the TFSC of Taiwan has not implemented meaningful reforms, new regulations 

or support programs to promote fintech development via startups. Moreover, the TFSC 
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has even suppressed new industry growth via restrictive regulatory approach, and the 

Taiwanese fintech industry stakeholders (Huang, 2018; Wu, 2017) perceive the TFSC 

does not understand new technology or fintech startups and the TFSC is unwilling and 

incapable to support fintech innovation which suppresses new industry growth (Green, 

2018b). The development of fintech technology in Taiwan has been largely incremental 

innovation in the traditional financial sector due to TFSC selectively enacting reforms 

that favor incremental development via traditional financial sector (e.g. TFSC allowed 22 

larger financial entities to provide mobile payment services (TFSC, 2016k)). More 

radical fintech innovation via startups has occurred in sub-sectors where the fintech 

startups are able to leverage openness of the regulatory framework to develop new 

businesses – i.e. blockchain and cryptocurrencies. In Taiwan, especially the blockchain 

and cryptocurrency startups have leveraged regulatory ambiguity to pursue innovation as 

already in 2015 MaiCoin and BitoEX launched a service selling bitcoins across all main 

convenience store chains of Taiwan (over 10,000 individual stores) (Southhurst, 2015; 

BitoEX, 2018; MaiCoin, 2018). Most of the promising fintech startups of Taiwan – 

MaiCoin, CoolBitX, Cobinhood, Bitmark, OwlTing, Mithril – are focused on developing 

blockchain related business models by leveraging the regulatory openness.  

Importantly, similarly to Korea, the development of new radically innovative technology 

and business models in Taiwan is entirely driven by the fintech startups – all notable 

fintech actors are 2010-2018 established startups – and for example a blockchain 

technology initiative as a consortium of Microsoft and various large Taiwanese 

traditional financial institutions has been since 2016 led by AMIS, a department of 

fintech startup MaiCoin, to promote more rapid development of new technology 

(Microsoft, 2016; TFSC, 2016j). AMIS has even provided their technology to global 

financial giant JP Morgan Chase and Taiwanese banks Taishin and Fubon (Green, 2017). 

Additionally, OwlTing, one of the leading fintech entities of Taiwan estimated to attract 

over US$ 500 million of funding by IPO in NASDAQ 2018, has based their business 

model on the technology of AMIS (Green, 2017). Recently new fintech startups of 

Cobinhood, Mithril, JOYSO and BitoEX have leveraged new unregulated funding 

mechanism, ICO, to attract extensive funding as Cobinhood in 2017 raised US$ 20 

million of funding, Mithril in early 2018 gathered similar funds, while BitoEX in May 
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2018 gathered US$ 10 million and in March 2018 JOYSO gathered US$ 4 million via 

ICO. VCs and investors in Taiwan have been unwilling to support fintech startups, but 

innovative startups can use unregulated ICOs to gather funds for business development. 

New blockchain startups have successfully leveraged the regulatory openness as for 

example Mithril‟s Mith-token has a market capitalization of US$ 230 million, with token 

ranking as 18
th

 most traded cryptocurrency, with daily trading worth over US$ 70 million 

as of April 2018, and the ICO provided estimated US$ 20 to 50 million of funds for 

business development (Coinmarketcap, 2018). Other blockchain startups OwlTing and 

CoolBitX gathered extensive capital from SBI Financials as direct investments. The 

success of Taiwanese blockchain startups – Bitmark, OwlTing, MaiCoin, CoolBitX, 

Cobinhood, Mithril –shows how innovative startups can leverage regulatory ambiguity to 

experiment with business models even in restrictive regulatory environments. The 

success has also led to interest of Taiwanese authorities and politicians (e.g. Jason Hsu) 

to promote the blockchain development in Taiwan. 

Similarly to Korea, Taiwan‟s traditional financial sector has been incapable of innovating 

and has partially opted to leverage fintech startups as a source of new technology, but in 

contrast to Korea, the Taiwanese traditional financial sector via Taiwan Financial 

Services Roundtable (TFSR) has aimed successfully to suppress fintech development by 

lobbying conservative policies of TFSC (Green 2018b). Effectively, the TFRS has 

succeeded in regulatory capture to guide and limit fintech growth of Taiwan. Thus, the 

fintech sector of Taiwan has been spontaneously established by a new wave of fintech 

startups creating a new industry, but in contrast to Korea the traditional financial sector 

and government authorities have continuously aimed to suppress and block innovation of 

the startups, which has led to slower industry growth in Taiwan in comparison to Korea. 

Despite of the obstacles, some fintech startups, especially in blockchain, have succeeded 

in developing new business models as following Table 12 of fintech startups of Taiwan 

presents. Table 12 illustrates the empirical themes of new industry being established 

entirely by startups (established between 2010 to 2018) and large amount of capital 

comes from ICOs or foreign VCs from abroad
14

. 

                                                 
14

 Table 12 data gathered from Crunchbase, Index.co, Pitchbook and startup websites. 
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Name Industry 
Est., 

year 
Location 

Capital 

MUSD 
Investor Incubator 

Cobinhood 
Crypto 

currencies 
2017 

Xinyi, 

Taipei 
18.0  

Bayan Capital US, Infinity 

Venture US, ICO 
  

OwlTing Blockchain 2010 
Da'an, 

Taipei 
15.7  

Midana HK, Kyber Capital 

HK, SBI Financial JP 
  

BitoEX 
Crypto 

currencies 
2014 

Xinyi, 

Taipei 
12.0  ICO (various investors)   

JOYSO 
Crypto 

currencies 
2016 Taipei 3.8  ICO (various investors)   

Lend & 

Borrow  
P2P finance 2015 

Zhongshan, 

Taipei 
3.3  Acorn Campus US&TW FinTechBase 

Installment 

Inc 
P2P finance 2013 

US, Silicon 

Valley 
2.5  

Multi-Dimensional Angel 

Partners US 

FinTechBase / 

StartupStadium 

Adenovo AI / insurance 2014 
Nangang, 

Taipei 
2.5  Alibaba CN StartupStadium 

AirSig Authentication 2014 
Xinyi, 

Taipei 
2.0  Foxconn TW 

FinTechBase / 

StartupStadium 

MaiCoin 
Crypto 

currencies 
2013 

Nangang, 

Taipei 
2.0  Kyber Capital HK FinTechBase 

Bitmark Inc Blockchain 2014 
Nangang, 

Taipei 
1.7  

Cherubic TW, Digital Curr. 

US, Alibaba CN, WI 

Harper US 

StartupStadium 

Tixguru Robot advisor 2017 
Zhongshan, 

Taipei 
1.7  Startbootcamp Singapore 

FinTechBase / 

StartupStadium 

AnYon 

Fintech Co 

Financial 

management 
2016 

Zhongshan, 

Taipei 
1.0  N/A FinTechBase 

TapPay Payments 2015 
Da'an, 

Taipei 
0.8  N/A FinTechBase 

CoolBitX 
Crypto 

currencies 
2012 

Zhongshan, 

Taipei 
0.7  

Kyber Capital HK, BitMain 

CN, Midana HK 

 * acquired by 

SBI Holdings 

Netizen 

Loan 

Lend.com.tw 

P2P finance 2015 
Zhongshan, 

Taipei 
0.5  N/A FinTechBase 

hahow Crowdfunding 2015 
Zhongshan, 

Taipei 
0.5  Cherubic Ventures   

CherryPay Payments 2016 
Da'an, 

Taipei 
0.3  Startbootcamp UK 

FinTechBase / 

StartupStadium 

Tozzi 
Financial 

management 
2017 

Xindian, 

Taipei 
0.3  N/A FinTechBase 

DoughPack 

Co 
P2P finance 2016 

Da'an, 

Taipei 
0.3  N/A 

FinTechBase / 

StartupStadium 

Fugle 
Financial 

management 
2015 

Zhongzheng, 

Taipei 
0.3  N/A FinTechBase 

Leadin 

Technology 
Robot advisor 2014 

Neihu, 

Taipei 
0.2  N/A FinTechBase 

Table 12. Descriptive statistics of the fintech industry and startups of Taiwan 
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The empirical evidence from Taiwan illustrates the new fintech startups in Taiwan 

established a new industry, as a new ecosystem and new institutional field, where the lack 

of regulatory support has been mitigated by ideological beliefs of future changes in 

regulations and leverage of regulatory openness (e.g. ICOs, foreign capital) to support 

new innovation, but of recently in 2018 the slowness of the regulatory reforms has 

frustrated the fintech startups (Huang, 2018; Wu, 2017), which suggest misguided 

expectations of the startups about the regulatory reforms. Interview with Chen (2017a) 

from Appworks suggest that startup entrepreneurs often have technical skills but lack 

strategic business management knowhow which may have contributed to the 

miscalculation about the regulatory restrictions for fintech
15

. Regulatory restrictions are a 

crucial factor limiting industry growth in Taiwan as the successful startups (Bitmark, 

Mithril, Cobinhood) are situated to leverage institutional openness (regulatory ambiguity, 

international institutions) to support business growth. Additionally, the evidence suggests 

that some sectors, e.g. P2P lending, aim via technical efficacy to compete with the 

traditional sector (Fulco, 2017), but lack of new regulations suppresses industry growth. 

5.4.2. Startups as institutional entrepreneurs: Future-oriented visionaries 

The unfavorable environment of Taiwan for fintech startups begs the question what 

inspired the fintech startups to pursue unknown territory, especially within very 

restrictive financial regulations. Interviews with representatives from Appworks, 

FinTechBase and Lend.com.tw emphasize the fintech startups were inspired by new 

visions and theories of future models for organizing financial services – i.e. Taiwanese 

startups were not concerned of the unfavorable current regulatory framework as they 

developed business models based on visions of future Taiwan and even perceived 

startups‟ role to push regulatory evolution. Interview of Chen (2017a) from Appworks 

suggests the startups are characterized by focus on generating new ideas and not being 

concerned with the status quo. Interviews of Lend.com.tw and FinTechBase 

representatives similarly suggest the fintech startups are predisposed to develop more 

efficient future financial infrastructure – not concerned of status quo – and even see as 

                                                 
15

 Greif and Laitin (2004) assumed extensive rationality but case study exhibits actors‟ perceptions of 

institutions are less sophisticated, which supports willingness to engage in institutional entrepreneurship. 
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their role to guide development of new formal regulations for Taiwan.  The empirical 

findings of Taiwanese fintech startups illustrate the startups are visionaries – they 

theorize of alternative realities – as for example Cobinhood states “COBINHOOD is a 

place for dreamers and doers - - - our vision is to shape future economies” (Cobinhood, 

2018b), while similarly other fintech startups of Taiwan – Bitmark, MaiCoin, CoolBitX, 

BitoEX, Lend.com.tw – are inspired by future visions to establish new models for 

financial services. New ideas come largely from experimentation but coupling of national 

and international fintech development also illustrates how ideas flow across the borders 

inspiring new endeavors, e.g. Lend.com.tw was inspired by exposure to foreign P2P 

lending startups (Huang, 2018). Social networks are also important as the social 

embeddedness enables communication and consolidation of ideas to further support 

fintech industry development, where media exposure is important, e.g. Lend.com.tw via 

media exposure aimed to educate stakeholders of new technology (Huang, 2018) while 

Cobinhood has internationally leveraged media exposure for cryptocurrency education 

(e.g. CNBC, Huffington Post). While social embeddedness is important for coordination 

of complementary investments, the social networks also provide tangible resources as for 

example fintech entrepreneurs Popo Chen (of Cobinhood) and Jeffrey Huang (of Mithril) 

leveraged their earlier entrepreneurial success and reputation to launch new blockchain 

startups. Industry associations are important for cooperation of the fintech startups, but 

however the associations were only recently in late 2017 established in Taiwan, which 

partially contributes to slowness in fintech development of Taiwan. 

The future focused experimentation and social embeddedness is important as by doing so 

the Taiwanese fintech startups provide a focal point – a cognitive resource – for novel 

way of organizing economic life in Taiwan, which mobilizes institutional change by 

adoption of a new institutional field. But as the case of Taiwan illustrates, the government 

of Taiwan, especially TFSC, has been unwilling to leverage the fintech startups as a 

cognitive resource to enact regulatory reforms, create new regulations and support 

programs to nurture industry growth, which has led to suppressed development. 

Restrictive regulatory environment is especially reflected in the industry statistics as the 

investments by VCs reflect pessimism as only two notable VCs have invested in fintech 

startups (Table 13 below – data retrieved from VC websites) and both of the entities are 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

153 

 

not domestic VCs (Cherubic Ventures, WI Harper Group). National Development 

Council has aimed to increase startup investments by channeling capital to VCs (e.g. 

Pereira, 2016), but this has not flown to fintech startups
16

. 

Name of the entity Type 
Fintech 

investment 

360ip VC   

500 startups Accelerator / VC   

Appworks Accelerator / VC   

Cherubic Ventures VC Yes 

Cyber Agent Ventures VC   

Industry Technology Investment Corp. VC   

Infinity Ventures VC   

MESH VC   

Taipei Angels VC   

Taiwan Accelerator Accelerator / VC   

TechStars Accelerator / VC   

Translink Capital VC   

WI Harper Group VC Yes 

Yuanta Venture capital VC   

Yushan Ventures VC   

Table 13. VCs of Taiwan and their involvement with fintech investments 

The interesting element of the fintech industry development in Taiwan, similar to Korea, 

is that vast majority of fintech funding comes from abroad as roughly 75% of capital 

investments for startups originate from abroad, which enables the fintech startups to 

focus on innovation (see Table 12). For example, Kyber Capital and Midana from Hong 

Kong have invested in various fintech startups in Taiwan, while also Alibaba (e-

commerce firm from China) has invested in a few startups, while US investors (Acorn 

Campus, Bayan Capital, Infinity Ventures, Multi-Dimensional Angel Partners, Digital 

Currency Group, WI Harper) have provided notable funding for the Taiwanese fintech 

startups (see Table 12). Recently also large financial firms have made notable 

investments in Taiwan as for example CoolBitX has attracted capital from Hong Kong 

and recently became a strategic investment of SBI Financial, a notable Japanese financial 

institution which also invested in OwlTing in 2018 (Crunchbase, 2018; CoolBitX, 2018). 

                                                 
16

 Table 13 data retrieved from VC websites. 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

154 

 

Without access to foreign capital fintech innovation would be restricted as the capital 

provides necessary autonomy for experimentation with new technology. The 

embeddedness in global economy is also important as the access to global markets means 

access to customers across the world, which supports growth of innovative fintech 

startups as CoolBitX has sold 100,000 cryptocurrency wallets globally, yielding 

estimated total revenue of nearly US$ 20 million, while similarly Cobinhood, a 

cryptocurrency exchange, has targeted foreign markets and quickly attracted over 200 

thousand global customers (Cobinhood, 2018a; CoolBitX, 2018). The ability to leverage 

global markets is important as the 2017 established Cobinhood quickly attracted nearly 

US$ 20 million of funding from abroad and in less than year by February 2018 grew a 

personnel of 70 employees and aims to grow up to 100 employees within a year 

(Peterson, 2018; Cobinhood, 2018a).  

The industry formation statistics illustrate the institutional inputs flow across the borders 

(e.g. capital and information) and the access to foreign institutions enables fintech 

startups to experiment with new innovative business models. Industry statistics also 

illustrate the funding for Taiwanese fintech startups emerged early as MaiCoin, BitoEX, 

Insto and OwlTing each attracted roughly US$ 2 million of seed funding from foreign 

VCs in 2014-2015 (Crunchbase, 2018). Recent interview of OwlTing states also that the 

promising startups are selective of capital choosing VCs as strategic partners, which 

means startups of Taiwan may prefer foreign VCs due to the intangible benefits (Green, 

2017). International embeddedness has thus been important enabler for Taiwan‟s fintech 

industry growth as the foreign inputs (capital, information, networks) enable startups to 

deviate from the institutionalized behavioral patterns. For example, information propels 

innovation, as for example exposure to blockchain ideas (e.g. bitcoin white paper) has 

inspired blockchain development across Taiwan. Global embeddedness amplifies new 

innovation. Taiwanese startups have also leveraged the new ICO infrastructure to attract 

funding as already four startups have gathered funding with ICOs, each with multimillion 

investments (e.g. Cobinhood, Mithril, BitoEX, JOYSO). 

The empirical observations of the Taiwanese fintech ecosystem development illustrate 

the industry emerged largely in 2010-2015 as a spontaneous cooperation of startups, VCs 
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and accelerators in Taipei without any government support (Table 14
17

 below). The 

statistics illustrate a collective and spontaneously coordinated ecosystem building where 

the startups act as the central coordinator of the ecosystem building – the startups create 

demand for creation of new institutional inputs and as a focal point coordinates 

complementary investments from other stakeholders. The startups thus attract 

development of supportive stakeholders, e.g. VCs, accelerators and co-working spaces. 

For example, Kyber Capital is involved in investing in various fintech startups of Taiwan, 

which similarly to global VC Digital Currencies Group (invested in Bitmark) is 

specialized in investing in fintech startups (especially blockchain startups). The nature of 

these stakeholders (e.g. fintech specialized VCs) require emphasis that while these 

stakeholders support fintech startups, these stakeholders are created as a reaction to 

demand from startups and the startups guide the development, clustering and operation of 

these stakeholders (e.g. VCs, accelerators), which means the startups are the coordination 

mechanisms of the ecosystem development. Temporal development paths (see Table 14) 

reflect that stakeholders emerge together in circa 2010-2017, but especially accelerators 

follow the guidance of startups with later emerging. This reflects theories of spontaneous 

institutional evolution (North, 1982) but contributes how startups as the coordination 

mechanism of the evolution develop new institutions to solve collective problems. 

Foundation Startups VCs Accelerators 

Older 0 5 0 

2010 1 0 0 

2011 0 2 0 

2012 1 2 0 

2013 2 0 0 

2014 5 1 2 

2015 5 1 3 

2016 4 1 1 

2017 3 0 3 

Total 21 12 9 
    

Median est. 2015 2014 2015 

Table 14. Development of startup ecosystem stakeholders Taiwan 2010-2017 

                                                 
17

 Table 14 and 15 data retrieved from CrunchBase, Pitchbook, Index.co and startup websites. 
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5.4.3. The clustering and ecosystem development in Taipei, Taiwan 

The fintech industry of Taiwan has developed as a spontaneous process of new 

generation of startups coordinating clustering and ecosystem building, with the fintech 

and startup ecosystems being located in Taipei of Taiwan. The ecosystems are important 

for the startups, especially within a restrictive regulatory environment of Taiwan, to 

provide tangible and intangible resources for the startups to focus on new business model 

development. Historically Taiwan has aimed to leverage agglomeration as a source of 

growth and innovation – e.g. via Hsinchu Science Park – but the startup ecosystems are 

entirely novel (as exemplified by youth of various stakeholders) to Taiwan and even 

physically clustered in different parts of Taiwan (e.g. startup ecosystem in Taipei).  

Central feature of the ecosystem development in Taiwan, similar to Korea, is the startups 

acting as the locomotive and the coordinating mechanism of complementary investments 

from various stakeholders to establish a new industry and a new institutional field. The 

startups as the focal point not only coordinate behavior, but they provide also coherence 

and functionality for the ecosystem development. The clustering of the new startup 

ecosystem in Taiwan has not been centered at a specific area of Taipei or Taiwan, like 

Gangnam in Seoul, but instead the ecosystem has loosely formed around three 

neighboring districts of Taipei (Xinyi, Da‟an, Zhongshan) with all of the main ecosystem 

entities of VCs, startups and accelerators (see Table 15). Nearly all of the startup 

ecosystem entities are found from the central Taipei cluster with only few startups and 

other stakeholders located outside of the main cluster (see Table 15). Executive Yuan of 

Taiwan has also aimed to empower ecosystem development by establishing accelerators 

of FinTechBase (in 2015) and StartupStadium (in 2015) in Xinyi-Da‟an-Zhongshan 

cluster, and provided capital for the VCs in the ecosystem, and in 2018 TFSC will 

establish a „Fintech Innovation Park‟ within the cluster (TFSC, 2018a). The government 

initiatives importantly reflect how the government leverages the startups as a focal point 

to guide their investments (e.g. Taiwan StartupStadium). However, the recent „Asian 

Silicon Valley‟ plan of National Development Council is not aiming to support existing 

ecosystem of Taipei but instead pursues creation of new ecosystem in Taoyuan outside of 

Taipei, which may undermine and crown out private sector dynamism in Taipei.  



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

157 

 

Clustering Startups VCs Accelerators 

Zhongshan, Taipei 6 4 4 

Da'an, Taipei 5 3   

Xinyi, Taipei 3 3 1 

Other Taipei areas 6 2 3 

Total 20 12 8 
        
Main districts % 65% 83% 63% 

Table 15. The clustering of startup ecosystem stakeholders in Taipei districts 

The ecosystem and cluster development in Taiwan illustrates, similarly to Korea, how the 

international embeddedness is important for supporting new cluster development. The 

ecosystem of Taipei includes various leading global startup ecosystem stakeholders, e.g. 

VCs and accelerators such as 500 Startups, Garage+, Orange Fab, SparkLabs, TechStars, 

WI Harper Group. These notable stakeholders firstly reflect the dynamism of the startup 

ecosystem of Taipei as a suitable location for VCs and accelerators, but importantly they 

also boost dynamism of the startup ecosystem by providing capital and information. Due 

to porousness of borders various foreign entities often do not establish local offices but 

they still participate in the ecosystem across the borders, which has been important as 

capital and information from abroad has nurtured Taipei ecosystem development (e.g. 

75% of capital for startups is from abroad). Taipei ecosystem in 2017 received important 

supportive educational-research stakeholder as National Chengchi University launched 

„Fintech Global Research and Industry Alliance Center‟ to promote fintech research (Yi, 

2017). Lastly, while the domestic and global ecosystem stakeholders (e.g. VCs) are 

important, empirical data emphasizes that these entities follow dynamic startups.  

5.4.4. The fintech startups of Taiwan: Focal point of regulatory reforms 

The spontaneous institutional evolution is driven by the startups as the innovation 

proposes a new model to organize economic behavior, which guides formal regulatory 

reforms. Taiwanese governmental authorities explicitly recognize this as they aim to 

leverage startups as a cognitive resource for regulatory reforms, e.g. the 2018 introduced 

„fintech regulatory sandbox‟ aims to utilize information from the startups as a source of 

regulatory evolution (TFSC, 2018a). However, while government has communicated 

their intent to cooperate with startups and the startups have requested new fintech specific 
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regulations, e.g. Nick Chang from MaiCoin stating “We as an industry player would 

definitely like to have some government intervention” (Cho, 2017), the FSC of Taiwan 

has consistently avoided reforming old regulations and creating new ones (Hsu, 2017). 

The central obstacle for fintech innovation in Taiwan is the rigidness of the TFSC relying 

on positive list regulatory approach – authorities providing specific instructions for the 

financial actors – and unwillingness to cooperate with the startups. TFSC requires 

startups to innovate to provide information for regulatory reforms, which means that 

regulatory restrictions have limited provision of knowledge for regulatory evolution in 

fintech sector. However, the blockchain startups (e.g. MaiCoin, AMIS) have succeeded to 

innovate within regulatory ambiguities, which have attracted the government to support 

the new industry and leverage their knowledge for regulatory reforms and new policies. 

The growing fintech and startup sectors have however succeeded to grow to attract the 

government interest, which has led to government initiatives to support the startup and 

fintech ecosystem development. Executive Yuan and TFSC have for example created 

new supportive stakeholders for the startup ecosystem (accelerators FinTechBase and 

Taiwan StartupStadium in 2015) and also injected capital for the VCs (e.g. 500 Startups, 

Appworks) to empower the ecosystem (NDC, 2016; FinTechBase, 2018; Startup 

Stadium, 2018; Pereira, 2016). This reflects how the startups act as the focal point to 

guide government behavior – i.e. the government is reactionary rather than proactive in 

stimulating the new startup economy. The initiatives of Executive Yuan and TFSC are 

important to address market failures to stimulate ecosystem development, but however 

the capital injection has had limited influence for the fintech startups. However, the 

development of accelerators has been important resource for the promising fintech 

startups as 15 startups (out of 20) have been involved in Taiwan StartupStadium or 

FinTechBase, with five startups receiving support from both entities (Table 12). For 

example, NDC‟s project Taiwan StartupStadium (a part of „Asia Silicon Valley‟ plan) 

has supported development of many fintech startups, e.g. Bitmark, AirSig, Insto, Tixguru 

and Adenovo. „FinTechBase‟ is a specific initiative from the TFSC to establish a more 

dynamic “financial technology ecosystem” to nurture new generations of fintech startups, 

which leverages „FinTech Development Foundation‟s funds of NT$ 200 million to fund 

development of fintech startups (FinTechBase, 2018; Wu, 2017). The „Fintech 
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Development Foundation‟ and FinTechBase have since 2015 supported 25 startups (with 

future plan to support 20 startups annually), including notable startups such as 

Lend.com.tw, Lend & Borrow, Insto, and Fugle, to whom accelerators provides 

maximum annual subsidy of US$ 65,000
18

 (FinTechBase, 2018; Blythe, 2016).  

However, the „FinTechBase‟ accelerator was established from a proposal from the 

Taiwan Financial Services Roundtable (Wu, 2017), which is reflected in its 

organizational design focused on supporting traditional financial sector to cope with new 

fintech trend, e.g. talent development, education and cooperation of startups and 

traditional financial sector. Also, the funding is received from the TFSR members, which 

influences the investment decisions. The role of TFSR in designing and operating the 

FinTechBase has led to FinTechBase being conservative and favorable for the interests of 

the traditional financial sector. Some participating startups even perceive that due to 

TFSR involvement FinTechBase is not capable to nurture fintech development in Taiwan 

(Huang, 2018). Moreover, while Korea injects capital via VCs to the startups, the 

„FinTechBase‟ in Taiwan provides annual subsidies which limits actual investments to 

startup development, which also increases dependency on TFSR rather than enhancing 

autonomy of the startups to innovate. Korean FSC has moreover extended independence 

of the fintech startups by suppressing the power of the large financial conglomerates but 

Taiwan has instead effectively allowed the traditional financial sector to influence the 

fintech development (e.g. see Green, 2018b). Direct intervention of Executive Yuan and 

TFSC by creation of FinTechBase and StartupStadium is also problematic due to 

intervention suppressing and crowding out natural evolution of the startup ecosystem of 

Taipei by reduced incentives for the private sector to establish new VCs and accelerators. 

The government backed accelerators have supported 75% of the promising fintech 

startups of Taiwan, which illustrates the extensive involvement of government in Taiwan 

in startup ecosystems and which may suppress the natural growth of a dynamic startup 

ecosystem. Moreover, besides the regulatory capture of TFSR and the old-fashioned 

government intervention in startup ecosystem, the governmental initiatives of Taiwan are 

characterized by plurality of state authorities – fintech startups are influenced by TFSC, 

                                                 
18

 Funding from FinTechBase requires the startups provide a 5% equity stake, without board membership, 

for FinTechBase.  
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FinTechBase, NDC, Institute for Information Industry – where each authority is partially 

independent and pursuing their own agendas, which means Taiwanese governmental 

initiatives are characterized by incoherent, uncoordinated variety of initiatives that is 

inefficient and wasting public resources. For example, NDC aims to support startup 

ecosystem development while TFSC is unwilling to enact favorable reforms, which leads 

to unfriendly and incoherent policy environment for the startups. 

5.5. Frictions of startup-led innovation in Taiwan and Korea 

The comparison of Taiwan and Korea reflects that in both countries the fintech industry 

growth has occurred as a new generation of startups creating a new ecosystem, acting as a 

coordinating mechanism of institutional change, while the traditional financial sector and 

governmental authorities have been secondary reactionary actors. The fintech industry 

growth and institutional evolution in both countries has also been driven by efficacy – 

new models for organizing economic life are more efficient, convenient and productive 

than traditional models – and in both countries the government has exerted additional 

pressure for innovation to contribute added efficacy (e.g. Lee & Kim, 2015; TFSC, 

2018b; TFSC, 2017h). The leadership of startups has coordinated complementary 

investments and behavioral change from VCs, accelerators, and other stakeholders to 

establish a new fintech ecosystem, with startups even guiding the government in 

regulatory reforms (TFSC, 2018b; Kim, Park, Choi & Yeon, 2016). Empirical evidence 

however suggests that frictions limit and hinder adoption of the new fintech industry. 

Firstly, the asset-specificity of assets within older organizations leads to institutional 

evolution operating as creative destruction as the new wave of startups are more efficient 

innovators. For example, new technology is largely created by the blockchain startups in 

Taiwan and Korea – e.g. OwlTing, Bitmark, Mithril, CoolBitX in Taiwan; Blocko, 

ICON, Bithump, Coinone in Korea – as while the new blockchain technology is likely to 

become foundational technology for the financial sector, the traditional financial sector 

has been incapable in participating in innovation in Taiwan and Korea. Instead of direct 

innovation, the traditional financial sector has merely attempted to cooperate or partner 

with promising startups as in Korea various banks have partnerships with fintech startups 
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(e.g. KB Financial Group investing in Coinplug, Shinhan Bank cooperating with Streami, 

Scalechain and Blocko, Kakao creating a joint venture with Dunamu), whereas Woori 

Bank is exploring option to entirely transition using blockchain technology in their 

service models (Lee, 2016; Ahn, 2018c; 2018b). Taiwan is similar as AMIS startup is 

organizing a blockchain consortium to develop new technology, as well as creating 

technology for Taishin and Fubon Banks (Green, 2017), while Japanese SBI Holdings 

invested into CoolBitX and OwlTing. This is a global trend as globally over 100 leading 

traditional financial institutions are experimenting with technology created by the Ripple 

startup (Ahn, 2018b). Survey of KPMG (2017) reflects that even the traditional financial 

sector executives perceive the traditional sector is incapable in fintech innovation.  

But incapability of the traditional financial sector also means the traditional sector has 

incentives to resist change, e.g. PwC (2017) survey found 88% of traditional financial 

sector firms in Asia perceive fintech startups as a risk. In Taiwan this resulted in 

traditional sector being defensive and attempting to acquire the startups (Chen, 2017a; 

Wu, 2017). The case of Taiwan illustrates the fintech startups need to overcome the 

obstacles of fintech innovation created by TFSR, e.g. by influencing the policy making of 

TFSC (Green, 2018b). In Korea the traditional financial sector has not directly aimed to 

suppress fintech development, as the Korea Federation of Banks even pushed for 

regulatory reforms to support fintech innovation (Son, 2017d), but Korea indicates the 

friction for innovation occurs by existing regulations favoring the traditional entities (e.g. 

current regulations favor the traditional banks). But, fintech industry growth also reflects 

protectionism is ineffective in current global economy as protectionism only limits 

domestic development. Empirical data also indicates the startups are not changing 

existing institutions but instead creating new additional institutional fields to reorganize 

financial services in Taiwan and Korea. Institutions are rigid; they resist change, which is 

why even the fintech startups identify as a new industry creating new regulations and 

culture instead of aiming to change older ones. Friction of changing institutions blocks 

change, which is why institutional evolution operates by selection and via new generation 

of startups. Taiwan and Korea also illustrate that once the startups have created a new 

industry, the resources are re-allocated from older to newer field due to productivity 

benefits. 
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Secondly, the customer adoption is a crucial driver for institutional evolution not only 

because customers are a dominant stakeholder for institutional change but the customer 

adoption incentivizes other stakeholders to adopt a new economic model. Empirical data 

of fintech in Taiwan and Korea indicates the new industry incentivizes adoption by 

material efficacy as fintech adoption has dominantly occurred due to productivity 

benefits of new technology, e.g. Viva Republica by Toss app attracted nearly 12 million 

customers in Korea, almost 25% of the population, by being more convenient than the 

traditional services, while Korean P2P startups have quickly accumulated nearly US$ 1 

billion of loans due to improved service terms, while Kakao Bank attracted quickly 

roughly 4 million customers by offering better rates for borrowing and lending than the 

traditional sector, whereas cryptocurrency craze of Korea led to quick flow of 

investments from traditional exchanges to the new cryptocurrency exchange startups of 

Korea (Bae, 2017a; Son, 2017a; Kim, 2017a; Lee, 2017b). The new cryptocurrency 

trading quickly became popular in Korea in late 2017 due to potential profitability of the 

new digital assets (Beikverdi, 2018). Empirical data indicates the fintech startups are not 

driven by customer demand – startups create demand and utility – as for example the 

cryptocurrency startups of Korea (Bithump, Upbit, Korbit) create infrastructure which 

provides utility for the customers to adopt new behavior. Taiwan is similar as new 

blockchain startups (e.g. Bitmark, AMIS, Cobinhood) are growing due to the productivity 

improvements, whereas P2P startups of Taiwan, similar to Korea, are also attracting 

customer adoption via cost efficiency. To emphasize, the institutional evolution as 

selection requires the new field provides productivity benefits as otherwise the 

stakeholders lack incentives to change their behavior. Case of Korea illustrates the 

customer adoption is the crucial factor the regulatory changes as the rapid adoption of 

new technology forced Korean government to rapidly enact supportive regulatory 

reforms to support the new fintech sector. New technology without productivity benefits 

is not adopted by stakeholders as illustrated by the robo-advisor startups in Taiwan and 

Korea (Lee, 2017a). Global fintech data also suggest the adoption of new fintech models 

is largely due to efficacy and convenience of new technology (EY, 2017a), and this 

indirectly via intensified competition forced traditional financial sector to enhance their 

service terms. Friction of required productivity is moreover pressurized from the 
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government as a requirement for regulatory reforms, e.g. in Taiwan „fintech sandbox‟ 

participation requires evidence of productivity benefits, while in Korea for example the 

FSC allowed operation of remittance fintech startups due to cost improvements (“Korea 

to allow”, 2017). The global data of fintech adoption reflects that fintech is adopted more 

rapidly in less developed countries (e.g. China, India, Brazil) as the lack of financial 

infrastructure makes new technology relatively more beneficial as in more advanced 

countries the new technology offers less of relative benefits (EY, 2017a). In Taiwan and 

Korea the fintech startups are hence focused on more radically innovative technology to 

offer more notable relative productivity benefits as the relatively developed financial 

infrastructure reduces incentives to focus on incremental innovation (Lee, 2016).  

The role of asset-specificity in the financial infrastructure explains why institutional 

evolution operates as selection and creative destruction as transition to a new institutional 

field is more cost efficient than reform of the older institutions and organizations. To 

emphasize, the startups are relatively more efficient pattern of institutional evolution – 

startups possess a competitive advantage in radical innovation. Fintech development in 

Taiwan and Korea thus illustrates the coupling of organizational and institutional 

evolution as the friction of institutional change ensures that organizational evolution 

requires and fosters institutional evolution (Haveman & Rao, 1997). This is natural as 

institutional fields are behavioral templates – institutions exist only if behavior reinforces 

them (Greif & Laitin, 2004; Aoki 2011) – which means new behavior via fintech startups 

leads to new institutional fields. Behavioral change via transition from older to newer 

fields leads to fading away, „creative destruction‟ of older institutions, and also the 

financial conglomerates of Korea provide empirical evidence how creative destruction 

operates within the organizations as the organizations restructure resources internally 

towards newer fintech-imitating departments as KB Financial Group, Shinhan Bank, NH 

Bank, Hanwha Life and Woori have dedicated resources for newer technology (Hanwha 

Life, 2016; Lee, 2016; KB Financial Group, 2017). The recent 2016-2017 annual reports 

of financial groups in Taiwan and Korea indicates the traditional financial sectors aim to 

imitate newer fintech by focusing on new sector – the competition from fintech startups 

forces them to focus on innovation in Korea, while in Taiwan the lack of competition due 

to regulatory barriers limits necessity to innovate. The more fintech friendly regulatory 
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environment of Korea thus promotes competition and innovation firstly directly via 

innovation of the startups but secondly the intensified competition also promotes indirect 

restructuring within the traditional financial sector as for example Hana Financial Group 

invested into creation of new innovation unit „Cell‟ and „Finnq‟ platform (Hana Financial 

Group, 2017) while similarly KB Financial Group moved their resources to develop a 

„Future Finance‟ department and new mobile services such as „Liiv‟ (KB Financial 

Group, 2017) and Woori Bank already in 2016 initiated new online services to be more 

competitive vis-à-vis the fintech startups (Woori Financial Group, 2017). Startups as 

stimulus for change is well-reflected in the annual report of KB Financial Group (2017) 

as they state “there is a paradigm shift taking place in the financial industry” but they 

also recognize incapability to directly compete as they opt to engage “by investing and 

supporting startup companies”. Finally, the creative destruction operating as growth of 

new wave and fading away of older firms is most clearly signified by the flows of 

investment as the fintech startups of Korea have received nearly US$ 1.3 billion of 

funding as well as the financial conglomerates (Shinhan Bank, Hanwha Life) have 

channeled their resources to the fintech startups (Lee, 2016; Suh 2018). 

Empirical observations from Taiwan and Korea however indicate the adoption of new 

technology is not merely driven by material benefits but cultural friction and social 

embeddedness influence adoption as new technology is largely adopted mainly within 

younger generations of customers. For example, new service „Broccoli‟ by the DAYLI 

Financial Group has 100,000 monthly users with customers being dominantly younger 

people in their 20s and 30s (Son, 2017c), which is corroborated by Korean data of fintech 

service adoption showing the fintech users are consistently younger, higher educated and 

more often living in urban areas than the non-adopters (Kim & Lee, 2016). Global data 

similarly reflect younger generations lead globally the adoption of new fintech services 

(EY, 2017a). Partially the generational gap is grounded in costliness of change – older 

generations have established relations with service providers while younger generations 

have not (EY, 2017a, p. 17-18) – but this is not main explanatory variable as the fintech 

industry emerges as a new industry with entirely new services, which suggest that 

normative and cognitive barriers are more dominant friction explaining differences 

between younger and older generations. For Korea, Kim et al. (2016) suggest social 
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networks and cognitive recognition are important for adoption of new technology, which 

is collaborated by Beikverdi (2018) who suggest social networks are the crucial 

explanation for the rapid industry growth. In Taiwan in contrast the fintech industry has 

been restricted by not being even considered as an industry (Wu, 2017). However, the 

startups in Taiwan and Korea recognize the cognitive barriers limiting new technology 

adoption and aim as institutional entrepreneurs to educate and promote new technology 

adoption (e.g. startups have „startup evangelists‟ as employees, startups leverage media 

for promotion). Additionally, while the cognitive and normative barriers limit fintech 

adoption, the interviews of industry stakeholders in Taiwan and Korea emphasize the 

fintech entrepreneurs are partially motivated by ideological motives – they are 

incentivized to create a new industry with new model, which means the fintech startups 

are less limited by cognitive and normative barriers than average economic actors. 

Interviews thus suggest the entrepreneurs and employees in fintech startups are also 

motivated by ideological and intellectual goals beyond mere material incentives.  

5.6. Startups as focal points of institutional change: 

Coordinators of cooperation 

Institutions evolve when equilibrium beliefs evolve, but social embeddedness necessitates 

belief change to be collective as each actor‟s utility to change behavior depends whether 

other actors change their behavior complementarily, but this is plagued by uncertainty 

(Culpepper, 2005; Aoki, 2011; Hall & Thelen, 2009; Greif & Laitin, 2004). To specify, 

utility of pursuing institutional change depends whether other actors invest in 

complementary strategies – institutional evolution as equilibrium shift requires 

coordination among the actors. Thus, institutional change occurs when a new superior 

alternative behavioral model appears to the actors together with coordination mechanism 

to ensure certainty that stakeholders collectively shift behavior towards the new model 

(Hall & Thelen, 2009)
19

. Evidence from Taiwan and Korea illustrates the fintech startups 

act as a focal point to coordinate institutional change. The interviews of Korean and 

                                                 
19

 This is the central unanswered puzzle of new institutionalism; how spontaneous institutional evolution 

occurs in the absence of master designer (e.g. North, 1990; 1982). New institutionalism generally perceives 

endogenous change is impossible due to lack of coordination mechanism (Greif & Laitin, 2004). 
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Taiwanese fintech ecosystem stakeholders (Cha, 2018; Beikverdi, 2018; Huang, 2018; 

Nahm, 2018; Wu, 2017; Chen, 2017a) emphasize the fintech startups identify as 

institutional entrepreneurs with purpose to develop new models for organizing societies. 

Interviews reflect the startups are not concerned with the status quo but intentionally 

deviate from institutionalized behavioral models and develop new models based on their 

visions of the future. The fintech startups mobilize institutional change by acting as the 

coordination mechanism of institutional evolution by providing a cognitive resource – a 

focal point of novel coherent and functional cooperation template – which nurtures 

coordinated shift of behavior and complementary investments towards new institutional 

model. The empirical data reflects in Taiwan and Korea the first wave of fintech startups 

emerged in 2012-2015, which as a focal point attracted a coordinated behavioral shift and 

complementary investments from new fintech startups and stakeholders (VCs, 

accelerators, employees, government) towards developing a new fintech ecosystem. The 

startups are powerful institutional entrepreneurs as they do not provide merely an 

ideational focal point but as material organizations with economic resources provide a 

relatively certain coherent structure for other stakeholders to imitate. Observations 

moreover indicate a few successful fintech startups (e.g. DAYLI, Viva Republica, 

MaiCoin, Bitmark) are powerful focal points to nurture a virtuous cycle of behavioral 

change and positive feedback mechanism to mobilize institutional change from older to 

new institutional trajectory, and once a new trajectory has been initiated each 

stakeholder‟s investment for new institutional field enhances utility for other actors to 

engage in complementary behavior. The churn of startups with new ideas is thus essential 

stimulus for institutional change, and the evidence illustrates following points: 

- The fintech startups theorize new alternative visions of the future for re-organizing 

cooperation of societies and as focal points guide behavioral change, 

- The fintech startups are future oriented – not focused on current status quo and 

equilibrium – and focus building novel ways to organize economic life, 

The fintech startups in Korea and Taiwan act as the focal points to coordinate new 

industry growth. The first wave of fintech startups in Taiwan and Korea are central to the 

industry formation by acting as visionaries of novel ways to organize societies, as for 

example ICON project states “The vision of the ICON Project is to redefine the meaning 
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of communities, and in doing so, introduce an era of decentralization. We envision 

creating a new world by connecting such communities” (ICON, 2017, p. 5). Provision of 

new future visions and theories is a consistent central characteristic of the Taiwanese and 

Korean fintech startups; Viva Republica of Korea notes “We‟re constantly reimagining 

your financial life on mobile”, Bitmark of Taiwan argues their technological solution 

“will transform many of the 21
st
 century‟s largest negative externalities into a new asset 

class capable of powering the next economic revolution” (Alt, Moss-Pultz, Whitaker & 

Chen, 2018, p. 1) and “Bitmark‟s vision is to bring the digital revolution to full 

realization” (Bitmark, 2018), while CoolBitX of Taiwan states “CoolBitX began with an 

idea - - - foster a more secure and empowered future” (CoolBitX, 2018), whereas 

bitHolla of Korea (2018) asserts “We believe cryptocurrencies provide a new 

infrastructure for the future of finance” similarly to mission statement of Korbit (2018) 

“we are creating a world where individuals can transact with each other freely”. The 

fintech startups of Taiwan and Korea not only consistently theorize of new ways to 

organize the societies, but they also invest extensive resources for developing their 

solutions. While most startups lack explicit visions of the future, the interviews of 

industry stakeholders in Taiwan and Korea emphasize the startups are characterized by 

future oriented theorization to develop new models to organize cooperation within the 

society. The startups are acutely aware of social embeddedness and how economic 

models require cooperation from various actors. Focal point of startups is powerful as for 

example in Taiwan, AMIS and MaiCoin led consortium of Microsoft and Taiwanese 

traditional financial institutions in fintech development (Microsoft, 2016; TFSC, 2016j), 

while the success of startups (e.g. DAYLI, Bithump, Bitmark, OwlTing) in Taiwan and 

Korea is important attracting fintech industry adoption. Evidence thus suggests certain 

individual ideas are powerful enough to individually initiate institutional evolution. 

The startups are not „normal organizations‟ as the observations of startups in Taiwan and 

Korea illustrate their organizational purpose is to develop new ways to organize 

cooperation of stakeholders. For example, the Korean blockchain startup BLOCKO 

(2018) identifies coordination of cooperation as a key objective as they assert “BLOCKO 

delivers innovative solutions and fosters effective growth of the blockchain ecosystem 

through business relationships with partners centered around blockchain‟s core value of 
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„trust‟”. Case study illustrates the startups are predisposed to act as the mechanism of 

institutional change by searching, developing and theorizing new models to organize 

societies. In contrast to „normal organizations‟, e.g. traditional financial firms of Korea 

and Taiwan, are focused optimizing utility within the current set of institutional 

imperatives (e.g. Hall & Soskice, 2001) but utility of startups is dependent on their ability 

to foster an institutional change. Interviews of fintech stakeholders in Korea and Taiwan 

consistently reflect how startups are focused developing new models for coordinating 

societies and the startups identify themselves as institutional entrepreneurs providing 

visions for the future as they recognize their utility is dependent on collective behavioral 

shift and complementary investments. To emphasize, the utility of the startups is 

contingent on institutional change. Startups as organizations with economic mass 

developing new technology provide a more certain, coherent and functional focal point, 

which enhances the power of the startups to incentivize complementary behavioral 

change from the stakeholders. Initial focal point fosters a positive feedback cycle as each 

actor‟s complementary behavior enhances utility of other actors to behave in 

complementary manner. Cryptocurrency trading in Korea is a good example of positive 

feedback mechanism as each actor‟s investment into new behavior led to skyrocketing 

growth of the new sector, increasing profitability feeding more capital into business 

development, with increasing development enhancing profitability. Innovation is often 

limited due to uncertainty of means and ends (see DiMaggio & Powell, 1983), but the 

startups are powerful by providing functional ideas for societies. Thus, new ideas require 

perception of efficiency, e.g. in Korea adoption of cryptocurrencies is driven by 

profitability, but in Taiwan the exposure to negative news of fintech in China has led to 

unwillingness of stakeholders to support the fintech startups. 

Empirical evidence suggests the startups create new ideas by continuous experimentation 

and trial-n-error process but the cognitive institutions also exemplify importance of 

international embeddedness providing new ideas as various startups of Taiwan and Korea 

(e.g. 8Percent, bitHolla, Lend.com.tw) have been inspired by US and UK startups 

(Beikverdi, 2018; Son, 2017e; Huang, 2018). Evidence from Taiwan and Korea indicate 

the new ideas are not critical junctures but instead stimulate further innovation as ideas 

require further experimentation leading to novel domestic institutional trajectories. For 
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example, the 2009 published “Bitcoin” whitepaper by Satoishi Nakamoto inspired global 

innovation  leading to various new ideas as in Taiwan OwlTing startup developed food 

security related blockchain technology, Bitmark developed IPR technology, Mithril 

developed a blockchain based social media while in Korea the blockchain entities ICON, 

Blocko and Streami have developed various other solutions. Case of bitHolla from Korea 

illustrates the startups are vessels for new idea development and initially entrepreneurs 

often lack specific vision of the final product. Taiwanese and Korean startups by 

organizational design are predisposed to experiment with new ideas beyond the cognitive 

limitations. Domestic institutional diversity and international embeddedness provide 

constantly new ideas, which stimulate further experimentation fostering constant 

evolution how society is organized, and these new ideas are not exogenous shocks as they 

emerge from endogenous treatment via startups. Empirical data of Korea and Taiwan 

suggest firstly, new ideas from abroad lead to distinctively different unique trajectories 

how ideas are implemented, and secondly, only the startups are capable of leveraging 

new ideas. Korea and Taiwan exemplify the traditional financial sectors have been 

incapable to participate in fintech innovation and instead leveraged fintech startups for 

R&D. The startups not only develop new ideas but Korea illustrates how the fintech 

startups (e.g. Bithump, Coinone, Korbit) have been crucial for educating Korean 

regulators how the new ideas and technology should be regulated (Cha, 2018). 

Korea and Taiwan illustrate the new startups are important mobilizing institutional 

change but this is not automatic and partially even independent of the efficacy of new 

ideas as institutional change depends on collective behavioral change. Comparison of 

Taiwan and Korea indicates the powerful stakeholders act as gatekeepers, especially the 

government, as they have ability to amplify or suppress new ideas. Moreover, important 

is the perceptions of these key stakeholders as other stakeholders determine their 

strategies based on their perceptions of others. Comparing Taiwan and Korea reflects that 

in Korea the stakeholders broadly perceive the Korean government is motivated to 

favorably treat new technology, which enhances incentives for other stakeholders to 

invest in new ideas, but in Taiwan the stakeholders perceive the TFSC and Executive 

Yuan as unwilling to support new technology and lacking knowledge of fintech, and this 

cautious, even unfavorable approach undercuts likelihood that stakeholders will invest in 
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innovation. The observations illustrate the government authorities are indirect and 

infrastructural secondary stakeholders for institutional change, but the perception whether 

government is eager to support new technology is crucial influence for incentives for 

stakeholders to invest in innovation. Korean authorities have nurtured positive perception 

of their support for innovation by continuous communication from 2014 to 2018 of their 

commitment to support fintech innovation, including extensive funds for fintech startups 

(e.g. FSC, 2014a; 2014c; 2015k; 2015l; 2015k; 2015lm; 2016c; 2016c; 2017c; 2017d; 

2018a), which together with extensive track record of Korean government embracing 

new ideas provides confidence for the startups and other stakeholders (VCs, accelerators) 

to invest into new ideas and technologies. In contrast, Taiwanese government and TFSC 

are perceived as cautious and unwilling supporting new ideas, which undercut incentives 

for innovation, e.g. Wu from FinTechBase (2017) noted “worst thing is that people don‟t 

see you [fintech] as an industry”. Stakeholders such as VCs, accelerators and consumers 

are unlikely to invest into new ideas if they perceive opposition from government.  

Both Taiwan and Korea have aimed via „softer administrative guidance‟ (e.g. Korea with 

„Creative Economy‟, Taiwan with „Asian Silicon Valley‟ plans) to boost confidence of 

startups to act as focal points by communicating explicit government commitment to 

nurture new innovative technology and startups
20

. The communicated commitment is 

moreover in Taiwan and Korea supported by economic resources from governments, e.g. 

the Executive Yuan of Taiwan in 2016 communicated their ambition to create a digital 

economy worth NT$ 6.5 trillion by 2025 (Executive Yuan, 2016b). In contrast to 

traditional administrative guidance (see Jones & Lee, 2016; Kim 2016), the startup-

focused policies aim reducing uncertainty of government behavior rather than directly 

intervening in the economy. Interviews of Korean and Taiwanese stakeholders illustrate 

the track record of government behavior is a proxy to evaluate government‟s commitment 

as the actual behavior provides certainty how the government acts. Interviews also reflect 

the startups perceive the fintech as a global trend forcing the governments to be favorable 

for innovation (Beikverdi, 2018; Wu, 2017). The case of Taiwan interestingly reflects the 

role of bounded rationality in institutional evolution as the perceptions of the 

                                                 
20

 Historically Taiwan and Korea leveraged more directly intervening administrative guidance to coordinate 

industrial transformation in comparison to contemporary situation (e.g. Chang, 1999; Haggard, 1990) 
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government‟s interests are uncertain, which indicates bounded rationality and optimism 

of entrepreneurs promotes institutional evolution as entrepreneurs are likely to possess 

overly optimistic perceptions of the government. Therefore, the fintech startups of 

Taiwan and Korea provide new focal points to coordinate institutional change but 

powerful stakeholders, especially the government, act as the gatekeepers to influence 

perceptions of utility for other stakeholders, which means the perception of government‟s 

behavior influences ability of the startups to act as institutional entrepreneurs. This 

explains how the government can suppress endogenous institutional change, but as this 

suppresses development of new startups, this suppresses government‟s ability to promote 

economic development as the case of Korea illustrates how the government is dependent 

on the startups providing guidance and information about new technology. 

Lastly, the evidence from Taiwan and Korea illustrates the startups developing new ideas 

requires clustering and interaction among stakeholders to establish shared understandings 

of the new ideas. Physical proximity eases transmission of information as for example in 

Seoul the blockchain developers have since 2013 organized meet-ups to share 

information (Beikverdi, 2018), while the clustering, accelerators and co-working spaces 

(e.g. D Camp in Seoul, Appworks in Taipei) amplify information sharing  and 

cooperation within the stakeholders. Especially accelerators are important templates for 

transmission of information as startups receive mentoring, advisory and networking with 

VCs and other stakeholders (Chen, 2017a). The consolidation of new ideas for fintech is 

also driven by coalitions, which in Korea has been nurtured since 2014 via various 

industry associations (Korea Fintech Forum, KORFIN, Korea P2P Finance Association), 

but in Taiwan has been slower as only late 2017 startups founded associations (Taiwan 

Fintech Industry Association, FIDA, Blockcamp). The industry associations are efficient 

channels for consensus building, agenda setting and homogenization of the organizational 

models within the new industry, while reducing uncertainty of collective action. 

5.7. Coalition building and political activism: Taiwan and Korea 

Evidence from Taiwan and Korea, especially interviews of the fintech ecosystem 

stakeholders (Beikverdi, 2018; Cham 2018; Nahm, 2018; Yoon, 2018; Huang, 2018; Wu, 
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2017; Chen, 2017a) indicate the fintech startups are the focal point for coordinating 

institutional evolution, especially as the startups advise financial authorities and 

governments to implement regulatory reforms. Interviews emphasize firstly that the 

governments do not understand new technology and startups, and hence the startups are a 

crucial cognitive resource to advise the governments to establish new policies and 

regulatory reforms, and secondly the complexity of new technology demands that nimble 

startups guide the political development of regulations. Thus, the formal regulatory 

evolution follows from government leveraging startups as focal points and advisors
21

. 

The fintech startups provide a powerful cognitive resource as the startups are coherent 

and functional coordination templates of behavior, which means they provide scalable 

functional models for re-organizing how the cooperation within the society occurs. The 

origin of formal regulations in organizational designs of startups explains how 

endogenous institutional evolution via startups leads to formal institutional frameworks 

exhibiting notable level of coherence, complementariness and functionality
22

. Moreover, 

the observations illustrate the startups are not passive but especially in Korea the startups 

have since 2014-2015 actively educated, advised and lobbied favorable regulations from 

the government (Cha, 2018). The regulatory capability of the Korean government to 

nurture fintech development has been largely contingent on the advisory from DAYLI 

Financial Group, Viva Republica, industry associations of Korea Fintech Forum and 

KORFIN, and more recently in 2017-2018 the Korean FSC has leveraged the blockchain 

startups Bithump, Coinone and Korbit to guide FSC to establish favorable regulatory 

framework for the cryptocurrency sector (Beikverdi, 2018; Cha, 2018). Korean and 

Taiwanese government moreover recognize their cognitive limitations as both countries 

have explicitly aimed to leverage startups as a source of information to develop more 

efficient regulatory environment (Executive Yuan, 2014a; Green, 2018b; Tseng, 2017; 

TFSC, 2017a). The new „startup economy‟ policies of Taiwan („Asian Silicon Valley‟) 

and Korea („Creative Economy‟) are also examples of reactionary actions resulting from 

innovative startups, i.e. new support programs and plans (e.g. StartupStadium, 

                                                 
21

 Evans (1995) noted the importance of embeddedness for the government to gather information from the 

private sector to nurture economic development. 
22

 This is important new insight for VoC as earlier theories failed to explain the origins of the functionality 

and coherence of institutional systems as cooperation templates (e.g. Hall & Soskice 2001) 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

173 

 

FinTechBase, Asian Silicon Valley) are inspired by startups. Regulators of Taiwan and 

Korea also actively monitor international development as information for regulatory 

reforms, which can be positive influence as Korea formed cooperation agreements with 

financial authorities of UK, France and Singapore to gain access to „best practice‟ 

knowledge of fintech regulations, while Taiwanese authorities observed fintech 

development in UK, Singapore, Japan and Korea (Wu, 2017; Green, 2018a; 2018b). 

However, case of Taiwan reflects the exposure to negative experiences (e.g. customer 

fraud in China) contributed to conservative fintech policies (Wu, 2017; Huang, 2018). 

The startups as focal points for regulatory reforms in Taiwan and Korea illustrate a causal 

pattern how startups lead the economic and institutional development in advanced market 

economies. The dependence of government on startups as a source of information is due 

to the cognitive limitations of the formal authorities, which indicates that regulations and 

policy programs always follow from new innovative economic behavior of the startups. 

The fintech example moreover reflects that economic development requires more, not 

less, of regulations (Vogel, 1996), as the increasing complexity of new economic models, 

with complex and largely unknown applications and spillovers, comes with extensive 

new regulatory demands. The fintech startups in Taiwan and Korea also recognize this as 

they consistently demand more regulations to support new technology (e.g. Cha, 2018). 

The complexity of fintech moreover means too early regulation may suppress innovation 

as new ideas come with various unknown applications and spillovers. Cognitive 

limitations of government are especially pronounced with new foundational technology 

of blockchain, where too restrictive or too early regulatory approach may lead to 

undesired outcomes, even suppressed innovation (Beikverdi, 2018). Evidence from 

Taiwan and Korea illustrate firstly that governments are dependent on startups to 

establish new regulations –regulatory evolution follows the innovation of the startups – 

and secondly governments need startups for advisory about the new technology and 

related regulatory demands. This illustrates that innovation creates new regulatory 

demands, and as innovation is nation-specific, the innovation by startups leads to nation 

specific institutional trajectories reflecting largely the first wave of new startups
23

.  

                                                 
23

 Aoki (2013) has insightfully suggested how formal institutions are institutionalized patterns of behavior, 

i.e. regulations imitate common behavioral practices of the society. 
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Governments have also recognized this and observe what kind of regulatory demands 

new startups propose, e.g. Taiwan via „fintech sandbox‟ experiment observes innovation 

of the startups to create new regulations (TFSC, 2018a). However, comparison of Taiwan 

and Korea illustrate the Korean authorities are eager to learn about new technology from 

the startups (Cha, 2018; Beikverdi, 2018); while in Taiwan the stakeholders perceive 

TFSC is unwilling to cooperate with the startups (Huang, 2018; Green, 2018b). 

The empirical evidence also reflects that formal regulatory evolution is not automatic but 

inherently political process which requires coalition building and mobilizing industry 

associations to pressurize government to enact regulatory reforms. In Korea the fintech 

startups have quickly engaged in coalition building as already in 2013 the blockchain 

entrepreneurs organized themselves via informal meet-ups (Beikverdi, 2018), and in 2014 

Korean fintech startups created first formal industry association, Korea Fintech Forum, 

and later in 2016-2017 fintech startups established various new industry associations 

„Korea Fintech Industry Association‟, „Korea P2P Finance Association‟, „Korean 

Securities Blockchain Consortium‟, „Korea Blockchain Industry Promotion Association‟ 

and „Korea Blockchain Association‟. Industry associations of Korea, especially KORFIN 

with coalition of 200 startups, have been instrumental to influence FSC and the 

government via regulator meetings in 2014-2018 (Cha, 2018; FSC, 2016e). Additionally, 

the rapid customer adoption of fintech services pressurized the government to support 

fintech startups (Beikverdi, 2018). Korean FSC also proactively created a blockchain 

related government-civilian consortium to access information of the startups (“S. Korea 

to launch”, 2016). Korean industry associations, e.g. „Korea Blockchain Association‟ and 

„P2P Finance Association‟, have also promoted development of new regulations by 

establishing self-regulation for the industry (Ahn, 2018a). Self-regulation is important as 

a role model for formal regulations but also for consolidation of the industry.  

The coalition building contributed to Korean government implementing favorable 

regulatory reforms, but in contrast in Taiwan the startups have been slow in coalition 

building as only recently in 2017 the startups established industry associations, e.g. 

Taiwan Fintech Association, Taiwan Fintech Development Association and Taiwan 

Blockcamp, and also the associations are problematic as the leading association, Taiwan 
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Fintech Association, is dominated by the traditional financial sector (e.g. banks, 

insurance corporations), which makes the association not favorable representative for the 

fintech startups. However, industry associations of Taiwan are motivated by need to 

mobilize collective action to influence the government, where earlier lack of associations 

contributed to fintech sector not being perceived as an industry (Wu, 2017), but in 2017 

the TFSC of Taiwan initiated a new approach to have regular meeting with industry 

associations to enhance TFSC‟s understanding of the fintech industry development (e.g. 

Huang, 2018). Most recent association in Taiwan, „Blockcamp‟ is important 

advancement as the coalition combines cooperation and resources of accelerators, 

industry associations, community groups, research partners (IOTA Taiwan, National 

Chengchi University) and the leading startups (Bitmark, BitoEX, MaiCoin, CoolBitX, 

Cobinhood) (Blockcamp, 2018), which should ensure the new association can provide 

powerful stimulus to interact with the government. Coalition building continued in 2018 

in Taiwan as new organizations, Taiwan Parliamentary Coalition for Blockchain (TPCB) 

and Taiwan Blockchain Self-Regulatory Organization (TBSRO), were established to 

promote blockchain development (Green, 2018c). The slowness of coalition building in 

Taiwan has however contributed to slower regulatory evolution in comparison to Korea. 

The development of favorable regulatory environment for startups is also promoted by 

other industry associations, e.g. the Korea Venture Business Association lobbies for 

startup-friendly regulations while Taiwan Internet E-Commerce Association (TiEA) has 

since 2012 in regular meetings advised the Taiwanese government to establish favorable 

regulatory environment for the startups (Chen, 2017a; TiEA, 2018). Both Taiwan and 

Korea thus illustrate how building of new startup-focused coalitions is central to 

influencing government to create new regulations and reform old ones. In both countries 

the new startup-focused economy initiatives, „Creative Economy‟ in Korea and „Asian 

Silicon Valley‟, has been influenced by the startups, as especially in Taiwan the advisory 

of TiEA was central influence for Taiwanese government to embrace „new economic 

model‟ and create plans such as „HeadStart Taiwan‟, „Asian Silicon Valley‟ and „Digi+‟. 

However, the industry associations are political entities, they are motivated by 

distributional effects, which is illustrated in both Taiwan and Korea as in Taiwan the 

TFSR has consistently influenced policy making of TFSC to suppress required regulatory 
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reforms (Green 2018a, 2018b), while in Korea the maturing fintech industry and its 

coalitions are becoming more protective, e.g. Korea Blockchain Association in 2018 

initiated self-regulation to limit market entry (e.g. minimum capital requirements of US$ 

1.8 million) (Partz, 2018). Thus, while associations are important for regulatory reforms, 

with growth the associations are likely to become more conservative influence. 

However, stakeholder interviews (Huang, 2018) and comments of parliament members 

(Green, 2018a; 2018b) indicate in Taiwan the institutional design of government 

authorities may provide immunity to lobbying as the design of TFSC makes TFSC 

incapable of nurturing new technology despite of lobbying and government‟s push to 

support fintech. This indicates the coalitions and their initiatives focus on creating new 

formal institutions as old institutions are rigid to evolve. The observations of startups in 

Taiwan and Korea illustrate that also the startups and stakeholders recognize that 

innovation creates new regulatory demands (rather than reforms) and constantly demand 

new regulations and institutions instead of liberalization as for example in Taiwan the 

leading fintech startups Cobinhood and MaiCoin have stated their demand for new 

regulations, e.g. Popo Chen of Cobinhood stating “increased government regulation and 

official oversight” is beneficial for the fintech development (Haring, 2017) and MaiCoin 

stated “they want to be regulated” (Cho, 2017). Interviews of fintech stakeholders 

suggest the additional regulations are necessary support for fintech development – i.e. 

new fintech industry cannot function without supportive regulatory environment, which 

emphasizes that liberalization is not a solution to support startups. Similarly EY report 

(2017b, p. 3) argues “regulatory clarity is of critical importance to Fintech innovators” 

to provide a stable environment for fintech business. New startups propose new economic 

models requiring new more advanced regulations, but this is not automatic as regulatory 

innovation requires more advanced regulatory capabilities of the government, e.g. China 

banned cryptocurrencies due to lack of regulatory capacity, which is also illustrated in 

Korea as the FSC initially banned ICOs and restricted cryptocurrencies due to 

incapability to effectively regulate new technology. Fintech illustrates how innovation 

precedes regulatory evolution, but the case of Korea also illustrates how the government 

actively cooperates with the startups to establish regulatory capacity, e.g. working with 

startups to understand how ICOs should be regulated. 
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5.7.1. Regulatory sandbox experiments in Taiwan and Korea 

The regulatory sandbox experiments exemplify a new endogenous model for governing 

market economies, new political economy, where the regulatory authorities 

institutionalize experimentation environments for the private sector innovation, which 

provides a focal point for the government to create new regulations and policies. Taiwan 

and Korea have aimed to transition to a new startup-led growth model, away from the 

traditional state-led growth model, and the regulatory sandbox experiments are part of the 

new approach of government leveraging innovative startups for regulatory reforms. More 

specifically, the purpose of regulatory sandboxes is to act as environments where 

“financial institutions are able to test new technologies and business models in a live but 

controlled environment giving regulators time to adapt legislation as needed” (EY, 

2017b), which replaces traditional unilateral top-down regulatory approach with bottom-

up approach via startups. The regulatory sandbox exemplifies innovative startups 

fostering regulatory evolution, but sandbox experimentation also ensures that the 

government controls regulatory evolution by guiding the startups‟ experimentation to 

more collective favorable outcomes of economic growth (EY, 2017b, p. 11). But while 

the government controls the experiments, the content and direction of regulatory 

evolution is effectively endogenous originating from the innovative startups. 

Taiwan and Korea have implemented regulatory sandboxes to nurture fintech 

development. Korea has so far implemented limited fintech regulatory sandbox 

experiments twice, first from September 2016 to April 2017 for robo-advisors and more 

recently a more general experiment since March 2017 (EY, 2017b; “Regulator to set 

launch”, 2016). Moon Administration announced in 2018 that more general regulatory 

sandboxes will be implemented to facilitate testing of innovative startup business models 

with plans for fintech sandbox later in 2018 (“Moon pledges”, 2017). Korea has also 

nurtured experimentation with other innovation platforms as in August 2016 the FSC 

launched two open platforms („Fintech Open Platform‟ and „Open API System‟) to 

empower fintech innovation. Especially the „Open API System‟ is important by easing 

access of new fintech startups to the banking infrastructure to experiment with novel 

services (FSC, 2016a; EY, 2017b, p. 9). Additionally, the Korean FSC created a new 
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simulation environment for the fintech startups to experiment in (FSC, 2016a). However, 

as Yoon (2018) suggested, the „safe environment‟ for the fintech startups is still far from 

what current regulations provide for financial sector (e.g. government backs financial 

institutions). Similar issue has plagued the cryptocurrency exchanges, which suggests that 

development of new regulations as part of the regulatory sandbox experiments is 

important to nurture „safe environment‟ for innovation. While Korea as so far 

implemented only partial sandbox experiments for fintech, Taiwan in 2018 initiated a 

more extensive fintech sandbox (TFSC, 2018b). Taiwan has also previously 

experimented with more limited sandbox experiments for the traditional financial sector 

in 2011, 2013, 2015 to test new services while in 2016 the TFSC initiated a „fintech pilot 

program‟ to nudge banks to explore with fintech specific business models (TFSC, 2016e).  

5.7.2. Taiwan – Fintech regulatory sandbox as cooperation of private and 

public sectors 

The fintech industry development in Taiwan has been restricted by the positive list 

regulatory approach and slowness of reforms, and thus the late December 2017 approved 

„Financial Technology Innovation Experimentation Act‟ is important regulatory initiative 

to create a fintech regulatory sandbox to empower fintech innovation in Taiwan. The 

purpose of the fintech regulatory sandbox is defined by TFSC to rapidly promote fintech 

innovation by “providing flexible regulatory environment that facilitates Fintech business 

incubation” (TFSC, 2017h), which is supported by establishing physical experimentation 

facilities in Taipei to enhance private-public sector cooperation (TFSC, 2018a). Flexible 

regulatory environment refers to intention to empower innovation in new technology and 

business models that are not allowed or supported by current regulations by making 

participants “not subject to criminal liability and administrative responsibility under 

related financial regulations” of their innovation (TFSC, 2018b; 2017h; 2017a). TFSC of 

Taiwan studied in 2016-2017 the fintech sandbox experiences of UK and Singapore to 

design Taiwan‟s fintech sandbox experiment (Green, 2018b), with sandbox design 

aiming to establish a defined safe environment for experimenting with fintech business 

models via relaxed regulatory burden while TFSC can mitigate the potential risks of 

innovation with the controlled sandbox environment (TFSC, 2017h). The sandbox is thus 
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not an open environment for innovation as the participation to sandbox is by application, 

environment is controlled and restricted, and only approved entities are allowed to 

engage in experimentation (TFSC, 2017a; 2017h). The crucial element of the sandbox 

experimentation is the intention of the TFSC to leverage cooperation with fintech startups 

to gather information for fintech regulatory development (TFSC, 2017h). The 

participating startups are required to share their experimentation information with the 

TFSC to provide data for TFSC to evaluate potential for regulatory reforms in Taiwan 

(Tseng, 2017), which allows TFSC to control innovation, e.g. TFSC defined requirement 

for participation and regulatory reforms to be “genuinely innovative and can increase 

financial service efficiency” (TFSC, 2018b). Thus, conceptually the sandbox is important 

legislative act by institutionalizing a regulatory sandbox for empowering endogenous 

regulatory evolution via innovation of the startups (Chen, 2017b). Legislative Yu of DPP 

suggested Taiwan may extend sandbox experiments to other industries to promote 

holistic endogenous regulatory evolution in Taiwan via startups (Green, 2018b). 

However, the regulatory sandbox necessitates willingness from TFSC to leverage 

experimentation as stimulus for institutional reforms and the fintech stakeholders suggest 

the TFSC is unwilling and incapable to leverage the sandbox for regulatory reforms 

(Huang, 2018). Moreover, interviews of fintech stakeholders also suggest the sandbox 

design yields limited innovation as the entrance to sandbox is too restrictive and favors 

established entities instead of startups. The unwillingness of the TFSC to implement a 

fintech sandbox was already reflected in the slowness of the drafting process of new 

sandbox legislation, i.e. legislation drafting begun in 2016 but implementation is 

beginning in mid-2018 (Green, 2018b). Critique from government members Karen Yu 

and Jason Hsu, similarly to fintech startups, argue the TFSC has been slow and 

influenced by the TFSR in legislative reforms, even incapable to foster fintech 

development (Green, 2018b). However, the experiment design is favorable to innovation 

as the design enables wide range of innovation with only limitations being related to data 

protection and money laundry, which would thus enable innovation in previously limited 

sectors (e.g. mobile payments, online-only banking) (Fulco, 2018; Green, 2018a). Thus, 

the fintech sandbox does not lead to automatic fintech industry growth as the growth 

depends on the extent TFSC allows startups to participate in the sandbox and the extent 
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TFSC leverages experience from experimentation as stimulus for regulatory reforms. 

Thus, the sandbox experiment illustrates a few key problems: 

- The restrictive entrance limits participation,  

- Costliness of participation in the fintech sandbox, 

- Uncertainty of whether government engages in regulatory reforms, 

- Restrictions within the sandbox restrict ability to experiment. 

Firstly, the participation in the sandbox experimentation is by application requiring 

approval from a committee consisting mainly members of TFSC (Green, 2018a). Earlier 

draft of the „Fintech sandbox‟ act proposed 1:1 ratio of TFSC members to members from 

financial industry and academia, but in the final approved revision by the Legislative 

Yuan the committee includes 1:2 ratio in favor of TFSC members, which is likely to lead 

to more conservative decisions, but also protects the intellectual property of the fintech 

startups (Green, 2018a). Approval process also focuses on developing domestic fintech 

industry which is why only domestic entities are allowed to participate, but however 

foreign entities can participate if they establish a local subsidiary in Taiwan (TFSC, 

2017a; Chang & Li, 2018). The actual approval and participation process are relatively 

lengthy as reviewing of the application takes two months, leading to three months 

preparation for the experimentation in the sandbox and after that approved entities may 

experiment up to three years, and after submitting information of their experimentation 

results the TFSC evaluates reforming regulations to enable normal operation of the 

fintech services (Chen, 2017b). Thus, the sandbox proposes a slow, costly and uncertain 

path for fintech development, which is likely to suppress willingness to participate, 

especially as the Taiwanese startups perceive the participation as a risky endeavor 

(Huang, 2018). Moreover, restrictive participation limits actual experimentation as the 

sandbox design is implemented as a testing environment of developed services and 

products, which is paradoxical as current regulations limit ability to develop new services 

(all financial activities require a license (Chang & Li, 2018)) but already developed 

services is required to participate in the sandbox. TFSC requires the participating startups 

reflect “ability to enhance the efficiency of financial services, to lower the operational or 

utilization costs, or improve the benefits of financial consumers and enterprises” (Tseng, 
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2017) which is challenging prior to participation in the sandbox, especially as TFSC has 

not communicated any other fintech-supportive regulatory reforms for 2018-2019 (TFSC, 

2018a; 2018b). Thus, the design of the entrance leads to fintech sandbox being favorable 

to incremental innovation by more established financial actors and does not support more 

radical innovation by the startups (Green, 2018a). Fintech startups are experimental 

entities that often ex ante lack understanding of the final applications and outcomes of 

their innovation. The truly innovative startups are unlikely to participate in the Taiwan‟s 

fintech sandbox. In Singapore‟s similarly designed sandbox experiment only one entity 

(PayPal, a large US corporation) has been allowed to participate (Wu, 2017).  

Finally, the fintech sandbox design of Taiwan illustrates a few important conceptual 

elements of the interdependent relationship of startups and financial authorities. Firstly, 

the fintech sandbox is an institutionalized environment for fintech startups to act as 

institutional entrepreneurs to guide government policies. Secondly, the cooperation of 

startups and government illustrates the cognitive limitations of the government and 

necessity to leverage startups as advisors for regulatory reforms. Thirdly, the regulatory 

sandbox reflects how the government can amplify or suppress endogenous institutional 

evolution controlling innovation, but institutional evolution is still endogenous result of 

startups‟ innovation. However, the fintech sandbox of Taiwan is unlikely to promote 

rapid development as the restrictive design limits innovation and more concrete 

regulatory policies, e.g. adopting negative list regulatory approach, would yield more 

rapid results than the sandbox experiment. 
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VI. EMPIRICAL RESEARCH – THE INFLUENCE OF 

GOVERNMENT AND INSTITUTIONAL SYSTEMS IN 

FINTECH INDUSTRY FORMATION 

6.1. Taiwan and Korea – Transition from developmental states 

to startup economies 

Taiwan and Korea, the Asian Tigers, are famous for the history of state-led rapid 

industrialization and economic growths as „developmental states‟ (e.g. Amsden, 2001; 

Woo-Cumings, 1999; Haggard, 1990). The strong thumbs of the developmental states 

fostered quick development by increasing input of physical capital to produce economic 

output, but currently growing complexity of economic behavior in Taiwan and Korea 

requires leveraging „nimble little fingers‟ of the private sector to guide economic growth 

via innovation and creativity (Woo-Cumings, 1999; Krugman, 1994). Economic 

development is a coordination dilemma and in less developed economies the government 

push-starts establishing of new coordination templates (Chang, 1999), but with economic 

development the coordination models become more complicated, which has forced 

countries of Taiwan and Korea to adopt a new governance model as a political economy 

where the startups are central to developing new forms of coordination among the actors. 

The startups are the central coordination mechanism to establish more efficient ways to 

organize the society, which instead of liberalization leads to startups guiding Taiwan and 

Korea to establish more developed startup-friendly regulatory environment. 

The governments of Taiwan and Korea have explicitly recognized the importance of 

startups by announcing ambitions to adopt a new economic model, where the economic 

growth is driven by innovation of the startups and the focus of government is providing 

fertile environment for startups (e.g. OECD, 2017; NDC, 2016). The transition of the 

regulatory approach to increase the autonomy of the private sector has been continuous 

evolution as from early 2000s Taiwan and Korea have enacted reforms to create more 

favorable and more open environment for the private sector and as result Taiwan and 

Korea have leaped in international rankings from least favorable to most favorable 
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environments, e.g. in World Bank‟s „Doing Business‟ ranking Taiwan and Korea were in 

2004 ranked 71
st
 and 88

th
, but in 2017 Korea has leaped to 4

th
 and Taiwan to 16

th
 (World 

Bank, 2018; NDC, 2018). The continuous regulatory reforms have created more dynamic 

environment for the startups, e.g. Korea is located 2
nd

 among all advanced market 

economies in ICT development (ICT Development Index, 2018), and other international 

indicators (see Table 16) reflect Taiwan and Korea present favorable environment for the 

startups. However, slowness of regulatory reforms is still a problem as Korea ranks 

relatively low in general institutional quality, e.g. in World Bank‟s „Good governance‟ 

indicators, while in the „Global Competitiveness Report 2016-2017‟ Korea ranks in 63
rd

 

of 138 countries on institutional quality and 80
th

 in 138 countries in development of 

financial markets, report even noting Koreans have “low confidence in the banking 

system” (WEF, 2017, p. 224), which suggests the Korean economy has also limitations to 

support innovative startups. Also, the OECD metrics of regulations and barriers of 

entrepreneurship reflect Korea is still relatively restrictive environment which limits 

startups and innovation (OECD 2017). Taiwan in contrast ranks 19
th

 of 138 countries in 

development of the financial markets, 11
th

 in innovation, 5
th

 in intensity of competition 

and 18
th

 in venture capital availability (WEF, 2017, p. 280-281).  

Selected indicators of Korea and Taiwan 

Index Korea Taiwan Year 

ICT development index 2 / 176 

 

2017 

Global Innovation Index 11 / 127 

 

2017 

Global Competitiveness Index 26 / 138 15 / 138 2017 

World Bank Good Governance Indicators 42 / 182 25 / 182 2016 

Heritage Economic Freedom Index 23 / 180 11 / 180 2017 

UN Education Index 11 / 187 

 

2013 

World Bank Doing Business Index 4 / 190 16 / 190 2017 

GEM survey - Government support 2 / 66 27 / 66 2017 

GEM survey - Governmental programs 11 / 66 17 / 66 2017 

Table 16. Indicators of institutional and regulatory quality of Taiwan and Korea 

The transition to a startup-led political economy questions whether contemporary Taiwan 

and Korea are still „developmental states‟ (e.g. Pirie, 2016), but arguably the 

developmental states are characterized by autonomy of the state authorities to overcome 

distributional pressures of industrial transformation, which is present in contemporary 
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Taiwan and Korea, especially by the startup-focused policies. Moreover, the 

developmental states are characterized by interdependence of private and public sectors, 

together with autonomy of the state authorities, which is illustrated in contemporary 

Taiwan and Korea as government and startups interact to nurture economic development 

without compromising the role of the government (Evans, 1995; Weiss, 1995; Wade, 

1990). The deeply institutionalized ethos of economic transformation, together with 

overcoming interest groups pressures, is also today evidenced in Taiwan and Korea by 

plans such as „Creative Economy‟, „4
th

 Industrial Revolution‟, „Asian Silicon Valley‟ and 

„New economic model‟ (e.g. Suh & Kwon, 2014; Hayashi, 2010). Moreover, the 

traditional approach of developmental states is characterized by aiming to intensify 

market forces and alleviate market failures (Chang, 1999; Rodrik, 1995), which is 

essential to startup-focused policies, i.e. amplifying and not creating market forces.  

Taiwan and Korea reflect notably similar economic development both historically and 

today as indicated by the main economic indicators (Table 17). Firstly, the level and 

growth of GDP per capita is notably similar from 1990 to 2016, with both countries 

growing faster than other OECD countries. Table 17
24

 also reflect the economic 

development in both countries have been attained by similar strategy of continuous focus 

on R&D and innovation as both countries invest in R&D more than average OECD 

countries, with both countries being the leading countries in the world in terms of 

innovation input (R&D investments as percentage of GDP) and more importantly in 

innovation output as both countries average 3.0 to 4.0 patents per 1,000 inhabitants while 

OECD average is less than 1.0 (Taiwan and Korea innovation output being 300% to 

400% higher than OECD average), which means both countries have continuously since 

1990 outperformed OECD countries. The new focus on startups has also yielded results 

as Korea shows notable level of economic dynamism as in firm churn Korea outperforms 

OECD average with firm churn of nearly 30%, with notable effects as 50% of new jobs 

from 2001 to 2011 were created by new firms, while in ICT development Korea also 

outperforms OECD countries as in Korea ICT industries produce 10% of GDP in 

comparison to OECD average of 6% (OECD, 2014; 2017; see Table 17).  

                                                 
24

 Data for Table 17retrieved from OECD databases (OECD, 2018; 2016). 
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Country / Index - Year 1990 1995 2000 2005 2010 2016 

Korea 

GDP per capita US$ 

6,516 12,333 11,948 18,640 22,087 27,539 

Taiwan 9,136 13,129 14,941 16,532 19,278 22,561 

OECD 17,507 22,777 23,660 31,127 35,889 36,741 

Korea 
GDP per capita 

growth % 

8.7 8.5 8.0 3.7 6.0 2.4 

Taiwan 8.4 10.2 7.0 3.2 3.1 3.3 

OECD 2.3 1.9 3.3 2.0 2.2 1.1 

Korea 

R&D as % of GDP 

1.7 2.2 2.2 2.6 3.5 4.2 

Taiwan 1.7 1.8 2.0 2.3 2.8 3.1 

OECD 2.2 2.0 2.1 2.1 2.3 2.4 

Korea 
Patents per 1,000 

people 

0.6 1.7 2.2 3.3 3.4 4.2 

Taiwan 1.8 2.2 n/a 3.6 3.5 3.1 

OECD 0.7 0.7 0.9 0.9 0.9 0.9 

Korea 
Education index 

0.67 0.74 0.80 0.84 0.86 0.87 

OECD 0.68 0.72 0.77 0.80 0.82 0.83 

Korea ICT value added % of 

total value added 

- - - - 9.6 - 

OECD - - - - 6.0 - 

Korea Firm churn % - 

services 

- - - - 26.1 28.5 

OECD - - - - 21.5 20.4 

Korea New firms registered 

per 1,000 people 

- - - 1.0 1.2 1.7 

OECD - - - 1.7 1.8 1.9 

Table 17. Economic indicators and comparison of Taiwan, Korea and OECD averages 

Table 17 reflects both countries have historically pursued economic growth via 

innovation, which means the new startup-focused policies („Asian Silicon Valley‟ in 

Taiwan, „Creative Economy‟ in Korea) continue the traditional pattern of growth via 

innovation, with both countries even implementing similar policy initiatives. Thus, the 

traditional focus for innovation as creative destruction still continues with government 

recognition that “firm that drive one technological wave often fail to participate in 

subsequent waves” (Jones & Kim, 2014b, p. 17) as both countries focusing economic 

policies on startups. Both countries also reflect similar historical patterns as from 1990s 

Taiwan and Korea have transitioned from pursuing innovation via government 

intervention to innovation by private sector to current policy of innovation via startups. 

Historically R&D activities in both countries relied on government funding and even 

executing R&D, but this has changed as in Taiwan the government share of R&D funds 

has reduced from 50% to 15% share over two decades (TSB, 2017), while in Korea the 

private sector R&D spending has increased to 74% of total R&D (Jones & Kim, 2014b, 
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p. 11). This reflects evolving political economies, but also illustrates how Taiwan and 

Korea are providing a fertile environment for R&D reflected by private sector R&D 

investments. Taiwan and Korea provide favorable environments for R&D indirectly via 

infrastructural support, e.g. in both countries labor force has extensive educational 

attainment (70% of new generations have university education) (TNS, 2018; KLEMS, 

2018), but while the education supports innovation, the low levels of education in older 

age groups also hinders transition to new innovative industries (Jones & Lee, 2016). 

6.2. New political economy of startup-led growth model: Taiwan 

and Korea 

The empirical data from interviews, document analysis and industry statistics illustrates 

how the political economies and governance structures of Korea and Taiwan have 

evolved in recent years towards a startup-led growth model. The empirical findings 

presented in following chapters (6.2.1-6.2.2) illustrate the Taiwanese and Korean 

governments have by various policy measures adopted a new regulatory approach to 

leverage startups as the stimulus of economic and regulatory evolution. The empirical 

findings of government policies of Taiwan and Korea illustrate following points: 

- Transition in 2013-2018 towards more startup-led economic growth models: 

Government adopting a more indirect and reactionary governance model; 

- New political economy of Taiwan and Korea: Governments provide open 

environment for innovation (subsidies, regulatory reforms) and leverage startups 

for regulatory evolution. 

The empirical evidence from analyzing government policies of Taiwan and Korea 

illustrates both countries have transitioned to a new political economy of startup-led 

economic growth, where the new growth model requires government adopting a more 

infrastructural role to empower innovative startups to drive institutional and economic 

development (Jones & Lee, 2016; Jones & Kim, 2014a). Analysis also indicates the 

transition to a new startup-led political economy is not driven by interest groups or 

political ideologies, but the stimulus and demand for new dynamic governance structures 

comes endogenously from the dynamic startups. The traditional state-led growth model 
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becomes dysfunctional as the market economy becomes more sophisticated and complex, 

which forces the governments to adapt a new model leveraging startups as the source of 

growth. Economic growth intensifies the nature of economic development as a complex 

social problem – how to organize complex cooperation patterns – which requires „nimble 

little fingers‟ of startups to act as the coordination mechanism to develop new 

cooperation governance patterns.  Evidence of Taiwan and Korea illustrate that while the 

market economies by nature are open social systems allowing continuous 

experimentation (see Becker, 2007), both countries have in 2013 to 2018 aimed to 

amplify the openness by specific policy focus on regulatory reforms and adoption of 

negative list regulatory approach. The openness of the regulatory environment is largely 

ignored by earlier theories of capitalism (e.g. VoC) and the evidence illustrates how the 

openness ensures constant dynamism via startups. Without the openness of the regulatory 

environment, the endogenous institutional evolution could not occur. Taiwan and Korea 

have aimed to extend freedom for startups to innovate, which has been complemented by 

channeling of substantive resources (capital, supportive institutions) to alleviate market 

failures (especially underinvestment) plaguing the innovation of the startups. 

The governments of Taiwan and Korea have also adopted more transparent governance 

model to gain ability leveraging cooperation with startups as guide for regulatory reforms 

and policy development as the interviews reflect innovation of startups moves faster than 

government, with governments aiming to create regulations to support innovation. 

Evidence also illustrates the governments do intervene and their ambitions matter as 

Korea has focused on fintech development while Taiwan has focused on IoT and AI 

industries, which has crucial impact on industrial development of the market economies.  

6.2.1. Korea: Creative Economy and 4
th

 Industrial Revolution 

The historical growth model of Korea relied on state-led coordination, chaebols and 

export as the main drivers of economic growth, which led to rapid industrial 

transformation but in contemporary Korea the traditional state-centric growth model, 

with reliance on increasing physical inputs to increase economic output, has become a 

dysfunctional model to achieve economic growth (Jones & Kim, 2014b; KISA, 2015; 
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Krugman, 1994). Increasing complexity of the economy, aging population and 

diminishing returns of increasing physical inputs has led to endogenous pressure to 

transform the Korean political economy, adopt a new growth model, with Korean 

government explicitly embracing innovative startups as the new source of economic 

growth and policy objectives focused on providing fertile environment for startups, 

innovation and creative destruction. Since 2013 Korean government has explicitly aimed 

to foster economic growth by „Creative Economy‟ and „4
th

 Industrial Revolution‟ plans 

leveraging startups as the fundamental driver of economic growth (MOSF, 2015a; KISA, 

2015; FSC, 2013a)
25

. The transition to new startup-led growth model begun with 2008 

Bak Administration by regulatory reforms, policy initiatives and public resources being 

channeled to nurture a more dynamic private sector and startup economy (Cin, Kim & 

Vonortas, 2017; MOSF, 2014b). New political economy requires entirely new regulatory 

approach as the traditional approach with direct intervention and chaebols suppresses 

innovation of startups (Jones & Lee, 2016, p. 11). The new startup-led growth model also 

indicates Korean government adopting competition and innovation as the fundamental 

principles of the regulatory reforms, which implies regulatory objective is to intensify 

competition, firm churn and creative destruction (FSC, 2015m; MOSF, 2015b; 2015c; 

2016d; Jones & Lee, 2016). Korean government has explicitly communicated their 

commitment to new regulatory principle to increase competition and even suppress 

market power of chaebols (OECD, 2017, p. 133; FSC, 2014a), e.g. in 2013 the 

government announced commitment to “continuously identify and rectify regulations that 

prohibit productivity enhancement” (MOSF, 2013c).  

However, the transition to a new startup-led economic growth model has been relatively 

slow despite of the explicit ambitions of the Korean government as empirical data 

illustrates Korea is one of the least dynamic OECD countries in terms of dynamic 

reallocation of resources (Jones & Kim, 2014a; 2014b; Andrews & Cingano, 2012). 

Dynamism is important as the dynamic reallocation of resources rewards innovation and 

productivity while punishing stagnant entities – fostering creative destruction – but Korea 

                                                 
25

 Conceptually „Creative Economy‟ and „4
th

 Industrial Revolution‟ are elusive, even popularized slogans 

that are not entirely supported with specific objectives and means. However, while the narratives are 

elusive, the narratives are supported by generally startup-friendly reforms of Korea in the last 10 years. 
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has been one of the least dynamic OECD countries (OECD, 2014; Jones & Kim, 2014a, 

p. 14). Dynamism is important by rewarding innovative startups, but the dynamism and 

startups also have indirect effects as the intensified competition by creative destruction 

removes inefficient firms and forces older organizations to improve their operations 

(Jones & Lee, 2016, p. 13). New startups are the main driver of economic growth, 

producing even 50% of total growth (Mullan, 2017, p. 156-157), but unfavorable 

environments suppress ability of the startups to nurture development. However, the lack 

of dynamism has been recognized by the Korean government, including Bak, Park and 

Moon Administrations from 2008 to 2018, as each administration has systematically 

implemented policies to boost competition with innovative startups as the main stimulus 

(e.g. Jones & Lee, 2016). More systematic transition to a startup-led economy begun in 

2013 with the Park Administration‟s „Creative Economy‟ initiative which explicitly 

aimed creating economic growth via innovation and startups (Jones & Lee, 2016). The 

new „Creative Economy‟ approach is important as in contrast to historical directly 

interventionist approach of Korea, the new approach aims by indirect infrastructural 

policies to establish a favorable environment as “an ecosystem where creative ideas can 

thrive and convergence is encouraged” (MOSF, 2015a). The „Creative Economy‟ plan 

thus aims to transition away from the government-led model to new startup-led growth 

model, where economic transformation is driven by increasing investments into 

knowledge-based capital, innovation and intensified creative destruction by amplifying 

the constant churn of new innovative startups (MOSF, 2015a; Jones & Kim, 2015b, p. 6; 

KISA, 2015). Startup economy does not imply liberalization but instead reflects 

transition to more infrastructural government approach to create a dynamic ecosystem for 

startups, especially as the increasing complexity of economic behavior requires more 

sophisticated government approach to alleviate market failures (see Oh, Phillips, Park & 

Lee, 2016; Sussan, Kim, Chinta & Enriques, 2017). Korean authorities recognize this as 

for example FSC defines „Creative Economy‟ as “an economy in which the convergence 

of technology, culture and industries creates new opportunities for growth, markets, and 

job creation” (FSC, 2013a) and consistently from 2013 to 2018 Korea has communicated 

intention to become a more indirect, infrastructural „referee‟ than coach for the Korean 

economy (FSC, 2015m; MOSF, 2015b; 2015c; 2016d; Jones & Lee, 2016).  
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Empirical analysis of Korean government policies illustrates following main points: 

- Startup-friendly regulatory reforms by adopting negative list regulatory approach, 

- Subsidies and support for innovative startups to alleviate market failures, 

- New more transparent and open governance model for the government. 

Regulatory reforms to create a startup-driven economy: Negative list regulations 

The new startup driven political economy emphasized by „Creative Economy‟ and „4
th

 

Industrial Revolution‟ plans of Korea reflects 2008 initiated on-going implementation of 

a new regulatory environment and approach to adopt a startup-led growth model (OECD, 

2017). Period from 2008 to 2018, from Bak Administration to Moon Administration 

reflects continuous emphasis of the startups as the locomotive of economic development, 

which demands a new governance model as exemplified in the 2015 initiated innovation 

strategy „Government 3.0‟ envisioning a more transparent, more cooperative model 

focused on infrastructural role creating a favorable environment for innovation and 

competition (KISA, 2015). The regulatory evolution towards the startup-led growth 

model begun in 2008 but more concrete regulatory reforms occurred from 2013 to 2018 

with „Creative Economy‟ and „4
th

 Industrial Revolution‟ policy initiatives aimed 

establishing a more dynamic environment to amplify creative destruction and competition 

by concrete shift away from traditional positive list regulatory approach towards a 

negative list regulatory approach (Jones & Kim, 2014a; FSC, 2012a; 2013a; 2013d; 

2014b; 2014c; 2015g; 2016d). The adoption of negative list regulatory approach is the 

essential regulatory reform as moving away from positive list to negative list regulatory 

approach removes restrictions of economic behavior and eases entrance to market, which 

extends autonomy for private sector to experiment with economic behavior
26

. Emphasis 

of negative list regulatory approach means, especially for the fintech industry, that 

Korean regulators focus on creating a favorable environment for private sector innovation 

while reducing government involvement directly guiding how private sector should 

organize their business models (Kim, 2016).  

                                                 
26

 Positive list regulatory approach specifies set of allowed business models, strategies and practices while 

negative list regulatory approach only defines the set of prohibited activities, which by so allows more 

extensive freedom to experiment with the organizational models and strategies (Jones & Lee, 2016). 
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The transition to the negative list regulatory approach (including removing restrictions of 

entrepreneurship) and reform of administrative guidance has occurred from 2004 to 2018, 

which is reflected by World Bank‟s „Doing Business‟ ranking for Korea leaping from 

near 100
th

 most favorable environment to 4
th

 most favorable environment by 2018 (World 

Bank, 2018). Since 2013 Korea has implemented more pronounced regulatory reforms to 

shift away from ex ante positive list regulatory approach to ex post negative approach 

(Jones & Lee, 2016). In 2013 Korea intensified regulatory reforms, as in 12 months the 

share of negative list regulations of all regulations increased from 16% to 40% (OECD, 

2017), and from 2013 to 2018 the government has continued adoption of the negative list 

regulatory approach, including 2014 measures to institutionalize continuous regulatory 

reforms (e.g. MOSF, 2015d; 2016d; FSC, 2014a). In 2014, FSC implemented a new two-

fold approach for regulatory reforms – a rule based and a principle based approach – 

which similarly to negative list regulatory approach enhance autonomy of the private 

sector to experiment with business models (FSC, 2014b), which was supported in 2015 

by the Ministry of Strategy and Finance spearheading reforms aiming to erase restrictions 

of establishing new startups while suppressing market dominance and unfair competition 

of the chaebols (MOSF, 2015b; 2015c; 2015d). In 2016 MOSF continued adopting the 

negative list regulatory approach and initiated more drastic measures to create regulation 

free economic zones (MOSF, 2016d). The intensified regulatory reforms are essential to 

embrace startup-led growth model as the negative list regulatory approach intensifies 

competition by extending freedom for startups to experiment with new business models 

(Jones & Lee, 2016). New regulatory approach has been supported by Korean regulators 

adopting a new supportive infrastructural role together with new regulatory discourse 

emphasizing „support‟ over „regulation‟ (MOSF, 2015b) while Korean government has 

also reduced involvement in the economy, e.g. privatizing public entities (e.g. Korea 

Development Bank) and structuring intervention with indirect methods, e.g. injecting 

capital to startups by „Funds of Funds‟ arrangements (FSC, 2009a; 2009b; 2013a). 

The transition to startup-led economy also requires the negative list regulatory approach 

is coupled with reforming of the administrative guidance as Jones and Lee (2016, p. 23) 

note the “shifting from positive-list regulations to a negative-list approach would also 

reduce the scope for administrative guidance by making clear what actions are not 
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allowed”. Administrative guidance is a part of the traditional developmental state model 

(e.g. Johnson, 1982) but for advanced market economies is problematic as the 

administrative guidance as „shadow regulation‟ suppresses freedom of the startups to 

experiment (Kim, 2015). Also, the administrative guidance is problematic as it is 

“inconsistent with a transparent and predictable regulatory framework” (Jones & Lee, 

2016, p. 15). The startup-led growth model thus requires eliminating the administrative 

guidance, but evidence from Korea indicates a reformed „soft administrative guidance‟ 

approach as the policy plans (e.g. „Creative Economy‟) support innovation by 

communicating government‟s commitment („blanket support‟) for innovation without 

administrative guidance being interventionist or compromising transparency of the 

regulatory environment. The new „soft administrative guidance‟ does not intervene but 

instead aims to communicate commitment to support startups. The regulatory reforms 

from 2013 to 2018 have consistently increased freedom of the startups, but this comes 

with increasing responsibility as FSC has reduced direct monitoring of the private sector 

but this has been coupled with demands for private sector to develop internal control 

mechanism, e.g. fintech startups are required to establish KYC and other internal controls 

(FSC, 2015k; 2013b; 2013d). The new regulatory approach enhances freedom of the 

startups but also requires the private sector carries responsibility that innovation is 

beneficial for the society (Jun & Yeo, 2016). 

Additional concrete regulatory initiative to intensify competition and empower creating 

innovative startups has been implemented by Korean authorities reforming product 

market regulations and barriers of entrepreneurship (Jones & Kim, 2014a; 2014b; Jones 

& Lee, 2016). Systematically from 2009 to 2018 the FSC of Korea has removed 

restrictive regulations to ease entrepreneurship and intensify competition to enhance 

innovation, and these measures have been coupled with initiatives to limit the abuse of 

market power of chaebols while providing support for the new startups (FSC, 2009a; 

2011; 2013a; 2015k; 2016d; “Regulator voices”, 2017). Measures of the FSC to increase 

competition, especially by amplifying the firm churn, are important as the financial sector 

is prone for market failures, stagnation and underinvestment in innovation due to 

complexity of financial services and industry structure being dominated by limited 

number of large conglomerates (FSC, 2016a). Thus, important feature of government 
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policies is enhancing innovation by addressing harmful interest group dynamics blocking 

competition (OECD, 2017). The interviews of the fintech stakeholders (Beikverdi, 2018; 

Cha, 2018; Yoon, 2018) reflect that also the startups perceive Korean authorities are 

eager to support new startups, which contributes to incentives to invest in innovation. 

Lastly, the new regulatory principles (competition, innovation, efficiency) have been 

institutionalized as parts of the regulatory environment as in 2014 Korea introduced a 

„cost-in, cost-out‟ evaluation policy to ensure new regulations and regulatory reforms 

promote economic efficiency (new regulations at minimum offsetting increased 

regulatory burden) (OECD, 2017; Jones & Lee, 2016). However, only 15% of new 

regulations have been evaluated with qualitative assessment, which suggest regulatory 

reforms still may favor political maneuvering and distributional goals instead of 

economic efficacy (OECD, 2017). Korea has also institutionalized other quality controls 

as since 1988 new regulations have been evaluated with „Regulatory Impact 

Assessments‟ (RIAs) and in 2014-2015 Korea introduced „SMEs Ombudsman‟, 

„Regulation Guillotine‟ and „Regulation Cost Analysis Center‟ to ensure regulatory 

evolution favors efficiency and economic growth (OECD, 2017, p. 11-12; MOSF, 2014d; 

2015b). Also, in 2013 Korean government initiated new requirement that public 

institutions are established only if they promote efficiency (MOSF, 2013d). However, 

despite of the constant progress from 2008 to 2018 the comparative metrics of regulatory 

quality illustrate comparatively slow progress in reforms, with Korea ranking at the 

bottom of OECD countries (Table 18-19): 

World Bank Good Governance  1996 1998 2003 2008 2013 2016 

OECD average 1.2 1.2 1.2 1.2 1.2 1.1 

Korea's ranking (All countries)  52/182  54/182  50/182  43/182  42/182  42/182 

Korea's ranking (OECD countries)  31 / 35  32 / 35  31 / 35  28 / 35  27 / 35  28 /35 

Korea 0.6 0.5 0.7 0.7 0.8 0.7 

Japan 1.1 1.1 1.1 1.2 1.3 1.4 

Taiwan 0.7 0.8 0.9 0.8 1.0 1.1 

Singapore 1.5 1.5 1.4 1.5 1.5 1.6 

Hong Kong 1.0 1.0 1.4 1.5 1.4 1.4 

Table 18. The evolution of regulatory quality in Korea –World Bank metrics 
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OECD - Product market reg. 1996 1998 2003 2008 2013 2016 

OECD average n/a 2.2 1.8 1.6 1.4 n/a 

Korea n/a 2.6 2.0 1.9 1.9 n/a 

Korea's ranking (OECD countries) n/a  21 / 28  21 / 28  24 / 28  26 / 28 n/a 

              

OECD - State control 1996 1998 2003 2008 2013 2016 

OECD average n/a 2.9 2.4 2.3 2.2 n/a 

Korea n/a 2.6 2.1 2.4 2.5 n/a 

Korea's ranking (OECD countries) n/a  12 / 28  10 / 28  21 / 28  24 / 28 n/a 

              

OECD - Barriers to entrepreneurship 1996 1998 2003 2008 2013 2016 

OECD average n/a 2.7 2.1 1.8 1.7 n/a 

Korea n/a 2.6 2.4 2.2 1.9 n/a 

Korea's ranking (OECD countries) n/a  13 / 28  21 / 28  21 / 28  22 / 28 n/a 

Table 19. The evolution of regulatory quality in Korea – OECD metrics 

The comparative metrics of the regulatory quality indicate Korea still relies on traditional 

regulatory approach despite of the explicit ambitions to establish startup-friendly 

regulations (Kim, 2016; Suh, 2018; Lee, 2018). The international comparison illustrates 

that while Korea has made improvements (e.g. Jones and Lee (2016, p. 17) found 

regulatory reforms have produced economic growth, and Korea leaped from 88
th

 most 

favorable economic environment to 4
th

 most favorable by 2018 in World Bank‟s „Doing 

Business‟ ranking), Korea is still behind other OECD countries and Asian economies. 

Especially the OECD metrics of restrictive regulations and barriers to entrepreneurship 

indicate Korea is one of the least open economies among OECD countries, where 

especially the barriers to entrepreneurship suppress creative destruction (Ahn, 2015). 

Moreover, Korea is one of the least open economies due to protectionist policies, which 

limit competition and innovation in the domestic market (Koske et al., 2015). However, 

the OECD metrics reflect development only until 2013, which means the more 

pronounced regulatory reforms in 2013 to 2018 are not reflected in the metrics, but recent 

critique (Kim, 2016; Suh, 2018; Lee, 2018) suggest the reforms and especially building 

new regulations for new industries has been slow. Interviews of ecosystem stakeholders 

suggest Korean government is eager to learn from startups, but new regulations are 

slowly developed and Korea continues favorable regulations for the traditional financial 

sector (e.g. Yoon, 2018). More crucially the regulatory environment of Korea still today 

continues to distort competition as the regulatory framework applies extensive burden on 
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new startups as the recent 2017 OECD report shows 60% of regulations are applied 

solely to small entities and compliance cost exert more extensive burden for new entities 

(e.g. compliance cost is 11% of sales for small firms, 3% for large firms) (OECD, 2017; 

Jones & Lee, 2016, p. 17). Interviews of ecosystem stakeholders (Beikverdi, 2018; Yoon, 

2018) also emphasize the regulatory environment demands extensive resources from the 

startups (e.g. new startups require one person dedicated to regulatory matters) while large 

firms receive special regulatory support. Thus, despite of the regulatory reforms Korean 

economy still presents relatively restrictive regulatory environment for the startups. 

Direct intervention of Korean government to empower startups 

From 2012 to 2018 Korean government has consistently aimed to create dynamic startup 

ecosystem with various plans channeling subsidies, capital and resources to the startup 

ecosystem, e.g. the 2013 initiated „Creative Economy‟ aimed to inject KRW 80 trillion of 

funds (US$ 75 billion) to boost the startup ecosystem (Jones & Lee, 2016, p. 7). The 

policy objective has aimed to alleviate market failures by subsidizing innovative startups 

with various measures from 2012 to 2018 summarized as below: 

- Year 2012: FSC provided financial support worth KRW 22 trillion (US$ 20 

billion) to nurture “more than 10 thousand start-up businesses” (FSC, 2012c), 

- Year 2013: „Creative Economy‟ plan‟s various funds: „Future Creation Fund 

(KRW 500 billion), „Special Credit Guarantee for Entrepreneurs‟ (KRW 50 

billion), „Credit guarantees for M&As between small firms‟ (KRW 100 billion), 

„Fund for New Venture Generation‟ (KRW 100 billion) – total of KRW 750 billion, 

US$ 700 million (Jones & Kim, 2014b, p. 24), 

- Year 2013: „Growth Ladder Fund‟ with KRW 600 billion of funds: „Fund for 

M&As‟ (KRW 200 billion), „Intellectual Property Rights Fund‟ (KRW 200 billion), 

„Restart Support Fund‟ (KRW 100 billion) (Jones & Kim, 2014b, p. 24), 

- Years 2013-2014: „3-year Plan for Economic Innovation‟ support fund of KRW 3 

trillion (US$ 3 billion) aiming to nurture KRW 15 trillion of private investments 

(US$ 15 billion) (MOSF, 2013a; 2014a). Also „technology financing‟ provided 

loans of KRW 8 trillion (US$ 8 billion) for the startups (MOSF, 2015b), 

- Year 2014: „Measures to Stimulate Investment: Fostering Promising Services 

Industries‟ plan: Funds of KRW 3 trillion (US$ 3 billion) (MOSF, 2014c), 
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- Year 2015: Funds for fintech startups, US$ 200 million (FSC, 2015l), 

- Year 2016: Follow-up of „Creative Economy‟: „Increase Investment in Developing 

New Growth Engines‟ and „10
th

 Round of Measures to Boost Investment‟ (MOSF, 

2016b; 2016a). „New Growth Engine Support Fund‟ with KRW 1 trillion of funds 

(US$ 1 billion) to promote creative destruction (MOSF, 2016c), 

- Year 2016: Support funds for fintech startups, US$ 700 million (FSC, 2016c), 

- Year 2017-2020: Funds for fintech startups, US$ 3 billion (“Gov‟t to offer”, 2017). 

Thus, from 2012 to 2018 the Korean government has aimed to create dynamic startup 

ecosystem by alleviating market failures of underinvestment by injecting capital for the 

startups, where the capital injection has been coupled with providing other tangible and 

intangible resources, e.g. „Creative Economy‟ and „Tech Incubator Program for Startup‟ 

provide advisory, facilities and material resources for the startups (MOSF, 2017; MSIP, 

2016). The support plans are structured to support entire lifecycle of startups, e.g. 

„Growth Ladder Fund‟ supports innovation, growth and scaling up of the new startups, 

and importantly the support efforts of the government also include generally more than 

half of the funds from private investors (Jones & Kim, 2014b, p. 24; FSC, 2013c). 

However, the problem of government invention in Korea, especially historically, has 

been inefficient capital allocation, which has led to government intervention supporting 

non-viable SMEs, creating „zombie firms‟, and crowding out VCs and funding from 

actually competitive startups by so suppressing creative destruction in Korea (Jones & 

Lee, 2016, p. 35). The suppressed market dynamism is reflected in 11% of SMEs being 

labeled as „zombie firms‟ as the continuous government involvement persuades financial 

institutions to evergreen loans to unviable „zombie firms‟ as well as traditional policy 

design generally suppresses competition by favoring tax credits which distorts capital in 

favor of older less efficient organizations (Jones & Kim, 2014a, p. 25). Moreover, the 

capital injection has often been channeled to older entities instead of the newer 

innovative startups suffering from underinvestment, and moreover the structuring of 

capital injection via „Funds of Funds‟ arrangements has led to VCs sticking to capital 

instead of channeling it to startups (Hong, 2012; Jones & Kim, 2014a). Thus, the 

continuous government involvement tends to distort natural development of the capital 

markets by crowding out private initiatives, channeling capital to older less efficient 
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entities and incentivizing entrepreneurs to focus on low risk projects (Sohn & Kim, 

2013). Moreover, while Korea has channeled extensive capital to the startups, the OECD 

reports have estimated the direct intervention is less important than regulatory reforms in 

increasing market dynamism as estimates of „Creative Economy‟ plan suggest the direct 

intervention promotes GDP growth by 0.4% in a 10-year period but regulatory reforms to 

startups could provide 1.1% growth in the same period (Jones & Lee, 2016). 

Korean government has recognized the inefficiencies of the direct intervention and since 

2013 aimed specifically to amplify creative destruction by policy focus on the younger, 

more promising startups (e.g. R&D funding for young startups) (Jones & Lee, 2016, p. 

34-35). New focus of Korea also since 2013 has aimed to increase innovation by 

amplifying the startup creation with government intervention aiming to establish “a more 

healthy investment ecosystem” to amplify creative destruction and provide capital to 

promising startups (FSC, 2013c). Korea also implemented important policy change by 

steering away from indirect funding (e.g. banks loans) as a policy measure, as “bank 

lending is often ill-suited to newer, innovative and fast growing companies”, and moving 

towards leveraging more suitable direct funding and venture capital as the capital sources 

for the startups (OECD, 2016b, p. 2). But despite of the efforts critique suggests Korea 

should take more pronounced policy change to leverage capital markets as the funding 

source of startups (Jones & Lee, 2016, p. 3). The government initiatives from 2013 to 

2018 have addressed this by channeling capital to VCs and developing the venture capital 

market infrastructure of Korea. Development of venture capital infrastructure has been 

implemented for example by establishing in 2012 a specially designated KONEX stock 

exchange as a capital source for the startups (Kang, 2017). New KONEX exchange has 

provided mixed results as initially various startups were listed, with market capitalization 

from 2013 to 2015 growing from KRW 0.5 trillion to 4 trillion, 400% growth, but from 

2015 to 2018 the capitalization has stagnated at the level of KRW 4 trillion, however at 

the same time the KONEX reflects success in expansion of promising startups as 27 firms 

in 2013-2017 have transitioned from KONEX to KOSDAQ (Kang, 2017). Additional 

regulatory efforts, e.g. „Stimulate IPOs of promising companies‟, aimed helping 

promising startups to attract capital from investors by re-designing capital market 

requirements to favor innovation instead of historical profitability (FSC, 2013c; Jones & 
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Kim, 2014a, p. 18-19; Kang, 2017). Most important regulatory measure to develop 

dynamic venture capital markets begun in 2013 by government initiative „Measures to 

Develop a Venture-Startup Funding Ecosystem‟ with explicit aim creating a “barrier-

less, free-flowing virtuous cycle of enterprise creation, growth, investment withdrawal, 

and reinvestment, and transform the domestic venture ecosystem into one that resembles 

the US‟ Silicon Valley‟” (MOSF, 2013b), which was continued by FSC initiative in 2015 

to “vitalize venture capital market” by injection of KRW 600 billion (US$ 500 million) 

towards the innovative startups (FSC, 2015k). Earlier in 2003-2013 Korean authorities 

recognized importance of startups but failed to establish favorable funding environment, 

but the efforts since 2013 have been successful as the government initiatives helped 

venture capital market to quickly grow by nearly 100%, from level of KRW 1.2 trillion in 

2011-2012 to over KRW 2 trillion by 2015 (two years ahead of government target) 

(MOSF, 2013b; KVCA, 2017; see Figure 12). The success of new initiatives is also 

illustrated by capital investments being channeled more towards the early stage startups. 

 

Figure 12. Evolution of the venture capital market in Korea 2007 to 2017 (KVCA 2018) 
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Figure 12 illustrates the government efforts contributed to development of the venture 

capital market from 2013 to 2017, with the government‟s capital injections to the venture 

capital market being the crucial initiatives, and continued favorable development has 

been nurtured by Korean government launching supportive measures, e.g. „Angel 

Investment Support Center‟ for networking of angel investors and startups, „Angel 

Investment Matching Fund‟ to incentivize angel investors, and the new direct efforts (e.g. 

„Growth Ladder Fund‟) have continued channeling capital into the venture capital market 

(OECD, 2017; FSC, 2013c). Besides the quantity, the quality of capital allocation has 

improved as the government‟s capital injection has been structured via „Funds of Funds‟ 

arrangement, which eliminates government‟s role in investments as the „Funds of Funds‟ 

arrangement leverages VCs to allocate capital efficiently to promising startups (FSC, 

2013c; KVCA, 2017; Jones & Kim, 2014b). The historical initiatives often channeled 

capital to older firms, but since 2013 more capital has been allocated to the early stage 

startups suffering from the market failure of underinvestment. In 2004 to 2011, each year 

roughly 200 early stage startups received capital investments but in 2016-2017 this figure 

has nearly tripled (see Figure 13; data from KVCA, 2017). 

 

Figure 13. Development of VC market in Korea: By stage of investment 

Thus, the 2013-2018 initiatives of Korean government helped nurturing more dynamic 

capital market, with growth especially in early stage investments, but in 2016-2017 the 
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growth has stagnated and failed to achieve a „virtuous cycle‟ of startup success, re-

investments and growth. Partially this is due to short observation period, but also this is 

due to inefficiency of the government intervention and regulatory framework favoring 

large enterprises over startups suppressing market dynamism (Jones & Kim, 2014b; 

Andrews & Criscuolo, 2013). The development of venture capital market occurs 

spontaneously as Jones and Kim (2014b, p. 19) argued “the development of the venture 

capital as followed, rather than preceded, the availability of attractive opportunities”, 

which indicates dynamic venture capital market requires dynamic startup ecosystem and 

cannot be entirely created by Korean government merely injecting capital to the market.  

The evolution of the governance model– Transparency and openness 

The analysis of Korea‟s regulatory posture reflects transition to a new political economy 

and governance structure for the market economy, as from the Bak Administration to the 

current Moon Administration Korea has adopted a more cooperative, inclusive and 

transparent governance model, where government actively leverages the private sector as 

the focal point for regulatory evolution. For example, recent OECD report (2017, p. 16) 

argues the “regulatory quality management is demand-driven” to suggest the private 

sector guides the regulatory evolution as the ecosystem stakeholder interviews (e.g. 

Beikverdi, 2018; Cha, 2018) illustrate the Korean government actively leverages the 

startups as advisors for developing more efficient regulations. The transparent, inclusive 

and endogenous regulatory environment, with startups as advisors, is necessary due to the 

complexity of the economy as revising of institutions requires nimbler decentralized 

approach. Adoption of more inclusive and cooperative governance structure begun by the 

Bak Administration in 2008 with the introduction of new „Public-Private Join Regulatory 

Reform Initiative‟ and during the Park Administration the new cooperative approach has 

been more extensively institutionalized by creation of „Creative Economy Public-Private 

Conference‟ and „Working-level Conference‟ to formalize cooperation of government 

and firms (OECD, 2017, p. 134-135; MOSF, 2013a). Embeddedness is not entirely new 

as it resembles traditional „developmental state‟ cooperation, “strong state and strong 

industry go hand-in-hand” (Weiss, 1995, p. 589; Evans, 1995), but the new governance 

model is more startup-led and government is less active in leadership. 
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The new governance model is evidenced by 2014 government announcement the new 

„Creative Economy‟ plan aims to “build a creative economy through private sector-led 

innovation” (MOSF, 2014a) – i.e. new startup-led growth model, implying the startups 

also lead regulatory evolution as for example in 2009 the FSC devised future 

development plans derived of inputs from financial firms (FSC, 2009a), while similar 

2013 initiated ‟10-10 Value-Up‟ plan to upgrade financial sector was created by 

leveraging input from the private sector (FSC, 2013a). New inclusive governance model 

has been institutionalized with various initiatives in 2013-2018, with new era beginning 

in 2013 by announcement of new “more transparent, rational and responsible” 

governance approach (MOSF, 2014e; FSC, 2016d), which was institutionalized in 2013-

2015 by implementing „The Thorn under the Nails‟ and „Regulatory Reform Shinmungo‟ 

initiatives to incorporate private sector inputs into regulatory reforms (OECD, 2017). The 

private sector guidance has become central to regulatory reforms as in 2014 the FSC 

enacted extensive regulatory reforms to “create new opportunities and growth drivers” 

where the private sector input led to review of 3,100 regulations and revision of 700 

(FSC, 2014b). In 2014 the Park Administration institutionalized cooperative policy 

making by establishing regular meetings with the private sector (MOSF, 2014b), and 

since 2014 the FSC has institutionalized various private-public platforms to nurture 

inclusive regulatory reforms, e.g. in 2014 FSC established monthly meetings with 

financial firms (FSC, 2014b), since 2015 FSC has had regular meetings with fintech 

startups and associations, and in 2016 established „Korea Blockchain Consortium‟ (“S. 

Korea to launch”, 2016). In 2017 the Moon Administration continued institutionalizing 

inclusive policy making by establishing „Committee on Fourth Industrial Revolution‟ 

with members from government, academia and firms (“Gov‟t to offer”, 2017). However, 

2017 survey indicates 60% of SME representatives were dissatisfied of the regulatory 

approach (OECD, 2017), but 2018 interviews of fintech stakeholders (e.g. Beikverdi, 

2018; Cha, 2018) perceive the government is eager to cooperate with the startups. 

6.2.2. Taiwan: ‘New Economic Model’ and ‘Asian Silicon Valley Plan’ 

The global trends of „startups‟ and „innovation‟ has contributed to recognition in Taiwan 

that economic growth in advanced market economies relies on creative destruction via 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

202 

 

startups, with implication for government policy to establish a fertile startup ecosystem. 

Taiwan, similarly to Korea, has recognized this in 2013-2018 and especially since 2016 

the new Tsai Administration has transitioned Taiwan to new policy approach nurturing 

economic development via „new economic model‟ of innovative startups. For Taiwan this 

meant a transition from state-led growth model to startup-led growth model, with explicit 

focus to “Optimize Taiwan‟s startup and entrepreneurship ecosystem” by measures for 

“cultivating innovate talent, providing business expansion capital, and adjusting laws 

and regulations to create a friendlier startup environment” (NDC, 2016). Taiwan started 

adopting a new startup-led growth model in 2014 by „HeadStart Taiwan‟ plan, which 

initiated startup ecosystem development as a complementary combination of regulatory 

reforms and direct subsidies (NDC, 2014a, p. 13). Initial steps towards the new model 

begun in 2012 by the Executive Yuan‟s „Golden Decade‟ plan to adopt a new economic 

model focused on innovation (Executive Yuan, 2012) by following 2013-2014 policies 

aimed at empowering innovative entrepreneurship by creating “a free economy…that is 

deregulated, internationalized and liberalized” (Executive Yuan, 2013a; 2014c). Tsai 

Administration in 2016 embraced new economic model by stating “the administration‟s 

most important policy is to promote more business creativity via innovation and startups 

and further guide industries‟ structural transformation and upgrade” (Executive Yuan, 

2016m), and by leverage of startups and creative destruction the government aims 

ensuring “arrival of the new industrial revolution” (Executive Yuan, 2015b; 2016g). 

From 2013 to 2018 Taiwan has implemented various plans to create a startup-driven 

economy, e.g. plans such as „Three Industries, Four Reforms‟, „Plan to Catapult Hidden 

Champions‟, „Program to Reinvigorate Traditional Businesses‟, „Digi+‟, „Productivity 

4.0‟, „Asian Silicon Valley‟, „Free Economic Pilot Zones‟ and „HeadStart Taiwan 

Project‟. Continuously all of the plans aim creating “a positive, complete, and effectively 

operated ecosystem for entrepreneurship” (NDC, 2014a, p. 1; 2014b). Adoption of new 

economic model continues in 2017-2020 by Taiwan‟s new „National Science and 

Technology Development Plan‟ with innovation, startups, competition and 

experimentation as the main drivers of economic growth (Executive Yuan, 2017f). 

The central element of the „new economic model‟ of Taiwan as a political economy is the 

adoption of new inclusive governance model, as exemplified by 2015 statement of the 
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Executive Yuan that “the government will allow private companies to take the lead in 

startup activities while it simply acts a sponsor or supporter” (Executive Yuan, 2015c), 

which is also reflected in new policy approach: “the administration has been spurring 

innovation and entrepreneurialism in the hope of regenerating private-sector dynamism 

and engaging large enterprises with startups to promote overall industrial and economic 

transformation, so as to effect a new innovation-driven economic model” (Executive 

Yuan, 2015d). In the new governance model of Taiwan, the innovative startups not only 

foster economic growth but the startups are also the fundamental driver for regulatory 

evolution. The various initiatives from 2013 to 2018 (Digi+, Productivity 4.0, Asian 

Silicon Valley) transitioned Taiwan‟s government to a more infrastructural role aiming to 

provide fertile environment for the startups to nurture economic growth (Executive Yuan, 

2015e; 2015f; 2016b). Taiwan reflects similar timing, albeit slightly later, with Korea‟s 

regulatory transformation, but the Taiwan-China relations creates a problematic aspect 

for Taiwan, especially for extending economic freedom as opening economy enables 

freer influence of China (e.g. TFSC, 2013e), and additionally China is actively 

undermining the Taiwanese startup ecosystem by establishing Taiwanese citizens specific 

startup incubators to foster brain-drain from Taiwan (Goh & Yu, 2018). The „new 

economic model‟ of Taiwan will be further discussed by focus on three central elements: 

- New regulatory approach to increase economic freedom of startups, 

- New indirect intervention and subsidies to support innovative startups, 

- New more inclusive and endogenous political economy and governance model. 

Regulatory reforms to establish a ‘new economic model’ for contemporary Taiwan 

The regulatory reforms of Taiwan in 2012-2018, especially since 2016 with the new Tsai 

Administration, have aimed to create more dynamic market economy by increasing 

freedom of the startups to nurture “industrial upgrading and innovative economy” (NDC, 

2017a). Incremental regulatory reforms creating more favorable regulatory environment 

for entrepreneurs have been implemented since 2003 by National Development Council 

(NDC, 2018) but new focus to extend economic freedom to empower innovative startups 

begun in 2012 by the „Golden Decade‟ plan of the Executive Yuan (Executive Yuan, 

2012; 2013a; 2014c) with initial regulatory reforms being implemented by the 2008 
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established „Center for Economic Deregulation and Innovation‟, which in 2008-2013 

reformed total of 845 regulations (Executive Yuan, 2013c). In 2013-2014 NDC 

experimented with „Free Economic Pilot Zones‟ to empower innovation by removal of 

restrictions (NDC, 2014b), while in 2014 the NDC initiated „HeadStart Taiwan Project‟ 

with focus on “the development of a startup ecosystem” by addressing key barriers of the 

startups, “unfriendly laws and regulations, insufficient early stage investment, and weak 

int‟l linkage” by three core strategies of deregulation, global fund attraction and cluster 

building (NDC, 2014a, p. 2-4). Since 2015 the regulatory reforms have become more 

startup-focused as in 2015 the „Productivity 4.0‟ plan implemented reforms related to 

“unfavorable laws and regulations, difficulty in raising capital and lack of international 

linkage” (Executive Yuan, 2015f), leading to 16 of regulatory reforms to support startups 

and creation of „Executive Yuan Youth Startup‟ base in Taipei to promote startup 

ecosystem development (Executive Yuan, 2015d; 2015e). In 2016-2017 the regulatory 

reforms have continued creating more favorable regulations for the startups by 2016 

initiatives “removing barriers” (Executive Yuan, 2016h) and the „Asian Silicon Valley‟ 

plan “relaxing regulations for innovative businesses” (Executive Yuan, 2016c). Tsai 

Administration has especially embraced the startup-led growth model and in 2017 the 

National Development Council presented a national development plan to foster economic 

growth by innovative startups with government‟s role removing restrictions and creating 

a favorable regulatory environment (NDC, 2017a; 2017b). 

The NDC of Taiwan has since 2003 leveraged World Bank‟s „Doing Business‟ ranking 

as the guide for regulatory reforms with notable results as Taiwan‟s ranking as a 

favorable environment for entrepreneurs leaped from 101
st
 country in 2008 to 16

th
 in 

2018 (World Bank, 2018; NDC, 2018). Regulatory reforms transformed Taiwan to a 

friendlier startup environment; e.g. in 2018 registering a firm requires three procedures, 

10 days, a cost equivalent to 2% of income per capita (OECD average is five procedures, 

nine days, cost of 3.1% of income per capita) while in 2004 this required eight 

procedures, 48 days and a cost of 6% of income per capita (World Bank, 2018). Barriers 

to entrepreneurship have been removed as in 2018 there are no minimum capital 

requirements for new firms but in 2004 the capital requirement was equivalent to 211% 

of income per capita (World Bank, 2018). The regulatory reforms from 2003 to 2018 
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have thus notably eased entrepreneurship, increased startup creation and competition in 

Taiwan, but still in 2017-2018 critique suggests Taiwan‟s regulatory environment is too 

restrictive, too focused on traditional technology, to support the startups (Lew, 2017). 

However, various initiatives („HeadStart Taiwan‟, „Asian Silicon Valley‟) are explicitly 

aimed for new innovative startups instead of older firms (e.g. NDC, 2014a, p. 5-6), and 

international comparison (Table 20) suggest Taiwan has relatively well-developed 

institutional framework to support development of new startups.  

Selected international indicators: Comparison of Taiwan and Korea 

Indicator / index Taiwan Korea Year 

Global Competitiveness Index  15 / 138   26 / 138 2017 

World Bank Good Governance Indicators   25 / 182  42 / 182 2016 

Heritage Economic Freedom Index   11 / 180  23 / 180 2017 

World Bank Doing Business Index   16 / 190  4 / 190 2017 

GEM survey - Government support   27 / 66  2 / 66 2017 

GEM survey - Governmental programs   17 / 66  11 / 66 2017 

Table 20. Indicators and rankings of institutional quality of Taiwan  

Taiwan has continuously implemented regulatory reforms but Taiwan requires more 

concrete adoption of a negative list regulatory approach to eliminate the positive list 

regulatory approach favoring the traditional sectors and to extend freedom of the startups 

to innovate, as especially within financial sector the innovation requires new principles-

based regulations with negative list regulatory approach (Tsai & Peng, 2017). Amplifying 

innovation requires a negative list regulatory approach, involving “where possible, 

moving away from dictating through detailed, prescriptive rules and supervisory actions 

how firms should operate their business” (FSA, 2007) to enable startups to experiment 

with new business models, but in Taiwan the adoption of negative list regulatory 

approach has been slow, especially in financial sector (Lew, 2017), and only recently in 

2017 the Executive Yuan has committed to adopting a new approach where “all acts are 

permissible, in principle, unless explicitly proscribed” (NDC, 2017c). Removal of 

restrictions of entrepreneurship and the negative list regulatory approach are essential to 

empower innovative startups to restructure societies, which only recently in 2014-2018 

has been recognized in Taiwan as an important stimulus for regulatory evolution (NDC, 

2014b; TFSC, 2018a; 2018b). New initiatives „Fintech Sandbox‟, „Startup Regulatory 

Adjustment Platform‟ and „vTaiwan‟ are important new measures for regulators to 
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leverage cooperation with startups for regulatory reforms (NDC, 2017c; 2017d). Prior to 

Tsai Administration, the Executive Yuan often emphasized „liberalization‟, but new 

administration has importantly recognized new innovative startups require additional 

regulatory building instead of deregulation, which has led to establishing new supportive 

institutions and policies (e.g. „Taiwan StartupStadium‟ and „Asian Silicon Valley‟). The 

regulatory reforms have boosted dynamism, which is reflect in R&D expenditure as 

traditionally Taiwan relied on public sector for R&D investments (e.g. in 1991 

government provided 50% of R&D investments) but constantly private sector R&D 

investments have increased due to favorable environment while the share of government 

R&D investments have declined (government share of R&D investments 33% in 2001, 

15% in 2015) (TNS, 2018). Regulatory reforms have contributed to innovation favorable 

environment, which is reflected in Taiwan‟s excellent input and output innovation 

metrics (e.g. R&D expenditure is 3% of GDP while OECD average is 2%). The firm 

churn also indicates relatively healthy dynamism, each year 10% of firms being replaced 

with new startups (Figure 14 below), but however, the firm churn has largely stagnated, 

but new startup-focused measures have been implemented in 2016-2018 to improve this. 

 

Figure 14. The firm churn in Taiwan 2006 to 2016 (MOEA, 2018) 
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However, while the government of Taiwan has explicitly committed to new startup-

focused growth model, the regulatory reforms have failed to establish a generally startup-

focused regulatory environment with negative list regulatory approach, and the policy 

approach of Taiwan still reflects traditional selective promotion of certain industries. The 

plans „Digi+‟ and „Asian Silicon Valley‟ promote certain selected industries (e.g. IoT, 

AI) while ignoring other sectors, which is not favorable to nurturing a more open-ended 

innovation by the startups and fails to establish a properly dynamic startup ecosystem. 

Moreover, misguided direct intervention is also illustrated in „Asian Silicon Valley‟ by 

objective to create ecosystem in older technology cluster of Taoyuan (Executive Yuan, 

2016d) instead of promoting the existing dynamic startup clusters of Taipei. Instead of 

working together with the market forces the government is trying to create them, and as 

the „Asian Silicon Valley‟ comes with extensive resources (NT$ 11 billion spent in 2017) 

(Executive Yuan, 2016d), the plan may waste resources and crowd out private initiatives. 

Also, the ecosystem stakeholder interviews suggest the government lacks understanding 

of the startups limiting capability to implement regulatory reforms (Chen, 2017a). 

New infrastructural (in)direct intervention to empower the startup economy 

The „new economic model‟ of Taiwan aims to foster economic development via 

innovative startups, where the regulatory reforms to empower innovation are 

complemented by provision of subsidies and support for the startup ecosystem. Taiwan 

has aimed by direct intervention to alleviate market failures and underinvestment 

plaguing the startup ecosystem as for example in 2017 the „Asian Silicon Valley‟ plan 

aimed nurturing a “complete innovation and entrepreneurial ecosystem” by injecting 

funds of NT$ 100 billion to the ecosystem (Executive Yuan, 2017i), while 2016 initiated 

„DIGI+‟  fostered ecosystem growth by injecting NT$ 14 trillion of funds by 2018 and 

NT$ 100 trillion by 2025 to the ecosystem (Executive Yuan, 2016b; 2016d; 2017h; Kais, 

2017). The complementary efforts of regulatory reforms and subsidies begun in 2014 by 

„HeadStart Taiwan‟ project but more pronounced direct ecosystem development begun in 

2016-2017 with the inauguration of Tsai Administration, „Asian Silicon Valley‟ and 

„Digi+‟ plans with objectives to establish a dynamic startup ecosystem (e.g. NDC, 2016). 

The intervention aims to reinforce the existing market forces and clustering as for 
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example the NDC initiatives amplify existing clusters by provision of resources (e.g. 

building „StartupStadium‟ and „FinTechBase‟ within existing startup clusters) and 

channeling capital to the ecosystem (by providing capital to VCs to invest into startups), 

while the efficacy of intervention is enhanced by organizing government projects with 

private sector teams (e.g. Taipei Expo Park, „Asian Silicon Valley‟, „National Investment 

Company‟) (NDC, 2014a, p. 12-13; Patton, 2017; Pereira, 2016). Moreover, the focus on 

development of startup clusters and venture capital market aims for building self-

sufficient startup ecosystem where government intervention is largely transitional „push-

start‟ for the virtuous cycle of ecosystem growth (NDC, 2014a; NDC, 2016). The new 

indirect and infrastructural policy approach of Taiwan‟s government is also reflected in 

developing new ecosystem institutions, e.g. NDC created „Taiwan StartupStadium‟ 

accelerator for the startups in 2015 (Executive Yuan, 2016m) and FSC created 

„FinTechBase‟ incubator for startups in 2015 (FinTechBase, 2018), while the „Digi+‟ has 

since 2016 developed the ecosystem infrastructure (Executive Yuan, 2016b). Thus, 

Taiwan has steered away from traditional direct intervention and instead aimed for more 

infrastructural approach to nurture ecosystem development, including various measures 

in 2014-2018, e.g. creating TAF Innovation Base, Taiwan Innovation Entrepreneurship 

Center, International Entrepreneur Initiative Taiwan and Taiwan Rapid Innovation 

Prototyping League for Entrepreneur, and creation of „Innovation and Startups Task 

Force‟ (Executive Yuan, 2016l; 2016m). Especially the „Innovation and Startups Task 

Force‟ was impactful by channeling NT$ 10 billion of funding for startups, initiating 

regulatory reforms and creation of „Taiwan StartupStadium‟ (Executive Yuan, 2016m). 

The central element of Taiwan‟s policy approach for developing more dynamic startup 

ecosystem has focused on developing more suitable financial ecosystem with venture 

capital market as the main funding source for startups. Executive Yuan explicitly 

recognized the role of financial system for dynamic startup ecosystem by stating “Taiwan 

must create a quality startup investment environment if it is to thrive in the digital 

economy era and transform successfully into an innovation-driven economy” (Executive 

Yuan, 2017c). The core policy objective in 2014-2018 has been the development of the 

venture capital market in Taiwan (NDC, 2014a) as the NDC has recognized the 

innovative startups require risk-oriented capital from VCs instead of indirect loans and 
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subsidies. From 2014 to 2018 the NDC and TFSC have stimulated venture capital market 

development, with specific aim to steer capital to the early stage startups as prior to 2014 

only 11% of venture capital investments went to early stage startups (NDC, 2014a, p. 8). 

Lack of dynamic venture capital market has suppressed the startup ecosystem, which 

Taiwan has aimed to alleviate by challenging capital to VC market with various efforts: 

- In 2017: „Asian Silicon Valley Development Plan‟, various funds of US$ 4.4 

billion, including US$ 3 billion „Innovation and Transformation Fund‟ (NDC, 

2017b, p. 12, Executive Yuan, 2016f), 

- In 2017: NDC founded „National Investment Company‟, funds of NT$ 2 billion 

(Patton, 2017), 

- In 2017: „Forward-looking Infrastructure Development Program‟ injected NT$ 1.8 

trillion of investments from public and private enterprises (Executive Yuan, 2017j), 

- In 2017: NDC improves cooperation with international VCs. TFSC explores 

supportive regulatory reforms, e.g. tax benefits for VCs investing in startups 

(Executive Yuan, 2017c; Chang & Li, 2018), 

- In 2016: Regulatory reforms allowed financial corporations investing into startups 

via VCs, creating capital funds of NT$ 1.9 trillion (TFSC, 2016l). FSC boosted 

stock market dynamism and allowed crowdfunding (Executive Yuan, 2016e), 

- In 2014: the „HeadStart Taiwan Project‟ aimed to attract international VCs by 

support for cooperation of domestic and international entities and by alleviation of 

riskiness of investments by profit sharing incentives schemes. „HeadStart Taiwan‟ 

helped to provide for startups capital investments worth NT$ 14 billion via VCs 

(NDC, 2014a, p. 11; Executive Yuan, 2015a), 

- In 2013-2014: Taipei Exchange (TPEX) created „Go Incubation Board for Startup 

and Acceleration Firms‟ (GISA) and a crowdfunding platform „Go Funding Zone 

GFZ‟ to provide capital to startups (TPEX, 2017; TFSC, 2013c). By end of 2016, 

78 firms listed in GISA, new platforms provided NT$ 1.3 billion of capital to 92 

creative startups (TFSC, 2016l; 2016b; Executive Yuan, 2014b; 2015a), 

- In 2013: National Science Council and Enterprises provided NT$ 70 million to 

young entrepreneurs; „Startup Angel Plan‟ to inject NT$ 1 billion of funds in 2013-

2018 to startups, create favorable taxation for R&D investments (Executive Yuan, 

2013b). „Technology Development Program‟ indirectly fostered NT$ 42 billion of 

investments via 2,500 companies (Executive Yuan, 2014e). 
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Figure 15. Development of venture capital market of Taiwan 2005-2015 (TVCA, 2018) 

The government initiatives from 2013 to 2018 have been partially successful as already 

in 2014-2015 the initiatives helped to provide NT$ 42 billion of capital to startups 

(Executive Yuan, 2015a), but as Figure 15 illustrates, the venture capital market 

stagnated from 2005 to 2015 (TVCA, 2018). However, while Taiwan has aimed to 

stimulate the venture capital market, Taiwan has also continued traditional policies to 

provide indirect funding to private sector as in 2014 FSC created „Program for Financial 

Industry Support of Creative Enterprises‟ to provide loans to creative startups (TFSC, 

2014b; 2014d) and traditional loans and loan guarantees to SMEs are also provided by 

programs such as „Small and Medium Enterprise Credit Guarantee Fund of Taiwan‟, 

„Young Entrepreneur Startup Financing Loans‟, „Special Project Loans for Innovation & 

Development‟, „Project for Financial Support of Creative Industry‟
27

 and „Program to 

Encourage Lending by Domestic Banks to SME‟s (Executive Yuan, 2017e; TFSC, 2016l; 

                                                 
27

 Some efforts, e.g. loans for creative firms, aim to selectively provide capital to promising startups to 

avoid problematic issues related to categorical support of SMEs creating unviable economic entities. 
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2013d; NDC, 2016). The indirect financing is problematic as the indirect financing is 

inefficient and undercuts the direct efforts to create dynamic venture capital market by 

creating unviable „zombie firms‟, suppressing completion and creative destruction. The 

slowness of venture capital market development in Taiwan is notable in comparison to 

Korea (see Table 21, Figure 1; data from KVCA (2018) and TVCA (2018)). 

 

Figure 16. Comparison of venture capital markets of Taiwan and Korea 2004 to 2017 

Venture capital investments 2005 to 2015 

Metric Taiwan Korea 

Quantity of investments 6,300 7,738 

Total investments, millions USD 4,862 11,756 

Investment per firm, millions USD 0.8 1.5 

Total investments as % of GDP 0.10% 0.09% 

Table 21. Comparison of venture capital markets of Taiwan and Korea 2005 to 2015 

The lagging venture capital market development has been recognized by the Executive 

Yuan, which has aimed to address this in 2016-2020 with extensive injection of capital to 
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the venture capital market, e.g. 2016 started „The Asia Silicon Valley Development Plan‟ 

injects funds of US$ 4.4 billion with focus on early-stage startups (US$ 33 million via 

„Angel Investor Program‟, US$ 700 million via „National Development Fund‟ and 

„Taiwan-Silicon Valley Tech Fund‟) (NDC, 2017b, p. 12). Additional push for 

revitalizing capital markets via „Asian Silicon Valley‟ plan comes from regulatory 

reforms (e.g. tax benefits to investors, enabling financial corporations to invest into 

startups (Chang & Li, 2018; TFSC, 2016l)) while additional funding specifically for 

startups is channeled with various programs (e.g. „Small Business Innovation Research 

Program‟, „Program for Financial Support of Creative Enterprises‟, „Business Angel 

Program‟, „HeadStart Taiwan Investment Program‟, „Taiwan Silicon Valley Technology 

Fund‟, „Equity Crowdfunding Platform‟, „Go Incubation Board for Startup and 

Acceleration Firms‟) (see NDC, 2016)
28

. Thus in 2016-2020 Taiwan is trying to revitalize 

capital markets, with central action is injecting capital to VCs to invest into the startups, 

e.g. National Development Fund of Taiwan has provided capital to VCs such as 500 

Startups, 360ip, Infinity Ventures, Industry Technology Investment Corporation and 

Appworks (e.g. Pereira, 2016). The indirect structuring of capital infusion is important as 

this also enhances the efficiency of the capital allocation with private sector participation, 

while also nurturing development of a self-sufficient ecosystem. 

New political economy and governance model of Taiwan 

The new startup-led political economy of Taiwan has been reinforced by adopting a more 

transparent, inclusive and endogenous governance model reflected in the 2016 „open 

government‟ initiative of the Executive Yuan (2016a). Taiwan has transitioned since 

2010 to a more open governance model to allow startups to advise regulatory revolution 

with notable role of private sector in plans such as „HeadStart Taiwan‟ and „Asian Silicon 

Valley‟ (Executive Yuan, 2010; NDC, 2014a, p. 2; Executive Yuan, 2016d). The 

necessity for new open governance model, as argued by Feng, a minister at Executive 

Yuan, is due to economic growth of advanced market economies demanding “greater 

cooperation [of public sector] with the private sector” (Feng, 2016, p. 11). Taiwan has 

since 2014 aimed to leverage cooperation with the private sector to stimulate regulatory 

                                                 
28

 Most initiatives were initiated independent of and earlier than the Asia Silicon Valley plan 
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evolution, e.g. „HeadStart Taiwan Project‟ aimed to “harness the spirit of collaboration 

between the public and private sectors” (NDC, 2014a, p. 12). The government of Taiwan 

recognizes the new startup-led growth model requires startups to lead the regulatory 

evolution as for example in 2016 Premier Lin recognized “businesses are a main driving 

force behind advancements in society” (Executive Yuan, 2016c). The „new economic 

model‟ aims to leverage the startups as experimental medium to re-organize governance 

of society. The bottom-up governance model also demands new role for the government, 

which Taiwan has implemented since 2017 as the Executive Yuan announced objective 

that “government should adopt management rather than regulatory measures for newly 

emerging business models” (Executive Yuan, 2017d). Taiwan is not liberalizing, but 

instead government becomes more infrastructural and indirect in economic growth. 

Interviews of startup ecosystem stakeholders (Chen, 2017a; Wu, 2017) reflect however 

that the innovation of startups proceeds faster than the government is capable to learn, 

which in Taiwan has limited the startup ecosystem development. The growing 

complexity requires the regulatory authorities of Taiwan improve leveraging the startups 

as a source of guidance, which the Executive Yuan has aimed to nurture by establishing 

cooperation templates, e.g. 2014-2015 efforts to interact with entrepreneurs and creation 

of „Innovation and Entrepreneurship Policy Board‟ to institutionalize public-private 

sector cooperation (Executive Yuan, 2014d; 2015k; 2015i; 2016k). The increasing 

cooperation, e.g. regular meetings with TiEA, has contributed to policy making as for 

example „Asian Silicon Valley‟ resulted from the public-private cooperation (Executive 

Yuan, 2016d). The new inclusive governance model is exemplified by 2018 launched 

„Fintech Regulatory Sandbox‟ which institutionalizes a regulatory sandbox for 

government to observe innovation for regulatory reforms (TFSC, 2017a; 2017h; 2018b).  

6.3. Government approaches to fintech industry formation: 

Taiwan and Korea 

The fintech industry growth in Taiwan and Korea reflect transition to a new endogenous 

„new economic model‟ where economic growth and regulatory evolution are fostered 

endogenously from the startups developing new models to re-organize coordination of 
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economic life and evolution of regulations. Evidence from Taiwan and Korea illustrates 

that startups and institutions co-evolve, with startups being the locomotive providing 

direction and content for institutional evolution. Interviews of the stakeholders reflect the 

Taiwanese and Korean governments lack understanding of new technology and startups, 

which leads to regulatory evolution depending on startups educating and advising the 

authorities. The observations illustrate the governments are important as gatekeepers of 

innovation, as the governments can amplify or suppress fintech innovation, and fintech 

ambitions of Korea has led to faster fintech development in comparison to Taiwan.  

6.3.1. Taiwan: Cautious incremental innovation via traditional financial 

sector 

Years 2013-2014 – Initial steps towards innovative finance and fintech 

From 2013-2014 onwards Taiwan has transitioned to a more open model as a political 

economy with focus on innovation, which has been partially reflected in the financial 

regulations as in 2013 the TFSC initiated regulatory reforms to support innovation within 

the financial sector (TFSC, 2013a), which were continued in 2014 by TFSC emphasizing 

the “liberalization of the financial sector continues to be an important policy objective of 

the FSC” and nudged financial firms to innovate, e.g. including financial industry as „a 

promising industry‟ in „Free Economic Pilot Zones‟ project (TFSC, 2014c; NDC, 2014b). 

In 2013-2014 TFSC also promoted development of the financial sector by endorsing 

internationalization (albeit in a cautious “orderly sequence”) (TFSC, 2013b) and by 

creating a development plan, „Direction and Program for Development of the Financial 

Services Industry‟ (TFSC, 2013g), while in 2014 TFSC aimed to upgrade financial 

environment with „Creating a Digitized Financial Environment 3.0‟ initiative (TFSC, 

2015f). New more inclusive governance model was also implemented as TFSC leveraged 

cooperative meetings with private sector to guide regulatory reforms while demanding 

private sector to establish self-regulation and internal control mechanisms (TFSC, 2013a; 

2013g; 2013e). TFSC also directly promoted new technology development by 2013 

established Taiwan Mobile Company to develop mobile payment technology (Wu, 2016). 
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In 2013-2014 Taiwan took initially measures to address the new fintech sector as TFSC 

and Central Bank of Taiwan addressed new cryptocurrencies by considering them as 

„digital virtual commodity‟, not banning them but educating general public about the 

risks of new technology (Wu, 2016). In 2014 the regulations were partially tightened as 

TFSC banned banks trading cryptocurrencies (Wu, 2016), but however the early 2013-

2014 approach to blockchain technologies importantly provided open ambiguous and 

unregulated legal status to enable blockchain development in Taiwan, which supported 

initial 2010-2014 industry growth and creation of new startups (MaiCoin, BitoEX, 

CoolBitX, Bitmark). TFSC even provided licenses for MaiCoin and BitoEX in 2014 to 

launch their cryptocurrency services across the convenience stores of Taiwan (BitoEX, 

2018; MaiCoin 2018). Additionally, preliminary measures to support fintech were 

implemented in 2014 by TFSC initiating promotion of mobile payments and e-commerce 

with objective to double the share of mobile payments by 2019 (TFSC, 2014a; Wu, 

2016), while new digital technologies were supported by removing requirements for 

physical signatures and in-person authentication (TFSC, 2017f; 2015n). 

Year 2015 – Year of innovation and TFSC recognizing fintech as a new industry 

In 2015, the FSC of Taiwan explicitly recognized the „fintech‟ trend and initiated 

supportive measures to promote fintech development, which was supported by the 

Executive Yuan promoting “innovative finance” to support new digital technologies and 

business innovation (Executive Yuan, 2015g; 2015h), and by TFSC communicating 

ambition to develop Taiwan towards “an Asia-Pacific financial management center”, 

promotion of “liberalization & innovation” theme and supporting internationalization of 

Taiwanese financial firms (TFSC, 2015b; 2015a; Executive Yuan, 2015j). Innovation in 

financial sector was also supported in 2015 by TFSC announcing „New era for financial 

innovation‟ plan which aimed to ramp up innovation in financial sector by establishing a 

„Financial Innovation Task Force‟ and implementing regulatory reforms and 

simplification of review process for new financial services (TFSC, 2015i). In 2015 TFSC 

continuously emphasized innovation as the year 2015 was even announced by TFSC as 

the “Financial Innovation Year 1”, and TFSC established R&D teams in New York and 

London, created „Digital Financial Environment Building Program‟ and aimed to revise 
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regulations to support innovation by new „Financial Innovation Group‟ (TFSC, 2015b; 

2015o; 2015l). However, the explicit ambitions lacked concrete regulatory reforms and 

actual policies focused on cautious incremental innovation within the traditional financial 

sector and instead of implementing initiatives to support innovative fintech startups the 

TFSC focused on risks of innovation (consumer protection, stability of financial markets) 

as reflected by statement that “FSC will continue to deliberate on loosening and opening 

under the precondition of financial stability and consumer interests” (TFSC, 2015h).  

In 2015 TFSC recognized „fintech‟ as new sector and created initiatives to promote 

fintech development, but the new approach begun cautiously without concrete reforms 

and the newly established „Financial Technology Office‟ and „Financial Technology 

Advisory Committee‟ focused on evaluating new technology and the potential regulatory 

implications of the new technology (TFSC, 2015c). The purpose of the new „Financial 

Technology Office‟ department at TFSC was defined “to actively study the development 

of financial technology both at home and abroad, and map out the vision and strategies 

of promoting Taiwan‟s financial technical innovative services for the advancement of the 

development of Taiwan‟s overall application of financial technology” (TFSC, 2015d). 

The approach however failed to leverage startups as a source of information as the 

interviews indicate the TFSC leveraged the traditional financial sector as a source of 

information for policies, which led to generally cautious and unfavorable approach, and 

even to TFSC not understanding fintech startups. Most of the 2015 fintech-specific 

regulatory reforms were conservative and focused on the traditional financial sector, 

which suppressed the fintech industry growth (TFSC, 2015h; Chang & Li, 2018). The 

2015 enacted reforms include the following initiatives: 

- Creating „Financial Technology Office‟ and „Financial Technology Advisory 

Committee‟ to study how fintech industry should be nurtured in Taiwan (Wu, 2016; 

Chang, 2016; TFSC, 2015c), 

- TFSC together with TFSR created „FinTechBase‟ and „Financial Technology 

Development Fund‟ to incubate fintech startups in Taiwan (FinTechBase 2018, 

TFSC, 2015c; 2015b; Chang & Li, 2018), 

- Creation of „Digital Financial Environment Building Program‟ (TFSC, 2015b), 
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- Regulatory reforms to allow financial corporations to invest more freely into 

fintech startups (hold 100% of shares in contrast to prior cap of 5%) (TFSC, 2015e) 

and enacting „Act Governing Electronic Payment Institutions‟ to allow non-

financial entities to offer electronic mobile payment services (TFSC, 2015g), 

- Central Bank of Taiwan created a task force to research digital finance and 

blockchain technology (Wu, 2016), 

- Promoting open data to reduce barriers of fintech entrepreneurship (TFSC, 2015k). 

The regulatory initiatives of 2015 for fintech development were conservative as while the 

TFSC contemplated various reforms (e.g. introduction of online-only banking, „Free 

Economic Pilot Zones‟, „Bank 3.0‟), actual reforms were not implemented, and in 2018 

the TFSC is beginning to re-consider the introduction of online banks to Taiwan (TFSC, 

2015m; 2018a). The regulatory restrictions were maintained, all financial activities 

require a license, which suppressed fintech innovation in Taiwan (Chang & Li, 2018). 

Globally the fintech industry growth is driven by startups but the TFSC consistently by 

the policy design favored the traditional financial sector (e.g. regulatory restrictions limit 

participation in crowdfunding and mobile payment services, e.g. mobile payments 

business requires a minimum paid-in capital of US$ 3.5 million, with more extensive 

business model requiring US$ 18 million as capital) which blocked startups from new 

fintech sectors (TFSC, 2015m; 2015g; 2015l; Wu, 2016). TFSC even advised the fintech 

startups to cooperate with traditional financial sector instead of creating a new standalone 

industry (Wu, 2016). Taiwan Financial Services Roundtable (TFSR, an industry 

association of the traditional financial sector) has a preferred access to policy making, 

which contributed to policy initiatives of the TFSC („FinTechBase‟, „FinTech 

Development Fund‟) being actually designed and funded by the TFSR, and TFSR has 

from 2014 to 2018 advised TFSC on fintech policies (Wu, 2017; TFSC, 2015c; 2015d). 

The regulatory capture of the TFSR has led to generally unfavorable environment for the 

fintech startups and contributed to slowness of fintech industry growth in Taiwan.  

Year 2016 – Fintech Development White Paper and Development Plan 

From 2013 to 2015 Taiwan‟s FSC hindered the fintech industry growth with lagging 

reforms and the slowness continued in 2016 as in May 2016 TFSC released „Fintech 
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Development Strategy White Paper‟ illustrating the policy research results but only in 

late November 2016 TFSC announced the resulting policy measures of „Financial 

Technology Development Promotion Plan‟ (TFSC, 2016a; 2016b). Additionally, in 2016 

the TFSC released a startup ecosystem promotion plan, „Financial Sector Supporting the 

Real Economy – Four Supports with Three Powers Project‟ to channel capital to 

promising startups (TFSC, 2016g), but the 2016 policy measures of TFSC to support 

fintech industry growth are notably cautious, slow and lack concrete regulatory initiatives 

to support the fintech startups of Taiwan. The public communication of TFSC in 2016 

was ambitious, TFSC‟s objective is “to promote innovative financial services and the 

development of Fintech industry” while Executive Yuan (2016j) urged to TFSC to ramp 

up regulatory reforms and stated fintech is “an important strategy to enhance national 

competitiveness” (TFSC, 2016a), but the actual reforms and policies for fintech 

development nurture incremental innovation within the traditional financial sector. 

Consistently from 2014 to 2018 the TFSC has failed to enact concrete efforts to support 

fintech industry growth, which is largely due to involvement of the TFRS influencing the 

policy approach of TFSC and unwillingness of the TFSC to cooperate with the fintech 

startups (TFSC, 2016a; Green 2018b). The 2016 released „Fintech White Paper‟ of TFSC 

focused on “financial services, innovative R&D, talent cultivation, risk management, and 

infrastructure” with following core objectives (TFSC, 2016a): 

1. Promotion of e-payments: doubling share of all payments to over 50% by 2021, 

2. Promotion of blockchain research via agencies, think tanks and universities, 

3. Allowing financial firms to own 100% of fintech firms (prior limit 5% of equity), 

4. Promoting mobile payment technology with tokenization as favored technology, 

5. Support for increasing e-orders for financial securities firms, 

6. Adoption of new technology (e.g. robot advisors, online platforms for finance), 

7. Further improvements of physical and virtual branches of financial institutions, 

8. Creation of online ID verification mechanism. 

The content of the „Fintech White Paper‟ is notably conservative and lacks initiatives to 

promote innovation, especially via startups, and the plan supports fintech as incremental 

innovation within the traditional financial sector. Moreover, the plan entirely omits 
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regulatory reforms, only mentions the TFSC will consider updating regulations (TFSC, 

2016a; Chang, 2016), which undercuts fintech growth while the actual concrete efforts of 

the plan to create “a world-class incubation center for financial technology innovations” 

have not materialized. Taiwan‟s approach is notably slow, especially in contrast to Korea, 

as while Korea quickly in early 2015 started supporting fintech startups, with US$ 200 

million for investments, in Taiwan first initiatives begin in late 2016 and direct subsidies 

of fintech startups of Taiwan are limited to roughly US$ 30 million in 2016-2018. 

Additionally in 2016 the TFSC released another plan, „White Paper on the Development 

and Strategies for the Financial Industry‟, to define financial sector development goals 

via “innovative economic transformation”, including objective of “encouraging the 

establishment of a diversified Fintech ecosystem to create job opportunities” and 

“financial market import substitution” (TFSC, 2016h), but the explicit ambitions did not 

result in concrete efforts. In late 2016 TFSC announced the „Financial Technology 

Development Promotion Plan‟ to define specific tasks from the „Fintech White Paper‟ to 

boost the fintech sector development (TFSC, 2016b; 2016g), but the promotion plan lacks 

initiatives for fintech industry growth and instead focused on the risks of innovation, e.g. 

emphasizing “responsible innovation” (TFSC, 2016b; 2016g). The plan has ambitious 

objectives, “Fintech is one of the new engines of economic growth” (TFSC, 2016b; 

2016g), but the core measures lack actual content to support achieving the ambition: 

1. Promotion of mobile payments, 

2. Nurture P2P lending startups to cooperate with traditional banks, 

3. Development of crowdfunding as a source of capital for startups, 

4. Support insurance industry to adopt fintech and new technology, 

5. Promotion of online-based investment services and robot advisors, 

6. Support for development of „fintech talent‟ via training and education, 

7. Development of digital environment for bookkeeping, 

8. Encouraging R&D on blockchain technology, 

9. Creation of a „Financial Information Sharing & Analysis Center‟ to guarantee 

information security, 

10. Creating „Authentication & Identification Service Center‟ to develop new 

authentication technologies. 
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Thus, while in 2016 the TFSC emphasized importance of innovation, the actual 

regulatory policy continued the restrictive regulatory approach, which suppressed fintech 

industry growth and the TFSC merely nurtured incremental technological development 

within the traditional financial sector (e.g. „Employee Financial Technology Skills 

Nurturing Plan‟ (TFSC, 2016l, p. 18)). The restrictive regulatory environment blocked 

fintech industry growth and TFSC was unwilling to cooperate with the fintech startups to 

gain knowledge of the new industry. Fintech industry stakeholders perceive the TFSC is 

even incapable of supporting new industry growth and Taiwan would need a new 

regulatory institution for fintech (Huang, 2018; Hsu, 2017). TFSC moreover has focused 

on the risks of fintech innovation, e.g. stability of the financial markets, money 

laundering, consumer protection and even stability of employment within the traditional 

financial sector as in 2015 the TFSC requested financial entities to prepare for potential 

HR concerns of innovation (Hung & Luo, 2016). The cautious approach of TFSC created 

hostile environment for the fintech startups (Hung & Luo, 2016, p. 14; Wu, 2016), and 

only progress occurred in incremental innovation in mobile payments, with 22 service 

provides operating by end of 2015 (TFSC, 2016d; 2016k). Also, the TFSC even 

suppressed fintech development by stating the P2P lending startups are unregulated, not 

financial institutes and warning customers the startups are “managed by owners without 

effective capabilities” and tightened regulations for the P2P fintech sector (TFSC, 2016i). 

In 2016, the TFSC created a task force to study P2P lending but did not led to regulatory 

reforms, effectively frustrating P2P lending startups (TFSC, 2016i; Huang 2018). 

Lastly, the 2016 communication of TFSC illustrates the TFSC perceives fintech merely 

as incremental innovation within the traditional financial sector as the TFSC‟s annual 

reports mention prominent development in fintech (TFSC, 2016l, p. 4) while across the 

fintech white papers TFSC indicate ambitions, but the industry statistics and interviews 

reflect lack of fintech development, which together with interviews suggest the TFSC has 

limited understanding of fintech‟s potential as a new industry, especially as the TFSC 

continuously nudges startups to cooperate with the traditional financial sector instead of 

building a new industry (TFSC, 2016l, p. 49). Additionally in 2016 the TFSC continued 

regular meetings with the private sector to gain insight into nurturing fintech growth 

(TFSC, 2016e; 2016f) but this continued preferred access of TFSR to influence policy 
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making, which contributed to lack of regulatory reforms and slow development of the 

„Fintech Regulatory Sandbox‟ initiative (Green, 2018b). Jason Hsu (2017), a KTM 

parliament member summarized Taiwan‟s fintech policy as “three no‟s” of not 

promoting, not regulating and not banning, which suppress fintech industry‟s growth. 

Year 2017 – Regulatory inertia 

The fintech industry in Korea grew rapidly by FSC of Korea working together with the 

startups, but in Taiwan the restrictive regulatory environment and unwillingness of the 

TFSC to cooperate with the startups created hostile environment for fintech development 

(Tien & Huang, 2016; Yang, 2017). Similarly to 2016, in 2017 the TFSC and Executive 

Yuan communicated ambitious objectives for fintech development (e.g. Premier Lin 

stated “fintech innovation is an inevitable trend” with failure to innovate hurting 

economic development (Executive Yuan, 2017a)), whereas NDC with „Asian Silicon 

Valley‟ promoted ambitious startup-driven growth models (including fintech startups), 

but the explicit ambition was not accompanied by concrete policy initiatives. In 2017 the 

NDC promoted the new startup-led growth model with various policies focused on 

concrete regulatory reforms to empower the startups („Taiwan Innovation and 

Entrepreneurship Policy‟, „Asian Silicon Valley‟, „Smart Regulation‟), including the 

fintech sandbox act (NDC, 2017b), but NDC‟s push failed to promote significant 

regulatory reforms for the fintech sector. Year 2017 was characterized by regulatory 

inertia for fintech sector as TFSC did not implement any meaningful regulatory reforms 

or policies. Fintech startups of Taiwan were however indirectly supported by the NDC‟s 

„Digi+‟ and „Asian Silicon Valley‟ efforts promoting a more dynamic startup ecosystem 

(especially in IoT, AI sectors) with extensive resources, e.g. Executive Yuan channeling 

NT$ 16 billion for AI development (Kais, 2017; NDC, 2016; 2017a; Executive Yuan, 

2017g). But indirect support had minimal effect as the restrictive regulatory environment 

(all fintech activities require a license) suppressed the fintech industry growth in Taiwan. 

However, in 2017 the first meaningful regulatory initiative began to progress as the 

„Fintech innovative experimentation legislation‟, the fintech sandbox, was approved in 

late 2017 by the Legislative Yuan with actual implementation of the sandbox beginning 

in late 2018. The „fintech sandbox‟ is crucial act to enable fintech startups to operate, but 
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similarly to regulatory reforms in 2014 to 2017, the drafting process of the new act was 

slowed by the TFSR aiming to block reforms, while insiders reported also the TFSC was 

unwilling to enact the new legislation (Green, 2018b; TFSC, 2016l; 2018b). The „fintech 

sandbox‟ is important as it firstly enables fintech innovation and secondly act aims to 

leverage innovation for regulatory evolution – institutionalizing endogenous regulatory 

evolution – but already prior to sandbox implementation the fintech industry stakeholders 

were pessimistic and believe TFSC will limit participation by restrictions and is unwilling 

to leverage experiment for regulatory reforms. TFSC modeled the sandbox experiment by 

studying similar experiments in UK and Singapore, and in Singapore only one firm has 

so far been allowed to participate (PayPal), which suggests the sandbox of Taiwan may 

not lead to notable innovation or reforms (Wu, 2017). Besides the sandbox act, in 2017 

the TFSC did not implement fintech related regulatory reforms and new regulatory 

initiatives supported incremental development within the traditional financial sector 

(TFSC, 2017b; 2017c; 2017d; 2017f). Only fintech specific reform allowed operation of 

robot-advisor fintech startups in Taiwan (TFSC, 2017e).  

Year 2018 – Implementation of the fintech regulatory sandbox 

Year 2018 continued conservative policy approach of TFSC for fintech development as 

besides the implementation of the fintech sandbox, the policy map for 2018 includes only 

few new initiatives: establishing a „Fintech Innovation Park‟ and incremental regulatory 

changes related to electronic stored value cards and insurance (TFSC, 2018a; 2018b). 

Only notable new initiative is reviewing the online-only bank regulations, but this is a 

return to earlier 2015 initiative and prior to assessing the issue TFSC already announced 

limitations of “preconditions of controllable risk, protection of consumers, ample capital 

and requirement for successful operating model” (TFSC, 2018a). Additional support for 

incremental evolution is implemented in 2018 by Ministry of Finance promoting 

adoption of mobile payments by directing tax incentives for smaller merchants (annual 

sales below NT$ 2.4 million, including over 400,000 firms in Taiwan) who would only 

pay 1% business tax instead of 5% if they provide mobile payment opportunity to 

customers (Chuang & Kao, 2018; Executive Yuan, 2017b). While the policy is 

conservative, the new initiative supports establishing objective of 90% adoption of 
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mobile payments by 2025 which as mass adoption of new technology could provide 

spillover benefits to adopt other fintech services (Executive Yuan, 2017b; 2018; Chuang 

& Kao, 2018; EY, 2017a). But spillover benefits require the fintech startups are allowed 

to offer their services, and thus depend on the regulatory reforms. Therefore the 2018 

policy approach fails to support fintech industry growth in Taiwan as even the fintech 

sandbox initiative‟s design is perceived as too restrictive for startups (e.g. Wu, 2017). 

To summarize, the policy approach of Taiwan from 2013 to 2018 has been consistently 

restrictive and cautious regulatory approach suppressing fintech industry growth, with 

regulatory policy even being captured by the traditional financial sector suppressing the 

fintech innovation. The inauguration of the new Tsai Administration in 2016 led to more 

noted embrace of fintech and startups (Green, 2018b), as well as Central Bank of Taiwan 

has explored possibilities of cryptocurrencies (Green, 2018a), and the success of 

blockchain startups nurtured new interest in fintech startups, but still the regulatory 

policy of TFSC continues to be conservative and guide fintech innovation as incremental 

development within the traditional financial sector. This has contributed to industry 

stakeholders becoming frustrated with the progress (Huang, 2018; Wu, 2017), and 

additional problem is that new fintech sector requires also new regulations besides 

removal of restrictions, as demanded by MaiCoin and Cobinhood, but this requires TFSC 

to cooperate with the startups, which TFSC is unwilling to do. 

6.3.2. Korea: Fintech startups as the locomotive of innovation and 

industry formation 

Years 2010 to 2013 – Transition from the financial crisis to embracing of innovation 

From 2010 to 2013 Korea was recovering from the global financial crisis, which 

contributed to regulatory approach of FSC focusing on the robustness of the financial 

sector, even suppressing “excessive competition” and specific regulatory imperatives by 

“exemplary standards” stabilizing financial markets (FSC, 2009a), but quickly after the 

crisis in 2011-2014 the FSC started implementing policy initiatives to achieve Korean 

ambition to become a global financial hub (FSC, 2009d) with fostering innovation and 
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competition by relaxing restrictive regulations and privatizing public financial entities 

(FSC, 2009a). In 2010-2012 the FSC also started measures to create a startup-friendly 

environment, e.g. creating a stock exchange for startups, and initiated preliminary 

regulatory measures to support fintech by promoting new digital services, electronic 

securities act and re-evaluating “restrictions on non-financial investors‟ ownership in 

banks” to enable wider participation in the financial sector (FSC, 2012c; 2011). 

Year 2013 signifies important transition towards a new governance model as following 

the Park Administration‟s „Creative Economy‟ plan the FSC announced a new vision „A 

New Era of Hope‟ to reflect FSC‟s ambition to create more dynamic, competitive and 

innovative market economy, with explicit objective to “provide a nurturing environment 

for startup businesses” (FSC, 2013c). New initiatives of 2013 by the government and 

FSC were important for establishing a startup-friendly economy, e.g. FSC establishing 

extensive support funds („Growth Ladder Fund‟) and stimulating direct venture capital as 

the funding source for the innovative startups (FSC, 2013c), which were coupled with 

complementary policy measures to promote innovation and competition aiming to 

“Strengthen the innovation capacity of science, technology and ICT, which form the 

foundation for the creative economy” together with initiative to “Promote a creative 

economic culture” (MOSF, 2013a). The new governance model and „Creative Economy‟ 

with key principles of innovation and competition directed FSC‟s regulatory policy to 

nurture innovation and startups while suppressing the market power of the financial 

conglomerates (FSC, 2013a). While in 2013 the FSC was not aware of the „fintech‟ trend, 

the new focus on competition via „Creative Economy‟ initiated regulatory reforms to 

establish a startup friendly environment to amplify creative destruction. The financial 

regulations were still relatively restrictive in 2010-2013, but despite of restrictions the 

new fintech industry of Korea started to grow in 2012-2013 as various notable startups 

were established (e.g. DAYLI, Viva Republica, Bithump) and the fintech community 

began to form via informal meetings (Beikverdi, 2018). The early fintech startups 

leveraged the regulatory openness and resources of the Gangnam ecosystem for business 

development. While the FSC of Korea was initially unaware of the fintech development, 

the 2013 initiated „Creative Economy‟ plan by focus on innovation (e.g. „Plan to 

Strengthen Competitiveness of Korea‟s Financial Industry‟) and ambition to make 
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finance important economic sector of Korea to contribute 10% of GDP by 2023 helped to 

shift regulatory focus to nurture innovative startups (FSC, 2013a). Also, the fintech 

startups were indirectly supported as the FSC implemented reforms to increase 

competition in the financial sector and reduced barriers between finance and other 

industries (FSC, 2013a), and FSC began improving regulatory capacity by cooperation 

among the regulatory institutions of Korea (FSC, 2013b).  

Year 2014 – FSC transitioning towards support of fintech and financial innovation 

In 2014 the FSC begun to embrace innovation and competition in the financial industry – 

while not yet identifying „fintech‟ as the focus on innovation – as in August 2014 the 

FSC announced new „Creative Finance‟ plan (part of „Creative Economy‟ initiative) with 

explicit goals to increase competition in the Korean financial sector to achieve “Global 

Competitiveness” (FSC, 2014a; 2014c). In 2014 Korea also continued 2010-2013 

regulatory reforms to increase innovation, with explicit objective of “all-out financial 

regulatory reform is underway to promote competitiveness and innovation in the 

financial sector” (FSC, 2014a). The regulatory reforms yielded concrete measures – 

3,100 regulations were reviewed, with 700 regulations adjusted, eliminated or updated – 

which quickly pushed regulatory approach of Korea away from positive list regulatory 

approach to negative list regulatory approach by so increasing economic freedom for the 

financial firms to experiment with business models (FSC, 2014b). 

The FSC‟s transition to a negative list regulatory approach in 2013-2014 is crucial 

precondition for rapid fintech industry growth, as while the FSC in early 2013-2014 was 

not focused on fintech promotion, the enhanced openness of the regulatory environment 

contributed to freedom of the startups to develop new business models. In 2014, „fintech‟ 

was becoming a global trend and in Korea the fintech industry had spontaneously started 

to quickly grow in Gangnam and Yeuido districts of Seoul, with the openness of the 

regulatory environment as the crucial enabler. By 2014 fintech industry of Korea had 

quickly grown, with extensive number of promising startups and the growing industry 

even establishing an industry association Korea Fintech Forum to influence the 

government. Growing fintech industry received indirectly support as the FSC by 

„Creative Finance‟ supported innovation by support for “collaboration of industries and 
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financial companies based on evaluation of the industries‟ technology and know-how” 

(FSC, 2014a) and created a specific „Tech Bureau‟ department to assess new technology 

in financial sector (FSC, 2014a; 2014c). FSC also supported the fintech trend by new 

measures to “cultivate innovation-friendly culture in the financial sector” (FSC, 2014a), 

and by allowing crowdfunding businesses to operate in Korea, while the government 

identified financial industry as a key sector in new plan „Measures to Stimulate 

Investment: Fostering Promising Service Industries‟ (MOSF, 2014c; FSC, 2014a; 2014c). 

Year 2015 – The FSC and Korean authorities recognize the emerging fintech industry 

Year 2015 begun by the new policy roadmap of FSC recognizing promotion of „fintech 

industry‟ as the central goal of „Creative Finance‟ to “Facilitate the convergence of IT 

and financial sectors to promote the „Fintech‟ industry” (FSC, 2015k; 2015l; 2015m). 

Thus, in contrast to caution of Taiwan, the Korean FSC quickly initiated plans to promote 

fintech industry growth with regulatory reforms and later announced specific fintech 

promotion plan, „Plan to Support Convergence of Finance and Technology‟ (FSC, 2015l). 

Most importantly, while Taiwan favored traditional financial sector, the Korean approach 

focused supporting new industry growth with startups as the FSC‟s policy aimed to 

“significantly lower barriers to entry for electronic financial businesses”, including 

extensive support to startups (FSC, 2015l). The quick regulatory reforms of 2015 to 

embrace fintech were motivated by FSC recognizing the need to catch-up earlier 

slowness to support fintech as FSC stated “Korea has been less active in fostering the 

Fintech sector so far due to regulatory barriers and financial security concerns” (FSC, 

2015l) leading to the extensive reforms (FSC, 2015k; 2015l; 2015m; 2015c; 2015b). The 

specific fintech promotion plan of Korea focused on startups and included four elements: 

regulatory paradigm shift, overhaul of offline service-focused regulations, support for 

fintech industry innovation, and ensuring consumer protection and consumer security 

(FSC, 2015l). The plan came with direct initiatives as the FSC gave initial approval for 

internet-only banks to operate (actual operation beginning later in 2017), creation of 

„Fintech Support Center‟ in Pangyo CCEI to support fintech startups and lastly important 

measure of injecting funding of KRW 200 billion (US$ 200 million) for the fintech 

startups (FSC, 2015a; 2015k; 2015l). In contrast to Taiwan‟s slowness, Korea 
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immediately focused on startups with a complementary push of regulatory reforms and 

direct subsidies to empower the startups. Other complementary measures included the 

Ministry of Science, ICT and Future Planning (MIPS) starting a cooperation project with 

Sogang University of Korea to create a Fintech Research Center with funding of KRW 

3.9 billion (US$ 3.9 million) for 2015-2019 to advance knowledge of fintech platforms 

(Sogang University 2015). The direct initiatives are important as WEF 2015 fintech 

report argued the shortage of funding and underinvestment are suppressing fintech 

development but Korea‟s capital injection nurtured new technology development in 

Korea. However, FSC‟s approach was also misguided as the 2015 initiated measures 

channeled resources to developing Pangyo ecosystem but the dynamic fintech ecosystems 

are located in Gangnam and Yeuido, and as of 2018 the Pangyo project has not 

succeeded. Also, while FSC injected US$ 200 million of capital, most of the fintech 

startups of Korea have relied on funding from foreign VCs instead of domestic VCs. 

The key enabler for Korean fintech industry growth was the regulatory reforms of FSC 

increasing the openness of the regulatory framework to allow fintech innovation as the 

2015 initiated “regulatory paradigm shift” transitioned FSC towards a negative list 

regulatory approach to allow more extensive freedom for innovative fintech startups 

(FSC, 2015l). Easing entry to establish new fintech ventures with regulatory reforms (e.g. 

allowing other than face-to-face identification) promotes rapid innovation by new 

startups (FSC, 2015l), and the additional focus on increasing autonomy of the private 

sector with FSC‟s 2015 objective to “promote autonomy and responsibility in the 

financial sector” rapidly increases competition and development within the financial 

sector (FSC, 2015j). The reforms were supported also by re-articulation of regulations to 

eliminate “ambiguity over the scope of „fintech‟ businesses” to promote investments on 

new fintech startups (FSC, 2015i). Additional regulatory reforms enabled startups to 

attract capital via crowdfunding (FSC, 2015a) and a specific reform initiative, „3+1 

Initiative‟, involved FSC cooperating with the private sector to develop more favorable 

regulations to support a dynamic financial sector (FSC, 2015g). However, regulatory 

reforms were also partly conservative, e.g. internet-only banks regulations included 

restrictions limiting participation to large established entities (i.e. blocking fintech 

startups), and the introduction of fintech services was slow, e.g. online-only banks were 
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launched in 2017 (FSC, 2015a; Kim et al., 2015; Song, 2017; MOSF, 2015e). Also, the 

fintech stakeholder interviews suggest Korean authorities have been slow to understand 

regulatory needs of the new industry (Beikverdi, 2018; Yoon, 2018; Cha, 2018). 

Year 2016 – The maturing fintech industry of Korea and ramp-up of support 

In 2016 the FSC continued 2015 regulatory reforms to support fintech industry growth 

with additional measures as the 2016 policy roadmap of the FSC focused to “speed up 

the implementation of financial reform to promote competition and innovation in the 

financial sector” together with central tasks for fintech startups in “Promoting Financial 

Industry as New Growth Driver” and “Enabling More Convenient and Innovative 

Financial Services” (FSC, 2016c). While in 2016 Taiwanese TFSC was still studying 

new technology, Korea already initiated second wave of support for promoting fintech 

industry growth with concrete efforts as the FSC provided second wave of investment 

funds of KRW 750 billion (US$ 700 million) for the startup ecosystem with 

complementary regulatory reforms towards “more transparent, rational and responsible 

manner” (FSC, 2016c; 2016d). Other policy initiatives of 2016 continued 2015 initiatives 

as FSC proceeded with removing restrictive regulations (e.g. removing physical 

identification requirement for financial services) and introducing a regulatory sandbox for 

the robo-advisory startups (FSC, 2016d). New stimulus to reduce barriers of entry and 

easing development of new fintech services was implemented by FSC introducing new 

open platforms („Fintech Open Platform‟ and „Open API System‟), which both empower 

development of new fintech services by reducing barriers and costs of innovation (FSC, 

2016a). Prior to open API system startups were restricted in new service development as 

without the open API the startups had to engage in costly time-consuming negotiations 

with individual financial institutions concerning the information usage without any 

guarantee of success, but the FSC‟s introduction of open API reduced costliness of new 

service development. Importantly the open API reduced the power of traditional financial 

sector and favored the fintech startups.  Additional support was initiated by FSC creating 

virtual experimentation platform to support new service development (FSC, 2016a). The 

regulatory focus of FSC to support startups while suppressing unfavorable market power 

of large conglomerates is notable contrast to Taiwan‟s regulators consistently favoring 
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the traditional financial sector. But as FSC in 2016 continued favorable regulatory 

reforms, the FSC in 2015-2016 failed to establish new regulations to support fintech 

startups (e.g. P2P lending) (Noh, 2017), but FSC took measures to improve regulatory 

capacity by signing cooperation agreements („fintech bridges‟) with UK, Singapore and 

France to share information of best practice regulations and supporting 

internationalization of the fintech startups (FCA, 2016; MAS, 2016; “S. Korea. France to 

bolster”, 2016). Also, FSC continued interaction with the fintech startups (e.g. established 

a public-private consortium for blockchain development) to continue learning about the 

new technology and associated regulatory demands (“S. Korea to launch”, 2016). 

Years 2017-2018: Customer traction and fintech becoming a national agenda of Korea 

In 2017-2018 the FSC of Korea has continued policies to support fintech startups as the 

2017 policy roadmap restated commitment to “Foster Fintech” as a central objective with 

continued reforms to remove regulatory restrictions to support innovation towards “more 

innovative and convenient financial services” (FSC, 2017a; 2017d). New key FSC 

initiatives to “cultivate a fintech-friendly regulatory environment” reformed regulations 

to ease establishment of new fintech startups (“Regulator voices”, 2017). Also, notable 

changes occurred in 2017 as the new online-only banks, Kakao Bank and K-Bank, were 

introduced in Korea with rapid success (Kakao Bank attracting 3 million users in 30 

days) leading to intensified competition and development in the financial sector (FSC, 

2017b; Lee, 2017b). Other measures included implementing more extensive fintech 

regulatory sandbox (Noh, 2017; FSC, 2017a; 2017d). Most importantly, to continue rapid 

development Korea in 2017 ramped up support for fintech startups by “systemic support” 

initiative injecting US$ 3 billion of funds for startups in 2017-2020 period (“Gov‟t to 

offer”, 2017), which means in 2015 to 2020 period Korea has committed nearly US$ 4 

billion of funds for fintech startups, which exceeds fintech support in other countries. For 

example, in UK the 2017 fintech investments totaled US$ 1.1 billion (Ivanova & Kelly, 

2017), while Taiwan‟s FSC provided in 2015-2018 roughly US$ 30 million of subsidies 

for startups (FinTechBase, 2018). The fintech industry is the central ambition of Korea‟s 

government, a crucial national agenda (Suh, 2018), and importantly the focus is to 

develop new industry via startups. While Korea‟s fintech industry has largely relied on 
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funding from foreign VCs, the Korea‟s explicit ambition is important by providing a 

„blanket commitment‟ for promoting industry growth and investments from VCs. 

Year 2017 was important for rapid adoption of fintech services in Korea, e.g. Kakao 

Bank attracting roughly 6 million customers, Viva Republica 12 million customers, and 

the most important new development was the spontaneous development of the 

cryptocurrency sector of Korea, with nationwide adoption of digital asset trading leading 

to the cryptocurrency trading exchanges Bithump, Upbit, Korbit and Coinone reporting 

annual profits amounting to over US$ 700 million. The nation-wide adoption of the new 

technology was driven by the fintech startups developing infrastructure for trading (e.g. 

Bithump, Upbit) and digital assets to be traded (ICON, BOScoin), with the rapid mass 

adoption forcing the FSC to quickly react to the new industry (Beikverdi, 2018). Initially 

the rapidly evolving new technology evolved quicker than FSC‟s regulatory capacity, 

which led to FSC restricting the new cryptocurrency industry (e.g. banning ICOs) (Kim, 

2017b), as the interviews reflect the FSC lacked understanding of the new technology, 

especially how to regulate it, but as solution the FSC continued cooperation with the 

fintech startups, especially with blockchain startups (e.g. Bithump, DAYLI, Korbit) to 

gather information about the new technology and to develop new fintech regulations 

(Beikverdi, 2018; Cha, 2018). The nation-wide cryptocurrency trading led to public 

reaction with over 200,000 signatures in President Moon‟s website to demand favorable 

treatment for the cryptocurrencies (Cheong Wa Dae, 2017). Korea‟s FSC recognized the 

cryptocurrencies provide an advanced more efficient form of venture capital, with 

potential to stimulate more dynamic startup ecosystem, and to gain information how to 

regulate new technology the FSC leveraged advisory from the fintech startups. The FSC 

has been also practical by recognizing too early regulations might suppress innovation, 

which contributed to slower softer approach to ensure continuing development 

(Beikverdi, 2018). Since 2017 the FSC has actively studied how to regulate new 

blockchain industries, via advisory from startups (“S. Korea seeks”, 2017; Beikverdi, 

2018), with new proposals to amend „Electronic Financial Transaction Act‟ to legalize 

cryptocurrencies (Helms, 2017). In early 2018 the FSC established initial new regulations 

to support cryptocurrency development in Korea (e.g. banning of anonymous and illegal 

trading) and new regulations for ICOs is developed to be established later in 2018 (FSC, 
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2018b). The new additional regulations are necessary support as the new technology and 

business models create new regulatory demands. 

In 2018 the FSC continues to emphasize fintech as central to Korea‟s development 

agenda (Suh, 2018), but while in 2018 FSC has continued removing restrictions, 

especially for establishing new startups, and „Special Act to Foster Financial Innovation‟ 

initiative creates a fintech regulatory sandbox to remove restrictions (FSC, 2018a; 

2018c), the critique argues Korea is still too interventionist (e.g. Pangyo project) and 

should allow spontaneous natural development to occur (Lee, 2018). However, the 

intervention of Korea is going to continue as in 2018 Korea established „Innovation 

Venture Fund‟ with KRW 10 trillion (US$ 10 billion) of capital for the promising 

startups (FSC, 2018c), which is structured indirectly via „Funds of Funds‟, but as the 

earlier capital infusions illustrated, the fintech startups tend to favor foreign private sector 

VC and ICOs over government‟s funding. Thus, new industry growth of Korea demands 

new regulatory building rather than intervention. The main empirical themes of Korea‟s 

fintech policy approach in 2012-2018 are summarized as follows: 

- Korea‟s approach for fintech industry development has focused on startups: New 

industry and technology created by new generation of startups. 

- Adoption of negative list regulatory approach and removal of restrictions enabled 

new startup creation, innovation and fintech industry growth. 

- Subsidies for innovation (nearly US$ 4 billion in 2015-2020) targeted 

underinvestment in innovation and stimulated innovation of startups. 

- Fintech startups and industry associations advised FSC and Korea‟s government to 

develop favorable new regulations for fintech. 

6.4. Institutional diversity and international institutions as 

enablers of fintech startup 

The empirical evidence from Korea and Taiwan contribute new empirical insight how the 

institutional diversity – both domestic and international sources of institutional plurality – 

empower innovation and new industry building. Empirical observations reflect both 

countries are not institutional monosystems, but have institutional diversity from 
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domestic and international sources, which enables startups to innovate. The nature of 

market economies as pluralistic institutional systems empowers constant endogenous 

institutional evolution via startups as the study of Taiwan and Korea reflect that 

institutional diversity provides plurality of institutional inputs (capital, information, 

regulations) to empower innovative startups and creation of new industries. Especially 

the international embeddedness is important as fintech startups of Taiwan and Korea have 

been empowered by flow of information and capital from abroad stimulating innovation 

and providing autonomy from domestic institutional norms. Empirical analysis reflects 

that governments of Taiwan and Korea recognize this by new government policies (e.g. 

„Asian Silicon Valley‟, „Creative Economy‟) aimed creating new startup ecosystems for 

innovation. Evidence also shows the private sector stakeholders spontaneously with 

leadership of startups create new ecosystems for innovation. 

Firstly, the birth of fintech industries in Taiwan and Korea occurred simultaneously with 

the global wave of fintech innovation, where new ideas of technology and business 

models were quickly transmitted across the globe inspiring new generations of startups
29

. 

The porous national borders in contemporary global economy empower innovation as the 

institutional inputs (mainly information and capital) are quickly transmitted across the 

borders inspiring new startups. The fintech is especially illustrative example as 

transmission of new technology (e.g. blockchain code, business models) is transmitted 

across the borders by instantaneous flow of information. The interviews of stakeholders 

reflect the access to new ideas inspired creation of new startups (Beikverdi, 2018; Huang, 

2018; Wu, 2017). Especially the bitcoin whitepaper by Satoishi Nakamoto (2009) has 

been an important source for inspiration leading to establishment of startups across the 

world, e.g. bitHolla in Korea (Beikverdi, 2018). The empirical observations also suggest 

information is moved across the borders by startup ecosystem stakeholders as in Korea 

and Taiwan there are various VCs and accelerators from abroad, mainly from US (e.g. 

500 Startups, SparkLabs, WeWork, TechStars, Accelerate, Google Campus), that 

transmit their knowhow from Silicon Valley to Taiwan and Korea. Also, study of Taiwan 

and Korea indicate most of capital investments for fintech startups come from abroad as 

                                                 
29

 Information has always been important but Amsden (2001) has well-illustrated how historically the 

application and transmission of information was notably more difficult and costlier. 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

233 

 

startups select VCs to access their information (e.g. Viva Republica partnered with 

PayPal and Bitmark with Digital Currencies). But interestingly, empirical observations 

show that new ideas from abroad do not lead to imitation but instead inspire innovation. 

Information is often imperfect and ambiguous hence require experimentation. For 

example, idea of „bitcoin‟ from Nakamoto (2009) led to extensive innovation, e.g. 

Taiwanese firms developing food security and intellectual rights via blockchain 

technology (OwlTing, Bitmark), while Korean firms developing new ecosystem 

technology (Blocko, ICON). The empirical data shows the governments of Taiwan and 

Korea also leverage access to global information as Korea formed „fintech bridges‟ with 

UK, France and Singapore to share regulatory knowhow (FSC, 2016b; MAS, 2016; “S. 

Korea. France”, 2016) and Taiwan‟s TFSC has similar agreement with Poland and 

studied the fintech sandboxes of UK and Singapore (Green, 2018a; 2018b). 

Besides the information and technology, another crucial international influence 

empowering fintech startups in Taiwan and Korea is the funding from foreign VCs as 

70%-80% of capital for Taiwanese and Korean startups originate from abroad, largely 

from US, which is essential empowering startups as the capital provides resources for 

innovation. The foreign capital is important driving the rapid fintech development in 

Taiwan and Korea, especially as the leading fintech startups (Viva Republica, DAYLI, 

OwlTing, Bitmark) have most of their capital from foreign VCs. Additional economic 

resource from international embeddedness comes from access to export sales abroad as 

for example Taiwanese startups CoolBitX, Cobinhood and OwlTing receive most of their 

revenue from abroad. Observations of Korean startups also illustrate the startups can even 

access the legal environments of foreign countries to support innovative business models 

as cryptocurrency projects of ICON by DAYLI Financial Group and HDAC by Hyundai 

Group leverage foreign regulatory environments by registering their ICO activities in 

Switzerland, and similarly Taiwanese startups Kuchi and Insto have located their offices 

entirely abroad to access more suitable regulatory environments. Case of Korea also 

shows the ability to access legal environments abroad influences domestic regulatory 

authorities as the ICOs by notable firms, e.g. DAYLI Financial Group and Hyundai, and 

future plans of Kakao and Bithump have forced Korean legislators to more rapidly 

establish new regulations to support new legal demands (Kim, 2018). 
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Secondly, the study of Taiwan and Korea illustrates the internal institutional diversity 

empowers the fintech industry growth as the new startups create new industry instead of 

disrupting the traditional financial sector. Multiplicity of industries as multiplicity of 

institutional fields is important as this enables plurality of organizational models and by 

so competition of institutions to occur, which is the precondition for institutional 

evolution to occur (Hall & Taylor, 1996). Taiwan and Korea illustrate the fintech 

industry emerges as a new separate industry with new regulations and culture instead as a 

new part of the financial sector or as adjustment within the financial sector. Especially 

the case of Korea with dynamic fintech ecosystems of Gangnam and Yeuido illustrates 

how a few initial startups can promote as focal points a virtuous cycle of complementary 

investments from VCs, accelerators and other partners to establish new industries, where 

certain startups can even create their own ecosystems as DAYLI Financial Group 

illustrates. DAYLI Financial Group has even established specific ecosystem departments 

ICON and Deblock to nurture ecosystem development around the conglomerate. While 

new institutionalism has perceived deviant behavior to be unproductive (Greif & Laitin, 

2004) – and hence individual startups could not be institutional entrepreneurs – the 

empirical data of Korea illustrates how institutional diversity provides environmental 

conditions to provide utility for startups to act as institutional entrepreneurs and foster 

new industry development by acting as initial focal points. Finally, the internal 

institutional diversity also reflect that institutions are not only ambiguous but institutions 

are „negative assets‟, i.e. they lack positive imperatives and as „negative assets‟ enable 

various business models, which the Taiwanese and Korean startups leveraged in their 

innovation. To summarize, the empirical study illustrates the institutional plurality, 

especially from international embeddedness, is fundamental environmental element 

enabling endogenous institutional evolution as the openness of the institutional 

environment promotes constant innovation from the startups. The international 

embeddedness is especially important new insight for new institutionalism as it has been 

previously omitted from analyses of institutional change (e.g. Hall & Soskice, 2001). 
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VII. CONCLUSIONS AND DISCUSSION OF RESULTS 

7.1. Endogenous institutional evolution and startups as 

institutional entrepreneurs 

The case study of fintech industry formation in Taiwan and Korea contribute new 

empirical evidence how the institutional evolution is driven by fintech startups as 

institutional entrepreneurs. Literature of new institutionalism, especially Varieties of 

Capitalism (Hall & Soskice, 2001), has conceptualized institutions and institutional 

equilibriums as „Iron Cages‟ – optimal strategy for each actor is to comply with 

institutional imperatives and reproduce institutional equilibrium, and hence endogenous 

change is theoretically impossible – but empirical findings and conclusions from the case 

study of fintech startups illustrates how institutional systems have structural 

characteristics that enable and empower the constantly unfolding open-ended endogenous 

institutional evolution via institutional entrepreneurship of startups. 

The analysis of fintech startups in Taiwan and Korea emphasize the endogenous 

institutional evolution is a constant feature of market economies as the constant churn of 

new startups experimenting with novel organizational models established new templates 

for organizing and coordinating cooperation within societies. The empirical study 

contributes important new insight how institutional systems of market economies are 

imperfect open pluralist social systems (instead of perfect homogenous closed systems), 

which is crucial as these structural characteristics of institutional systems enable the 

continuously unfolding open-ended endogenous institutional evolution. Dynamism of 

social systems rely on the openness as the openness of social systems enables the 

constant spontaneous and endogenous micro-level experimentation to reorganize the 

coordination of social, economic and political behavior within the society. The empirical 

data from interviews with stakeholders, data of industry statistics and government policy 

analysis illustrate the fintech startups are the fundamental institutional entrepreneurs 

fostering endogenous institutional evolution in Taiwan and Korea as firstly the 

experimental startups have innovated new ways to organize economic life, and secondly 

the startups as focal points have coordinated the behavioral change and complementary 
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investments of stakeholders towards the new fintech institutional field. The startups as 

focal points also guide the governments of Taiwan and Korea to establish regulatory 

reforms and create new government policies. 

For the study of political economies of contemporary advanced market economies, the 

study of Taiwan and Korea contributes novel insight how the political economies are 

transitioning to a new growth model, where the economic and institutional development 

is determined by the innovative startups that are endogenously experimenting with new 

models to restructure the governance of social, political and economic life within 

societies. Cases of Taiwan and Korea highlight how traditional state-driven growth 

models become dysfunctional with advanced economic development, which forces 

transition to a new political economy, new governance structure, to leverage the startups 

as the mechanism of institutional evolution to create new improved coordination models 

to foster economic growth, and this effectively has forced Taiwan and Korea adopt more 

infrastructural, more indirect and less interventionist policy approach to leverage startups 

as the locomotive of economic growth and institutional evolution. The empirical analysis 

of Taiwan and Korea illustrates a causal pattern where the startups leverage the openness 

of the social systems to innovate new models to organize economic life, and these new 

ideational templates and startups act as coordination mechanism to nurture institutional 

evolution, and finally the new coordination models guide government to formalize new 

behavior by building new regulations. Besides creating new regulations for the new 

fintech industry, the governments of Taiwan and Korea as part of the new startup-led 

growth model have firstly actively increased the openness of the regulatory environment 

to empower innovation and secondly provided subsidies to alleviate negative externalities 

of innovation. Thus, the causal pattern illustrates how open-ended organizational 

innovation of startups at micro-level creates new macro-level coordination models for the 

society, which fosters informal and formal institutional evolution. The empirical 

observation also illustrate evolution operates as evolution by selection as the startups of 

Taiwan and Korea are not „disruptive‟ but instead the startups are creative force as 

institutional entrepreneurs establishing new additional institutional fields, which creates 

demands to create additional new regulations and culture instead of changing or 

liberalizing the older ones. 
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The new empirical data from Taiwan and Korea contribute a new approach for new 

institutionalism by building a new theoretical framework of endogenous institutional 

evolution in market economies. Empirical data contribute to building new theoretical and 

conceptual language to establish a properly dynamic endogenous theory of institutions 

with constant endogenous institutional evolution driven by the startups. The main 

theoretical conclusions are inferred largely inductively from the empirical data, as listed 

below, illustrated in Figure 17, and discussed in detail in chapters 7.2-7.7. 

- Startups are institutional entrepreneurs: Organizations and institutions co-

evolve with startups as the mechanism of institutional evolution; 

o New startups drive institutional evolution by developing new organizational 

models as institutional fields to re-organize coordination of social, economic 

and political life within market economies; 

o Startups as institutional entrepreneurs act as the focal points coordinating 

investments and behavioral change towards the new institutional fields; 

o Institutional evolution occurs as evolution by selection and creative 

destruction: new startups create new institutions – old ones fade away; 

- Governments are reactionary and infrastructural entities – Formal regulatory 

evolution follows the advisory, focal points and guidance of the startups; 

o Market economies as institutional structures enable endogenous evolution: 

 Openness, ambiguity and imperfections of institutional systems enable 

continuous experimentation and innovation – enables utility of 

institutional entrepreneurship, 

 Institutions as negative imperatives: openness for innovation, 

 Diversity of institutional environments (domestic and international) 

empower endogenous innovation; 

o Interdependence of government and the startups – government guided by 

advisory of the startups:  

 Government follows the focal points of startups in regulatory reforms 

and support policies – the startups advise and guide the government, 

 Government as gatekeeper amplifying or suppressing innovation; 

 Government initiatives support innovation and autonomy of the startups; 
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Figure 17. Causal patterns of institutional evolution in Taiwan and Korea 

Firstly, the case study illustrates the startups are always institutional entrepreneurs – 

economic and institutional entrepreneurship are deeply coupled – and the empirical 

observations show the new startups of Taiwan and Korea experiment, theorize and 

develop new models to organize and coordinate economic, political and social life within 

societies. Empirical evidence contributes new insight how quickly endogenous 

institutional evolution unfolds as in few two-three years the fintech startups in Taiwan 
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and Korea have created new industries with new regulations and culture – in Korea new 

fintech sector already reports roughly US$ 1 billion annual profits – thus, the institutional 

evolution is not slow path-dependent evolution over decades. The startups endogenously 

promote institutional evolution as they develop new institutional models and equilibriums 

for wide range of stakeholders for coordinating economic activities. The central empirical 

contribution for theories of new institutionalism is that the startups are not „normal 

organizations‟ as the economic and institutional entrepreneurship are inherently coupled. 

The startups by predisposition are natural institutional entrepreneurs as the startups are 

focused on developing new micro-level models of cooperation among stakeholders (new 

coordination templates), but due to social embeddedness the development of new 

coordination models necessitates that the startups also foster complementary macro 

institutional evolution. Therefore, the success of new fintech startups in Taiwan and 

Korea depends on complementary macro-level institutional and regulatory evolution, and 

as the empirical observations illustrate, the startups foster evolution as selection as they 

aim to create new additional institutional fields instead of aiming to disrupt or change the 

older ones (e.g. demand new regulations rather than deregulation). Study of Taiwanese 

and Korean fintech startups thus contributes the fintech startups are not „normal 

organizations‟ aiming to optimize utility via attaining environment fitness by institutional 

isomorphism as new institutionalism has conceptualized organizations (Hall & Soskice, 

2001; Hannan & Freeman, 1989; DiMaggio & Powell, 1983; Kostova, 1999), but instead 

utility of new startups depends on successful institutional entrepreneurship. The empirical 

observations illustrate the startups act as the mechanism of institutional change by 

coordinating transition from older institutional equilibriums to new ones, especially as the 

interviews emphasize the fintech startups are not focused on status quo but instead their 

organizational predisposition is future-oriented development of new models to organize 

society, including explicit intention to foster social change, new regulations and culture. 

Interviews emphasize the startups intentionally deviate from institutional isomorphism 

pressures and intentionally aim to create new institutions. Case study shows the startups 

develop new model to organize economic life and then as focal points coordinate societal 

change to adopt new fields. Example of Korean DAYLI Financial Group, ICON project 

and Deblock VC illustrate how the startup initially created a new technology (ICON 
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blockchain) and then via DAYLI and Deblock resources mobilized supporting ecosystem 

building. In both Taiwan and Korea the fintech startups emerged in 2012-2015 period and 

as focal points coordinated behavioral change and complementary investments as VCs, 

accelerators and co-working spaces leveraged startups as the focal point to establish their 

supportive organizations leading to fintech ecosystem creation in both countries. 

Secondly, the empirical study contributes important finding that institutional evolution 

occurs by new generation of startups creating new institutional fields – fintech industries 

of Taiwan and Korea are established by new fintech startups, which create a new industry 

as a new institutional field with new formal and informal institutions. Empirical finding 

illustrates how institutional evolution is coupled with creative destruction of 

organizations as the traditional financial sectors of Taiwan and Korea have been entirely 

incapable to participate in the fintech innovation despite of their vast tangible and 

intangible resources, and as result the new fintech industries in Taiwan and Korea are 

entirely built by new generations of startups. Institutional evolution as selection in fintech 

thus operates as creative destruction of organizations and field dynamics as new startups 

create new fields and economic resources are re-allocated from older to newer fields and 

as result older organizational fields fade away. Thelen (2014) illustrated similar evolution 

by selection in a case study of Sweden where manufacturing and service sectors evolved 

in differential pace over decades eventually leading to a radical institutional path 

transition from older to newer trajectory. Similarly, the fintech industries of Taiwan and 

Korea are a result of fintech startups establishing a new separate institutional field, not 

attempting to change the older traditional one, and institutional evolution occurs 

incrementally but also radically as a transition to a new trajectory as investments, 

customers and employees move from older traditional financial sector to the new fintech 

sector. Empirical observations also illustrate the formal regulations follow evolution by 

selection as the innovative fintech startups create new regulatory demands, which lead to 

creation of new additional regulations. Instead of changes, liberalization or deregulation, 

the evolution of formal regulations occurs by creation of more regulations and the 

empirical data from case study indicates the startups are central to advising governments 

to establish new regulations. The empirical observations illustrate that the focal point of 

startups led to Taiwan establishing new programs („Asian Silicon Valley‟), new 
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institutions („FinTechBase‟, „StartupStadium‟) and regulatory reforms, while Korea has 

actively leveraged startups as advisors for regulatory reforms, new government programs 

and institutions. Governments are thus reactionary entities in institutional evolution 

following the role model of innovation from startups with new regulations. 

Thirdly, the study of Taiwan and Korea contributes to theory building that the new 

startup-led growth model has led to government policies to focus developing fertile 

environment for startups as policy priority. Empirical evidence from Taiwan and Korea 

reflect that in advanced market economies the governments are incapable to act as 

institutional entrepreneurs and thus governments have adopted new inclusive governance 

model by leveraging the startups as „nimble little fingers‟ to experiment and develop new 

models for institutions and regulations. Governments thus adopt a more indirect 

infrastructural role following innovation of startups, but evidence shows that 

governments act as gatekeepers by either amplifying or suppressing the ability of startups 

to drive institutional evolution. Korea illustrates that government can by regulatory 

reforms (negative list regulatory approach) and subsidies amplify the capability to 

innovate, and Korean government also actively leverages advisory of startups to create 

new regulations. The government thus amplifies endogenous institutional evolution by 

support for the startups, but the government does not act as institutional entrepreneur in 

Korea as the Korean government follows the focal point of startups in regulatory and 

policy reforms. In contrast, the case of Taiwan reflect the government can suppress and 

block endogenous institutional evolution by constraining innovative startups by 

restrictive regulations, lack of subsidies and unwillingness to cooperate with startups in 

creating new regulations. The governments are hence important actors in institutional 

evolution but their role is limited to amplifying or suppressing startups as innovators. The 

contribution of the case study thus contributes to new institutionalism to re-conceptualize 

the role of governments in institutional evolution by showing the due to complexity of 

economic behavior in advanced market economies the governments are forced to be 

reactionary (regulations follow innovation) and leverage the innovative startups as 

experimental medium of developing new governance models of cooperation for societies. 
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Evidence also contributes that innovation and enhanced governance of societies requires 

more regulations and enhanced regulatory capacity of governments instead of 

liberalization (Vogel, 1996). New advanced technology creates new regulatory demands, 

and both Taiwan and Korea are challenged by difficulty to keep up with startups‟ 

innovation. Constant creation of new regulations and increased regulatory capacity is 

necessary to support innovation. However, the evidence from Taiwan and Korea also 

contribute that institutional evolution is not entirely spontaneous process towards efficacy 

as the process is also social and political with distributional pressures limiting changes. 

To summarize, the study of Taiwan and Korea contribute to theory building in new 

institutionalism to theorize that micro-level innovation of startups fosters endogenous, 

open-ended institutional evolution. Open-ended micro-level innovation drives open-

ended macro-level evolution of institutions. New institutionalism has failed to understand 

endogenous institutional evolution due to simplified conceptualization of market 

economies as monosystems (singular, homogenous, closed institutional systems), with 

each market economy being characterized by a national variety of organizations (Hall & 

Soskice, 2001; Hall & Taylor, 1996), but the case study of Taiwan and Korea contribute 

to new institutionalism new conceptual and theoretical foundation that openness of 

institutional systems enables endogenous institutional evolution and the diversity of 

institutional fields and organizations provides micro-level competition of alternative 

social organization models, which fosters macro-level institutional evolution towards 

economic efficiency. Empirical evidence shows the startups constantly create new 

institutional fields and by competition among organizations and institutions the evolution 

of social systems favor efficacy as the logic of evolution. Thus, the case study contribute 

to new institutionalism to explain how the spontaneous institutional evolution as 

evolution of cooperation models to solve collective problems (as a Northian or Coasian 

evolution) occurs by specifying the previously unexplained mechanisms of endogenous 

evolution as the study of fintech startups contribute illustrating how the competition at 

organizational levels is organized as a competition of developing new solutions to 

coordination collective cooperation, which leads to survival of more efficient solutions. 

Constant churn of new startups fosters constant churn of new cooperation models and 

constant endogenous evolution. 
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7.1.1. Summary of theoretical hypotheses and empirical conclusions 

The empirical research as a comparative case study of Taiwan and Korea was guided by 

theoretical propositions and hypotheses (see „III. Theoretical framework‟). The empirical 

study is structured as qualitative study with inductive new theory building as intention, 

thus the empirical study did not explicitly test hypotheses but the hypotheses instead 

provided direction for the case study. Hypotheses and results are summarized below, but 

the in-depth inductive theoretical conclusions are presented in 7.2–7.7 chapters. 

Generally, the empirical evidence strongly supports the theoretical proposition that 

startups determine content and direction of institutional evolution, but the characteristics 

of the institutional environment and government condition the ability of startups to act as 

institutional entrepreneurs (see Figure 18). 

 

Figure 18. Summary of conclusions of the empirical research 

Firstly, the empirical evidence provides supportive evidence of H1 as new fintech 

startups are central institutional entrepreneurs in Taiwan and Korea, with startups 

intentionally aiming to create new governance models of cooperation for the societies. 

Moreover, the new ideas (e.g. ICOs, cryptocurrencies, blockchain) have been adopted by 

stakeholders in Taiwan and Korea when new ideas appear to offer material benefits (H2); 

e.g. ICOs and cryptocurrencies are adopted by stakeholders as they appear more efficient 

than alternatives. For example, employees and investors in Korea are transitioning from 

older financial sector to new fintech sector due to the material benefits (e.g. higher 

salary). Secondly, the empirical data of Taiwan and Korea provides extensive empirical 

evidence to support H3 that institutional evolution operates as selection, not as adaption, 

as the new generation of startups creates new industry and new institutional field. 

Empirical evidence consistently shows that existing organizations cannot change or even 

participate in innovation, and similarly existing institutions and regulations are not 
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changed, but instead new institutions (ideas, culture, regulations) are added to the 

institutional system. For example, Korean regulators establish new regulations and 

fintech ecosystem creates new institutions (VCs, incubators, ICOs) to support new 

operational models of fintech. The reallocation of resources from older to newer field as 

adoption of new field fosters the actual institutional change in both countries. Moreover, 

this illustrates that new institutional fields as cognitive behavioral models originate from 

startups, which supports hypotheses H6 that coherent and functional institutions are 

created by the startups ex ante, but empirical evidence also illustrates a spontaneous 

interaction within the startups, which as hypothesized (H6) ex post sustains and creates 

functionality to institutional templates. Excellent example is idea of bitcoin as the new 

idea ex ante via bottom-up innovation creates new functional model for the society, but 

also ex post the experimental startups in both Taiwan and Korea create new spurious 

functional ideas to leverage the initial idea. For example, ICOs as funding mechanism is 

spontaneously ex post established functional infrastructure via startups, which illustrates 

how startups can create coherence and functionality to the institutional system. 

Secondly, the empirical evidence supports hypotheses (H4) that friction from institutional 

isomorphism limits institutional evolution, but empirical evidence limits ability to specify 

how existing institutions limit creation and adoption of new institutions. As hypothesized 

(H5), the fintech industry and institutional change is driven entirely by fintech startups in 

Taiwan and Korea – none of the established traditional financial entities are capable to 

participate in innovation – and the empirical evidence would suggest the asset-specificity 

of existing organizational assets limits profitability of pursuing new innovation. At best, 

Korean traditional financial sector has leveraged partnerships and acquisitions to leverage 

innovative fintech startups, but empirical evidence from Taiwan illustrates that more 

typically the distributional pressures has nudged traditional financial sector to leverage 

political relations to block regulatory reforms and fintech industry growth. Therefore, the 

case study and empirical evidence of Taiwan and Korea illustrates (H9) that economic, 

social and political institutions and resources interact in institutional evolution as material 

productivity is necessary to attract stakeholders to adopt a new idea but material 

resources and success helps to influence political and formal institutions, e.g. success of 

Korean cryptocurrency startups provides leverage to influence political institutions. The 
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empirical data also supports hypothesis H9 that political resources guide institutional 

evolution as traditional financial sector of Taiwan has actively leveraged political 

resources and connections to block fintech growth. Also, as case of Korea shows, the 

political coalition building is important as the active coalition building of startups has 

been central to actively promoting fintech favorable regulatory development in Korea. 

The combination of asset-specificity, distributional concerns and political resources 

seems thus to be constraining institutional evolution at micro level (H4). Moreover, the 

empirical evidence provides important new evidence to support (H4) that cognitive 

institutions are central burdens of institutional evolution as both new startups and 

regulators suffer from lack of knowledge, but the new startups as innovators (H1) provide 

cognitive focal points to address cognitive burdens and guide development to adopt new 

more efficient governance models for the society. Thus, to emphasize, the fintech startups 

are crucial cognitive focal points in guiding institutional evolution by providing a 

cognitive resource to other stakeholders to adopt new behavioral models and instructing 

the necessary complementary investments towards the new institutional field. 

Lastly, the empirical evidence of Taiwan and Korea contribute support for the hypothesis 

H7 to illustrate how specific structural characteristics of institutional systems (openness, 

ambiguity, imperfections, and international embeddedness) enable institutional 

entrepreneurship of fintech startups. The structural imperfections provide agency and 

resources for startups to create new institutions, and more open institutional system of 

Korea (in comparison to Taiwan) provides more coherent support for institutional 

evolution. As H8 hypothesized, the nature of market economies as open and diverse 

social systems – multiple institutional fields and equilibriums – is essential to alleviate 

„Iron Cages‟ of institutional fields and empower new startups to create new fields. The 

multiplicity of institutional fields effectively enables evolution by selection. Importantly, 

as a qualitative case study the empirical evidence also supports inductive theory building 

and the new empirical data illustrates the governments of Taiwan and Korea have active 

role influencing the openness of the market economies as both countries have aimed to 

enact regulatory reforms (namely, adoption of „negative list regulatory approach‟) and 

provision of subsidies, and the more successful initiatives of Korean government have 
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been crucial in empowering fintech growth, while the conservative FSC of Taiwan has 

effectively suppressed financial innovation and fintech industry growth in Taiwan. 

7.2. Startups as visionaries and focal points of institutional 

evolution 

New empirical data from interviews, industry statistics and government policy analysis 

via data triangulation contributes findings and conclusions by a theory of endogenous 

institutional evolution for new institutionalism. Empirical findings contribute that the 

fintech startups of Taiwan and Korea are predisposed to act as institutional entrepreneurs 

by creating focal points for new models to coordinate economic behavior. The case study 

illustrate the fintech startups by future-oriented experimentation create new functional 

ideational models for coordinating economic life of societies, with ideational models 

being coupled with actual material organizations of startups, which provide certainty to 

incentivize stakeholders to adopt new institutional models. Institutional systems are 

equilibrium behavioral models of societies – how a wide range of actors coordinate their 

cooperation– which means institutional evolution is evolution how cooperation is 

coordinated within a society and thus due to social embeddedness requires collective 

change of behavior (Culpepper, 2005; Aoki, 2007). But as institutional evolution is 

collective change in behavior, the theories of new institutionalism have theorized that 

endogenous institutional evolution is impossible as firstly the actors lack information of 

viable alternatives and secondly for viable alternatives the actors require certainty that 

other actors will engage in complementary actions (Hall & Thelen, 2009; Greif & Laitin, 

2004). The empirical findings of Taiwanese and Korean fintech startups contribute 

important theoretical advancements as the observations illustrate how the startups provide 

new functional and relatively reliable focal points to incentivize economic actors to 

change their behavior to adopt new coordination models of cooperation. Empirical 

evidence shows the startups act as the coordination mechanism of institutional evolution 

– creating new ideational templates and coordinating adoption of new institutional 

equilibriums – and the constant churn of startups promotes constant endogenous 

evolution of social systems. The main empirical conclusions of startups as the medium of 

endogenous institutional evolution are listed below and illustrated in Figure 19: 
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- Startups theorize new ideational models for re-organizing governance of economic, 

political and social life in societies (i.e., startups create institutions). 

- New startups with new ideas act as focal points coordinating collective 

complementary change in behavior and investments as institutional evolution.  

- Startups provide focal points for government to create new formal institutions. 

- Focal points and change of behavior nurture a positive feedback mechanism. 

 

Figure 19. Institutional evolution by startups as focal points of change 

Firstly, the conclusion from empirical analysis of fintech industry growth indicates the 

startups are not „normal organizations‟ but the fintech startups are inherently institutional 

entrepreneurs as their organizational innovation – even organizational predisposition – is 

deeply coupled with institutional evolution. The empirical data of Taiwanese and Korean 

fintech startups indicate the startups intentionally pursue innovative organizational 

models with explicit purpose to promote institutional and regulatory evolution of the 

market economies. Moreover, the empirical observations evidence the startups are 

acutely aware their success as new organizations depends on collective institutional 

changes, especially of complementary regulatory reforms. The main contribution of the 

case study is new conceptualization of the startups as the mechanism of institutional 

change as the constant churn of experimental startups fosters constant re-organization 

how cooperation of stakeholders is governed within societies.  
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New startups thus always as institutional entrepreneurs aim to foster institutional 

evolution. In contrast to startups, „normal organizations‟ that new institutionalism has 

generally theorized of are by their organizational predisposition aiming for environmental 

fitness by optimizing utility by institutional isomorphism as deviation from institutional 

imperatives leads to suboptimal organizational performance (Hall & Soskice, 2001; 

Kostova, 1999; DiMaggio & Powell, 1983). „Normal organizations‟ aim to comply with 

existing institutions but the case study of fintech startups contributes important new 

insight to new institutionalism by showing the startups are not focused on status quo, 

existing institutional equilibrium, but the startups by design are entirely focused on 

developing of new institutional models. The interviews illustrate the fintech startups of 

Taiwan and Korea are future-oriented visionaries theorizing new ideas how to structure 

societies, and the ideas together with the organizational mass of startups acts as focal 

points to coordinate institutional change as a collective behavioral shift. Earlier theorists 

(Hall & Thelen, 2009; Greif & Laitin, 2004) perceived that endogenous institutional 

change is impossible as the actors lack viable alternatives and thus the optimal strategy is 

to comply with institutional imperatives, but the study of Taiwan and Korea illustrate 

how the experimental startups constantly provide new viable alternatives to mobilize 

institutional change. Firstly, the startups propose explicit new ideas and visions how 

society should be organized, e.g. ICON of Korea stating (ICON, 2018) “The vision of the 

ICON Project is to redefine the meaning of communities, and in doing so, introduce an 

era of decentralization. We envision creating a new world”, which provides a focal for 

other actors to follow or leverage as inspiration for innovation. To emphasize, the 

startups by their predisposition are institutional entrepreneurs and the startups recognize 

their utility depends on the success of mobilizing institutional change. Thus, while 

„normal organizations‟ optimize utility by complying with institutional imperatives, the 

startups optimize utility by pursuing institutional entrepreneurship. The fintech startups 

thus have comparative advantage to pursue institutional entrepreneurship, especially as 

institutional isomorphism for startups is inefficient strategy in mature organizational 

fields (theoretical conclusions summarized below in Figure 20). Thus, startups always 

focus on creating new institutions – new ideational models for governance of 

cooperation. 
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Figure 20. Utility of institutional entrepreneurship: a comparison of firms by age 

Secondly, the power of fintech startups as institutional entrepreneurs is due to 

organizational models of startups proposing coherent and functional coordination 

templates that can be scaled for macro institutional templates for the society. The 

constant churn of experimental startups thus establishes the startups as a decentralized 

mechanism for developing new institutional fields for social systems. Taiwanese and 

Korean governments have even explicitly aimed to adopt a „new economic model‟ to rely 

on startups as the mechanism of transforming how the social systems function, which is 

largely due to growing complexity of the economic behavior requiring decentralized 

mechanism of startups to foster institutional evolution. The startups as the experimental 

mechanism provide content and direction for the institutional evolution, including formal 

regulations. The empirical analysis indicate the governments of Taiwan and Korea have 

adopted intentionally a more endogenous governance model to actively leverage the 

startups as focal points and advisors to establish new regulations and government 

institutions. New startup focused government programs and fintech regulations in Taiwan 

(„Asian Silicon Valley‟) and Korea (e.g. „Creative Economy‟) are results of governments 

leveraging the focal point of startups. Empirical evidence reflects the causal pattern of 

institutional evolution: the fintech startups create new informal institutions, which the 
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government then formalizes by formal regulations. Empirical analysis contributes the 

government is forced to be reactionary – governments proactive new institution creation 

may suppress innovation and thus government is forced to follow the open-ended 

innovation of the startups leading to open-ended formal institutional evolution. 

Innovation of startups (e.g. blockchain, ICOs) creates new industries with new regulatory 

demands, which forces government to establish additional regulations (increasing 

institutional diversity) and following open-ended evolutionary paths of innovation. 

Governments of Taiwan and Korea recognize this as both countries have institutionalized 

cooperation with startups to stimulate regulatory reforms and policy making. 

Thirdly, case study illustrates new startups create new institutions for Taiwan and Korea, 

but findings illustrate that initially informal ideational institutions demand mobilizing 

complementary behavioral change and investments from other stakeholders to adopt the 

new institutional fields. Effectively, the utility of startups as institutional entrepreneurs 

depends on success in fostering collective behavioral change within the society. Startups 

may have economic, political or social motives, but the empirical findings from Taiwan 

and Korea reflect the focal points of startups need to be attractive by material 

productivity to incentivize stakeholders to adopt the new institutions. For example, in 

Korea and Taiwan the blockchain and ICOs are adopted due to relatively higher 

productivity and efficiency as financial infrastructure. The ideational focal point from 

startups as a viable, material, functional and efficient template promotes adoption of new 

ideas as the supportive stakeholders of VCs, accelerators, co-working spaces, consumers, 

and governments invest into new institutional fields when behavioral change is a 

dominant utility maximizing strategy. Governments embrace the fintech infrastructure 

(e.g. ICOs) when it is perceived as an optimal strategy for economic growth. Startups as a 

focal point foster institutional evolution when it enhances governance of societies. 

The institutional entrepreneurs could pursue social or political objectives besides the 

economic motives, but the case study of Taiwan and Korea contributes the institutional 

evolution favors material productivity as the general logic of evolution. Competition of 

startups and social embeddedness suppress the political and social motives of institutional 

entrepreneurship as firstly the institutional evolution as the transition from older to newer 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

251 

 

coordination models require that participants perceive new institutional fields as 

legitimate (i.e. favorable distributional influences) and secondly the competition 

leverages productivity as the mechanism of creative destruction. Moreover, the startups 

aim to provide favorable distributional economic outcomes – which cannot be untangled 

from the political motives – but as the competition requires providing higher efficacy 

than older institutions, the organizational innovation of startups by default demands 

productivity improvements. New political and social institutions can be also fostered but 

requiring they are coupled with material benefits, at least for the crucial interest groups 

with material resources. The competition of the startups as new cooperation governance 

templates thus ensures the organizational level competition fosters spontaneous and 

endogenous macro-level institutional evolution towards higher productivity. However, 

the interviews of fintech industry stakeholders provide important contribution for new 

institutionalism to understand initial steps of institutional evolution as in early stage the 

actual productivity and usefulness of new ideas is ambiguous, and fintech startups are 

characterized by experimental exploration of new ideas with uncertain final applications, 

but the uncertainty is offset by the fintech stakeholders being motivated by ideological, 

social and cultural objectives (e.g. intellectual challenges, ideology). North (1990) 

suggested ideology to be important for institutional continuity but the case study shows 

the startups have ideological commitment for developing transformative ideas. For 

example, idea of „bitcoin‟ inspired global fintech innovation by startups and the initial 

ambiguity of idea was offset by startups being driven with ideological motives rather than 

rational calculation of utility. The empirical observations also illustrate that social 

embeddedness (agglomeration, interaction) of startup ecosystems is important for 

developing, transmitting and consolidating new ideas and visions of future. 

Fourthly, due to social embeddedness the first fintech startups of Taiwan and Korea as 

focal points are important initiating a virtuous positive feedback mechanism among the 

stakeholders to adopt a new institutional field. Due to social embeddedness each 

stakeholder‟s utility is dependent if other stakeholders engage in complementary actions 

(Greif & Laitin, 2004), and the first wave of fintech startups initiate a virtuous feedback 

mechanism to nurture fintech industry growth in Taiwan and Korea. Each stakeholder 

investing into new behavioral model enhances utility for other actors to engage in 
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complementary behavior, which provides a positive feedback for institutional evolution. 

However, the case study illustrates that as the stakeholders recognize their utility to invest 

in new fintech institutional field depends whether other actors pursue  complementary 

strategies, the government becomes a crucial stakeholder for institutional evolution. In 

Korea, the FSC has created a „blanket commitment‟ to support fintech and startups in 

general, which provides certainty for stakeholders to invest into new organizational 

fields, but in Taiwan the conservative TFSC has suppressed fintech growth as 

stakeholders perceive industry growth as uncertain due to unwillingness of the 

government to support innovation. Government can however be influenced as for 

example the rapid customer adoption of cryptocurrencies in Korea forced the government 

to support and regulate the new industry. More concrete push to influence government 

comes from political coalitions as a necessary measure to influence government policy 

making. In Korea the fintech startups have since 2014 actively by coalition building via 

industry associations influenced the government, but in contrast Taiwan has lacked 

industry associations until late 2017. Political influence requires material resources, as 

Korean startups with vast capital and profitability reflects, but Korean startups have gone 

further as DAYLI Financial Group has leveraged US$ 250 million capital to create 

Deblock VC and ICON foundations to promote ecosystem development, while Dunamu 

of Korea channels US$ 100 million to ecosystem, and in Taiwan Mithril in 2018 started a 

VC function to nurture ecosystem growth. Profitability and resources of fintech startups 

in Korea (annual revenues near US$ 1 billion for the sector in 2017) incentivized rapid 

adoption as stakeholders (VCs, employees, government) were incentivized to participate. 

In contrast, the limited success of startups in Taiwan limits the government interests, but 

in 2018 the success of blockchain startups (Bitmark, OwlTing, MaiCoin, Cobinhood, 

Mithril, BitoEX) has fostered new interest even from the government. However, the case 

study contributes that initially in institutional evolution the outcomes are uncertain and 

hence perceptions, even ideology, as crucial to foster institutional evolution, and the rapid 

industry growth in Korea is rooted on positive perceptions and governmental 

commitment to support startups even with the uncertainty of innovation. In Taiwan the 

unsupportive government has undercut new industry growth. The causal pattern of 

fintech startups as the leaders of institutional evolution is illustrated in Table 22 below: 
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Year 
STARTUP ECOSYSTEM GOVERNMENT & FSC 

TAIWAN KOREA TAIWAN KOREA 

2010 Startups: OwlTing, 

Insto, CoolBitX, 

MaiCoin;  

 

VCs & accelerators: 

500 Startups, 

Appworks, Taipei 

Angels, Yushan 

Ventures, Cyber Agent 

Ventures 

Startups: DAYLI, Viva 

Republica, Bithump, 

Dunamu, Wadiz, Korbit;  

 

Informal association: 
Blockchain meet-up;  

 

VCs & accelerators: 
DSC, Strong Ventures, 

D-Camp, SparkLabs, 

Actner Lab 

    

    

2011 
    

    

2012 
    

    

2013 
  

Creative Economy 
initiative, Pangyo 

Creative Valley 

project started. 

  

2014 

Startups: Bitmark, 

Fugle, BitoEX, AirSig, 

TapPay, 

THINKTANK, Lend 

& Borrow, 

Lend.com.tw;  

 

VCs & accelerators: 

Cherubic, Garage+, 

Innosquare, MESH, 

Tronxin 

Startups: Coinone, 

8Percent, Tera Funding, 

Lendit, Blocko, 

BOScoin, Finda;  

 

Association: Korea 

Fintech Forum;  

 

VCs & accelerators: 
500 Startups, Maru 180, 

DEV Korea, DT&I, 

Google Campus 

HeadStart Taiwan 

Project by NDC 

2015 

FSC recognizes 

Fintech trend, creates 

FinTechBase, with 

US$ 30M funds. NDC 

creates Startup 

Stadium 

FSC recognizes 

fintech trend, support 

plan & capital of US$ 

300M 

2016 

Startups: CherryPay, 

Tixguru, Addweup, 

Cobinhood, Mithril;  

 

Associations: FIDA, 

Blockcamp, TFIA;  

 

VCs & accelerators: 

MOX, SparkLabs, 

Taiwan Accelerators, 

TechStars 

Startups: Korea Credit 

Data, HDAC, BOScoin, 

Moin, AIM;  

 

Associations: KORFIN, 

P2P Finance, Korea 

Blockchain Association 

New economic model', 

Asian Silicon Valley 
plan, Digi+ plan; 

 

Supportive plans to 

promote innovation 

and experimentation 

via startups. 

Fintech promotion 

plan, US$ 700M of 

funding 

2017 

Continued support for 

fintech startups: 

injection of US$ 3 

billion of capital 
 

Cooperation with 

startups continues. 

Startups advise and 

educate regulators of 

regulatory reforms. 

2018 
    

Fintech sandbox 

experiment:  

FSC use innovation 

for regulatory reforms 

    

2019 
    

    

2020 
    

    

Table 22. Timeline of startups and government in fintech industry growth 2010-2020 

7.3. Escaping from ‘Iron Cages’: Structural foundations of 

dynamic institutions 

The endogenous institutional evolution is the central unanswered theoretical puzzle of 

new institutionalism as theorists have failed to co-fit two main elements of institutional 

systems without compromising either of them: social systems evolve endogenously, yet 
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the social systems act as exogenous structures to organize societies (Przeworksi, 2004). 

Institutional systems are constitutive of and constituted by social behavior, which makes 

theorization of the causal patterns problematic. To specify, firstly the endogenous 

institutional evolution requires the structural characteristics of the institutional systems to 

provide utility and capabilities for the actors to act as institutional entrepreneurs, and 

secondly a properly dynamic theory of social systems for empirical accuracy requires 

theorization how institutional evolution is open-ended but not entirely random (Streeck, 

2016; Przeworski 2004). The empirical study of fintech industries in Taiwan and Korea 

contributes new conceptual and theoretical foundations for understanding institutional 

systems, especially how the structural foundations of institutional systems enable 

constantly unfolding open-ended endogenous evolution. Empirical analysis illustrates the 

structural characteristics of institutions – institutional openness, ambiguity, international 

embeddedness, institutional diversity, institutions as negative imperatives – provide 

utility and capability for actors to act as institutional entrepreneurs. New empirical insight 

contributes for new institutionalism more empirically accurate conceptual foundations to 

understand how institutions as „living structures‟, societies as open-systems (in contrast 

to perfect closed systems), enables institutions to act as exogenous structures without 

suppressing the endogenous evolution. The key contribution of the study is explaining 

how realistic imperfections and openness of the social systems leads to equilibrium 

outcome where social system allows constant churn of new behavior to restructure 

society; social systems do not have static equilibriums to organize cooperation but 

societies reach approximate equilibrium outcomes of relatively stable patterns of 

cooperation that allow restructuring to constantly emerge.  

The theoretical foundations of new institutionalism (e.g. DiMaggio & Powell, 1983; 

Pierson, 2000; Hall & Soskice, 2001; Greif & Laitin, 2004; Scott, 2008) conceptualize 

institutional systems as „Iron Cages‟ – nearly perfect institutions that exogenously 

determine operation of societies where actors lack agency, resources or utility to deviate 

from the institutional equilibriums and isomorphism pressures. However, the new 

institutionalism has focused on how institutions structure behavior, instead of how 

behavior structures institutions, which has led to empirically inaccurate simplified 

conceptual foundations (see Rodden, 2009; Streeck & Thelen, 2005) as the new 
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institutionalism conceptualizes market economies as monosystems, each economy 

characterized by singular organizational model, where endogenous evolution is 

impossible as within perfect equilibriums optimal strategy is to comply (Hall & Soskice, 

2001; Pierson, 2000; Pierson & Skocpol, 2002; Greif & Laitin, 2004). Also, new 

institutionalism perceives firms as institutional takers, products of institutional 

isomorphism (Hall & Soskice, 2001; DiMaggio & Powell, 1983), ignoring empirical data 

of constant innovation. The empirical study of Taiwan and Korea contributes more 

empirically accurate conceptual and theoretical understanding of institutional systems, 

especially how the structural foundations (see below) enable endogenous evolution.  

- The institutional systems are open, imperfect and ambiguous social systems with 

constant disequilibrium; 

- Institutions as negative imperatives (instead of specific positive imperatives);  

- Regulatory approach of government influences openness of institutional systems; 

- Government subsidies amplify innovation and endogenous institutional evolution; 

- Institutional evolution as selection (instead of adaption); 

- International embeddedness of market economies. 

 

Figure 21. Structural foundations of dynamic institutional systems 

Firstly, the new conceptual foundations for new institutionalism derived from empirical 

evidence of Taiwan and Korea are important as earlier theories focused on statistic 

transactions – how institutions structure and stabilize societies – leading to overtly 

simplified theories incapable of explaining the continuous churn of dynamic new startups 

and how they restructure the social systems (Rodden, 2009; Streeck & Thelen, 2005; Seo 

& Creed, 2002). The empirical findings of fintech startups in Taiwan and Korea 
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contribute to theory building by specifying how certain structural elements of 

institutional systems enable the constant churn of new startups to re-contextualize the 

institutional systems. More specifically, the new conceptual foundations of institutional 

systems specify how institutional systems provide utility and capabilities for the startups 

to engage in experimental behavior to foster institutional evolution. The extensive 

empirical data via data triangulation of stakeholder interviews, industry statistics and 

government documents contribute to new institutionalism by theorizing how institutional 

systems are dynamic social constructs, how they function and how they enable startups to 

act as institutional entrepreneurs. New empirical evidence importantly illustrates that 

success of market economies as social systems is dependent on dynamic open 

institutional structures enabling innovation as the constant endogenous evolution makes 

market economies successful – without endogenous evolution social systems stagnate 

(e.g. closed systems such as North Korea). Thelen (2014) similarly recognized the 

continuous institutional evolution is essential for social systems to be dynamic.  

The empirical evidence contributes that the openness and ambiguity of institutions 

enables institutions to be leveraged for new purposes, e.g. for fintech development, while 

the imperfections of institutions allow decoupling of organizational behavior from 

institutional imperatives to pursue new innovative behavior. Taiwanese and Korean 

fintech startups have leveraged the open, ambiguous, ambidextrous and imperfect 

institutional environment to develop new organizational models and institutional fields. 

Existing theories of new institutionalism (Hall & Soskice, 2001; Pierson, 2000) theorize 

institutional evolution as a slow, path dependent incremental changes due to 

conceptualizing market economies as monosystems – actors have alternatives to either 

comply or reject the equilibrium – but the empirical evidence from Taiwan and Korea 

show the startups escape the equilibrium pressures by establishing new sectors and 

ecosystems. To emphasize, the fintech startups are not burdened by costliness of adapting 

existing institutions as they build new equilibriums and institutional fields. In both 

countries the startups created new ecosystems with new supportive institutions (e.g. VCs 

and ICOs to provide capital, incubators to provide intangible resources) to empower 

innovative behavior. The openness of social systems does not lead to plasticity of 

institutions – being unimportant and theoretically uninteresting – but instead openness 
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ensures dynamism of social systems. Paradoxically the capability for social systems to 

structure societies depends on social systems being dynamic and evolving structures. 

Secondly, literature of new institutionalism conceptualizes institutions as nearly perfect 

closed systems, with specific positive behavioral imperatives (e.g. Hall & Soskice, 2001), 

but the empirical study of Taiwan and Korea contributes essential finding that institutions 

and regulations rarely provide specific positive imperatives and instead the regulations 

and institutions provide ambiguous and negative imperatives, which provides extensive 

freedom for organizations to interpret and negotiate how institutions are leveraged by 

firms. The constant churn of startups, e.g. new fintech startups, presents a constant stream 

of novel interpretations for regulations and institutions. Institutions are largely behavior 

and beliefs of behavior, which means evolving behavior leads to evolution of institutions 

(Aoki, 2013; 2007). Especially the formal regulations rarely specify specific behavior of 

firms, which means there is extensively loose coupling of regulations and organizational 

strategies enabling startups to provide new interpretations of institutions. Even if 

regulations would not evolve, the nature of regulations as „negative assets‟ allows 

organizations and institutions to evolve. The initial fintech industry growth in Taiwan and 

Korea in 2010-2015 (prior to government initiatives to support fintech) occurred by the 

fintech startups leveraging the openness of the regulatory environment to develop new 

business models. Examples from Korea and Taiwan even illustrate the regulations with 

specific positive imperatives from the government can be avoided by the startups as both 

cryptocurrency and remittance startups have developed new business models despite of 

explicit legal bans in Taiwan and Korea. 

Thirdly, comparison of Taiwan and Korea illustrates the regulatory environments of 

market economies are not uniform but there is extensive variation in regulatory 

approaches (especially as variation from positive to negative list regulatory approach) 

with consequences for endogenous institutional evolution via startups. The regulatory 

restrictions on entrepreneurship and implementation of negative or positive list regulatory 

approach by governments determine the openness of the regulatory environment for 

innovative startups. Positive list regulatory approach leverages regulations that provide 

specific behavioral imperatives for organizations while negative list regulatory approach 
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creates „negative imperatives‟ that allow organizations to experiment with interpretation 

of the regulations. Market economies can amplify endogenous institutional evolution by 

removing restrictions on entrepreneurship, adopting a negative list regulatory approach 

and eliminating interventionist administrative guidance. The rapid fintech industry 

growth in Korea has been supported by the Korean FSC in 2013-2018 continuously 

removing restrictions for establishing new startups, quickly transitioning to a negative list 

regulatory approach, and eliminating traditional administrative guidance – to summarize, 

the Korean FSC created economic freedom for the startups to experiment with fintech 

business models. In contrast in Taiwan there are notable restrictions to establish fintech 

startups as all financial activities require a license, and as the TFSC continues to rely on 

positive list regulatory approach and maintain entry restrictions, the TFSR approach 

limits new fintech venture creation and innovation. Thus, Taiwan and Korea are both 

open market economies, yet there is extensive variation in openness of environments and 

the openness even varies industry to industry, which has crucial influence on endogenous 

institutional evolution. Ambiguity of institutions has been previously recognized by 

scholars (e.g. Mahoney & Thelen, 2009), but empirical findings contributes how 

institutions as „negative imperatives‟ enables endogenous evolution and how government 

is a key actor defining the extent of openness. The evidence of Taiwan and Korea shows 

the governments have extensive influence determining the extent of freedom by 

implementing regulations as positive or negative imperatives. But fintech also illustrates 

how finance is a special sector as empowering endogenous evolution in fintech firstly 

requires financial authorities to provide openness without compromising the stability of 

the financial sector and secondly careful development of new regulations to avoid 

restricting innovation. Financial stability and customer protection has led to relatively 

cautious approach in Taiwan and Korea. Combination of openness and new regulations 

demands governments to actively work with the startups to support innovation. 

Fourthly, the market economies as open social systems empower endogenous 

institutional evolution via startups, which can be amplified by favorable regulatory 

approach, as comparison of Taiwan and Korea reflect, but the innovative startups and 

development of startup ecosystems also suffer from negative externalities and 

underinvestment. Especially the institutional entrepreneurship re-inventing governance of 
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cooperation of economic life suffers from negative externalities.  The governments of 

Taiwan and Korea have recognized this as Taiwan by „Asian Silicon Valley‟, „Digi+‟, 

„Taiwan StartupStadium‟ and „FinTechBase‟ have injected capital and support for startup 

ecosystem building, while Korea has similarly by „Creative Economy‟, „4
th

 Industrial 

Revolution‟ and CCEIs provided capital and support for ecosystem development. Both 

countries have especially by injecting capital aimed to vitalize the startup ecosystem and 

create a virtuous cycle of development. However, the comparison of Taiwan and Korea 

indicates the governments are selective in subsidies as fintech is not important sector for 

the Executive Yuan or TFSC in Taiwan (instead AI and IoT are priorities in Taiwan), but 

in Korea the fintech has been a central agenda for the government, which has led to 

regulatory reforms being supported with extensive injection of resources for the startups, 

including nearly US$ 4 billion of capital for the fintech startups in 2015-2020. Therefore, 

empirical evidence illustrates the endogenous institutional evolution is subsidized by the 

governments by channeling tangible and intangible resources for the startups – subsidies 

for the startups to act as institutional entrepreneurs – but the evidence also indicates the 

startup ecosystems provide resources for the innovation and government initiatives (e.g. 

Pangyo project in Korea) may by intervention crowd out dynamic innovation of startups. 

Fifthly, the empirical study of Taiwan and Korea contribute to new institutionalism 

insight that the institutional evolution occurs as selection and field dynamics within the 

institutional diversity of market economies. Theorist of new institutionalism have 

conceptualized institutional change as adaption with market economies as monosystems 

(Greif & Laitin, 2004; Pierson & Skocpol, 2002; Hall & Soskice, 2001), but the empirical 

observations contribute recognition that the institutional systems of pluralist social 

systems are characterized by diversity of institutional fields and institutional evolution 

operates by selection instead of adaption, which makes social systems more 

endogenously dynamic. Institutional diversity, multiplicity of equilibriums and 

institutional change by evolution is important as this reduces the costliness of pursuing 

institutional entrepreneurship. For example, VoC theory perceived market economies as 

closed monosystems, where institutional change cannot occur as individual organizations 

lack resources to change the underlying social systems (Hall & Soskice, 2001), but 

recognition that market economies are pluralist social systems, with continuously 
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increasing diversity, leads to recognition that startups are not required to overcome the 

burden of changing institutions, but instead the startups can focus on creating new fields. 

Pluralist social systems with institutional evolution as selection means that institutional 

evolution operates by new startups creating new institutional fields instead of changing 

the old ones. Empirical evidence shows the new generation of Taiwanese and Korean 

fintech startups has created a new fintech field with new infrastructure, new resources, 

new culture, new technology and new formal regulations. Changing organizations, 

culture and regulations is costly, which is why more efficient path for institutional 

evolution operates by selection with new startups creating new institutions and 

regulations. Institutional diversity thus means that institutional entrepreneurs can escape 

institutional equilibrium and isomorphism pressures by creating new fields. Empirical 

observations of Taiwan and Korea illustrate the new fintech institutional field receives 

entirely new informal and formal institutions to support the field; e.g. new accelerators 

are created (e.g. „FinTechBase‟ in Taiwan, „DREAM63‟ in Korea), new fintech specific 

VCs are founded („Deblock‟, „Hashed‟), other supportive stakeholders (e.g. Blockcamp 

in Taiwan), and governments create new regulations (e.g. for ICOs). Evolution by 

selection means the costliness of institutional change avoided by creating new field with 

new institutions. Evolution by selection grounded in startup innovation is moreover 

important as this provides theoretical understanding how institutional evolution can be 

open-ended (but not random) as institutional evolution follows productive innovations in 

coordinating societies. Evolution by selection also explains institutional change can be 

simultaneously drastic and incremental as the evolution occurs as a radical transition 

from one trajectory to new one, but it also occurs incrementally as resources are shifted 

from older path to the new one. For VoC theory (Hall & Soskice, 2001) this means LMEs 

may be more dynamic social systems than CMEs due to greater freedom for startups, but 

evidence indicates the historical trajectories are irrelevant as pluralist open societies 

(LMEs, CMEs, mixed ones) have similar potential for institutional dynamism. However, 

the evidence supports VoC that institutional evolution is nation-specific, with innovation 

creating new nation-unique paths and institutional evolution favors productivity. 

Lastly, the international embeddedness of market economies has been ignored by new 

institutionalism (e.g. VoC) and the new empirical data from Taiwan and Korea provide 
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important evidence that the porousness of national borders and international institutions 

(e.g. information and capital) promotes enhanced ability for fintech startups to act as 

institutional entrepreneurs. Global embeddedness reduces the costliness of institutional 

entrepreneurship to promote more dynamic social systems and reduce stagnation. 

Taiwanese and Korean fintech startups have leveraged access to global finance and 

global information as economic resources and cognitive inspiration to develop new 

institutional models to organize societies. International embeddedness reduces costliness 

of institutional entrepreneurship, but information is especially important as new ideas 

(e.g. „bitcoin‟) inspire rapid innovation. International information is especially important 

as VoC theory (Hall & Thelen, 2009) suggests institutions are rigid due to lack of viable 

alternative strategies, but international embeddedness provides constantly new ideas. 

7.4. Do government ambitions of Taiwan and Korea matter? 

Taiwan and Korea as developmental states share history of the state authorities having 

deeply internalized ambitions to promote economic transformation, which meant the state 

had independent agency, with objectives and ambitions that cannot be reduced to 

interests of the electorate, politicians or the bureaucrats in the public offices (Cumings, 

1999; Onis, 1991; Johnson, 1982) – which is problematic for inability to account for the 

origins of ambitions (Cumings, 1999) – but the internalized ambitions led to consistent 

policies nurturing economic growth. Historically the ambitions were central to coordinate 

development (Chang, 1999), but as Taiwan and Korea in 2010-2018 transitioned to new 

startup-led economic models (OECD, 2017; NDC, 2016; 2018), the nature of ambitions 

has evolved but empirical observations illustrate the ambitions are still central to new 

industry growth. The empirical findings contribute following main conclusions: 

- Korea and Taiwan share new explicit ambition to foster economic growth via 

startups, but for fintech development the ambitions differ: Korea relies on startups 

as innovators; Taiwan relies on traditional financial sector; 

- Governments have ambitions: Fintech as central agenda to Korea, while Taiwan‟s 

ambition is in IoT and AI with fintech perceived even as risk; 

- Ambitions matter: Tangible and intangible support for the startups; 
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- Governments are not uniform but multiplicity of independent institutions may lead 

to incoherent state ambitions: Korea coherent ambitions, Taiwan incoherent; 

- Success of startups and material resources influence constitution of government‟s 

ambitions and interests 

Firstly, the empirical analysis of Taiwan and Korea reflect both countries in 2013-2018 

have explicit ambition to adopt a new startup-focused growth model as the new explicit 

ambitions are reflected in Korea by plans such as „Creative Economy‟ and „4
th

 Industrial 

Revolution‟ and in Taiwan the plan for „new economic model‟ is defined in initiatives of 

„HeadStart Taiwan‟, „Asian Silicon Valley‟ and „Digi+‟ (OECD, 2017; Suh, 2018; Lee 

2018; NDC, 2016; Executive Yuan, 2016g; 2016m; 2015b). The interviews of Korean 

startup ecosystem stakeholders reflect the startups perceive the Korean government has 

explicit ambition support innovation of startups, but in Taiwan the stakeholders perceive 

the actual government commitment to the new startup-led economic model is still lagging 

behind the communicated agenda. The explicit ambitions are important firstly as they 

influence willingness to invest into new innovative business models (e.g. Korean startups 

are empowered by perception that the Korean government consistently supports new 

technology), but the ambitions are also important as they translate into government 

policies to support novel behavior. The new policy approach of Korea and Taiwan 

reflects recognition that the startups are fundamental driver of growth and the recognition 

has translated into regulatory reforms and initiatives to create more favorable ecosystem, 

with quick progress in the last 10-year period (World Bank, 2018; NDC, 2018). 

However, the comparison of Taiwan and Korea reflect variety of ambitions as Taiwan by 

„Digi+‟ and „Asian Silicon Valley‟ plans aims to stimulate quick development in specific 

sectors (IoT, AI, smart technology, intelligent machinery, biomedicine) (Executive Yuan, 

2016h; 2016n), whereas Korea‟s „Creative Economy‟ and „4
th

 Industrial Revolution‟ 

plans have focused on more general startup ecosystem development but Korea‟s plans 

similarly have specific objectives with fintech development as the crucial agenda (Suh, 

2018; FSC, 2018a; 2017d; 2016c). Korea‟s explicit ambition to become a global fintech 

hub is driven by historical ambitions to become a global financial hub, as since 2007 with 

„Enforcement Decree of the Act on the Creation and Development of Financial Center‟ 

Korea has actively aimed to make Korea a global financial hub, which has led to 
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continuous explicit statements emphasizing commitment to financial industry as a key 

industry for Korea with investments to develop financial centers of Busan and Seoul 

(FSC, 2009a; 2009c; 2009d; 2011; 2012c). From 2007 to 2018 Korea has continuously 

restated the ambition, e.g. in 2010 FSC stated their goal is to raise “Korea‟s status in 

global finance” (FSC, 2009a), while in 2011-2012 FSC emphasized commitment by 

aiming for “further globalization of Korea‟s financial industry” and “continuing efforts 

on creating a regional financial hub” (FSC, 2011; 2012c). Ambitions in 2012 translated 

into initiatives to support industry development (e.g. initiatives to develop domestic IBs 

and hedge funds while attracting foreign investors into Korea (FSC 2012c, 2012a)), and 

in 2013 FSC released ‟10-10 Value-Up Plan‟ describing their ambition to upgrade 

Korea‟s financial sector to produce 10% of overall GDP of Korea (FSC, 2013a) and this 

was continued in 2014-2015 initiatives of FSC to rapidly upgrade the financial industries 

of Korea to achieve “Global competitiveness” and make Korea a global financial hub 

(FSC, 2015f). The explicit ambition of Korea to become a financial hub later in 2015 

translated into ambition to become a global fintech giant as from 2015 to 2018 Korea has 

defined „fintech‟ as a central objective for Korea‟ economic success (Suh, 2018; FSC, 

2018a; 2017d; 2016c; 2015l), with fintech already in 2015 included as a key part of the 

„Creative Economy‟ plan with KISA estimating fintech to be dynamic sector with annual 

growth rate of 15% (FSC, 2015k; 2015l; 2015m; KISA, 2015). The important element of 

Korea‟s ambition is the explicit vision that fintech industry is a startup-driven sector, 

which contributes to regulatory reforms and policy initiatives to support the startups 

(FSC, 2018a; 2017d; 2016d; 2015a; 2015i; 2015j; 2015l; 2015m; “Gov‟t to offer”, 2017). 

The explicit ambition to support fintech startups has made Korea a fintech friendly 

environment and the startups perceive government as eager to support innovative startups 

(Cha, 2018; Beikverdi, 2018). In contrast, Taiwan is not a traditional financial center, and 

the Executive Yuan and TFSC have had very limited explicit ambitions to change this 

(excluding singular 2015 statement to make Taiwan “an Asia-Pacific financial 

management center” (Executive Yuan, 2015j)), and the communication of TFSC has 

instead focused on potential risks of innovative startups, even warning consumers of the 

risks, and envisioned fintech growth in Taiwan as incremental innovation by the 

traditional financial sector (TFSC, 2016b). The stark differences – Korea relying on 
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startups as the driver of growth, Taiwan perceiving startups as a risk – not only lead to 

notable differences on government policies to support innovation but the government 

commitment influences incentives to invest in fintech startups, with Korea‟s ambition 

supporting startup activities while Taiwan‟s lack of ambition undercuts the innovation. 

Moreover, empirical observations reflect that ambitions require track record, e.g. in 

Korea the consistent support for startups has made Korean startups believe the 

government is eager to support successful innovation of startups. 

Secondly, the analysis of Taiwan and Korea contribute to new institutionalism and policy 

studies to illustrate how nation-states are not uniform entities but the state infrastructure 

is constituted by plurality of independent institutions with independent ambitions (see 

also Streeck, 2004; Crouch 2005). The plurality of state institutions with independent 

objectives and ambitions means the state as whole has plurality of ambitions with 

potential for incoherence. Taiwan and Korea reflect varieties of coherent ambitions as 

Korea presents relatively well-coordinated coherent policies for fintech development, but 

the formal authorities of Taiwan reflect incoherent fintech policies among the 

government offices. In Korea, the „Creative Economy‟ plan for startup ecosystem 

development, FSC plans and regulatory reforms for fintech startups, and the Ministry of 

Strategy and Finance provide relatively coherent regulatory push to support the fintech 

startups – the policies are complementary; they reinforce each other to support fintech 

development. Taiwanese fintech startups are influenced by a few government offices – 

NDC designing policies to support startup ecosystem, TFSC defining financial 

regulations, „FinTechBase‟ organized by the Institute for Information Industry (III) – and 

the various government offices create incoherent policies and incentives to undermine 

startup innovation. In contrast to Korea, in Taiwan the uncoordinated and incoherent 

policies even undercut the policy initiatives and waste resources of the authorities; e.g. 

FinTechBase and StartupStadium support fintech startups of Taiwan but TFSC limits 

fintech innovation by restrictive regulatory policies. Thus, the fintech development of 

Korea is supported by the inter-authority coordination of the ambitions, but in Taiwan the 

fintech startups suffer from lack of ambitions and incoherence of policies. 
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Thirdly, the comparative analysis of Taiwan and Korea contribute new information how 

ambitions and interests of states are established. Firstly, the policy focus on startup-

growth model is rooted in traditional state-led growth models of Taiwan and Korea 

becoming dysfunctional, where Korea‟s more noted interest in startups is due to Korea‟s 

economic structure being dominated with chaebols contributing to more dysfunctional 

economy with lack of dynamism and innovation. Interviews of fintech stakeholders 

indicate the authorities lack understanding of the technology, and not only the authorities, 

even fintech startups in 2014-2016 did not foresee the spillover applications of the new 

technology, which means rational means-end logic cannot explain fintech ambitions of 

Taiwan and Korea. Empirical observations reflect that history matters: historical ambition 

of Korea to become a financial giant translated into fintech ambition, while in Taiwan the 

organizational design of TFSC as a regulator led to inability to support innovation. 

Analysis also reflects the political organization of industries matters as in Taiwan the 

traditional financial sector via TFSR has consistently leveraged their access to TFSC 

policy making to suppress regulatory reforms and policy measures (Green, 2018b), but in 

Korea the startups quickly in 2014 organized industry associations (Korea Fintech 

Forum, KORFIN) to influence the government. TFSR has in Taiwan also contributed to 

TFSC perceiving fintech as incremental innovation within the traditional financial sector, 

while in Korea the influence of startups has ensured TFSC perceives fintech as more 

radical startup-led innovation. This also reflects importance of access to policy making as 

in Korea the fintech startups have since 2014 interacted with the government authorities 

by so influencing the policy design, but in Taiwan the startups have not had similar 

access. Evidence also indicates economic mass matters as in Korea the startups already in 

2015 had a notable industry with 2017 rapid customer adoption and profitability of new 

technology forcing government of Korea to be favorable. In 2018 Taiwan reflects similar 

development as successful blockchain startups have led Executive Yuan‟s recognition to 

make Taiwan a „blockchain island‟. Material resources of interest groups thus influence 

the ability to guide the governance agenda and ambitions. Additionally, government is 

influenced by other factors, e.g. negative experiences in China with P2P lending and 

historical money laundering problems in Taiwan has led to TFSC perceive fintech in 

more pessimistic and risky manner (Fulco, 2017). 
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7.5. Governments and the new political economy of startup-led 

growth model 

The empirical study of fintech industry formation in Korea and Taiwan contributes more 

nuanced understanding of contemporary political economies as dynamic social systems 

with multifaceted interdependence between the government and the private sector. 

Fintech industry growth in Taiwan and Korea as institutional evolution contributes new 

insight how in advanced market economies the evolution of regulations and government 

policies is influenced by the dynamic and interdependent cooperation between the 

government and the startups, as the governments of Taiwan and Korea have even adopted 

a new startup-led growth model as a new political economy relying on startups providing 

direction and content for government policies and regulatory reforms. The analysis of 

Korea and Taiwan indicates the startups develop new ways to organize societies which 

provides the basis for government to establish new regulations and institutions. The new 

empirical data via data triangulation of industry statistics, stakeholder interviews and 

government policy documents contribute to in-depth documentation of the causal patterns 

in fintech industry formation: the fintech startups provide a new model for coordinating 

life within societies, which instructs the government in regulatory reforms and designing 

new regulations, but the startups are also dependent on the government as government 

policies influence initial innovation capability of the startups. The empirical data 

evidences also the Korean and Taiwanese governments recognize necessity adopt a new 

startup-led growth model and the fintech startups recognize their role as institutional 

entrepreneurs to develop new institutions and guide government in reforms. 

Interdependence of startups and governments means that governments requires startups 

as focal point for reforms but the startups require friendly regulatory framework 

environments for innovation (see Figure 22): 

- The fintech startups of Taiwan and Korea as institutional entrepreneurs provide 

stimulus, content and direction for the government to engage in regulatory reforms 

and creating new regulations. 

- The governments act as the gatekeepers: Amplifying or suppressing endogenous 

institutional evolution by providing a fertile and open regulatory environment for 

the startups to focus on innovation. 
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Figure 22. Interactive feedback mechanism of startups and governments 

Firstly, the empirical study of Korea and Taiwan contributes new insight for new 

institutionalism to re-conceptualize the public-private sector relationship in the 

contemporary advanced market economies as a deeply interdependent and dynamic 

cooperation as the government policies influence success of the startups while the 

innovation of the startups is central stimulus for the government to enact regulatory 

reforms and attain economic growth
30

. The case study contributes in-depth description 

how in the causal pattern of institutional evolution the fintech startups have the agency as 

they develop new coordination models for societies and the governments are reactionary 

entities that follow the focal point and advisory of the startups to establish new 

regulations and policies. The data triangulation of industry statistics, government 

documents and stakeholder interviews illustrate how the fintech startups of Taiwan and 

Korea emerged first in 2012-2015, which created a stimulus for the government in 2015-

2018 to reform regulations and create new ones to support the new fintech model. The 

interviews of startup ecosystem stakeholders indicates the governments of Taiwan and 

Korea do not understand new startups, new technology or business models, which is why 

in both countries the government has leveraged advisory, guidance and education from 

                                                 
30

 Evans (1995) by „embedded autonomy‟ reflects the historical embeddedness of the private and the public 

sector, but the historical relationship was top-down unilateral government guiding the economic actors. 
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the startups to help government to establish new regulations and policies. For example, in 

Taiwan TiEA has since 2012 by regular meetings educated the government about the 

regulatory demands of the startup ecosystem. However, the TFSC in Taiwan has been 

unwilling to cooperate with the fintech startups – contributing to lack of knowledge and 

incapability to support fintech sector – but in Korea the FSC has actively 2014-2018 

leveraged advisory and education from the startups as a support for regulatory reforms. 

Interviews also reflect explicit recognition by startup ecosystem stakeholders that startups 

identify themselves as institutional entrepreneurs stimulating institutional evolution. The 

startups are moreover active in this purpose as especially in Korea the fintech startups 

have actively aimed to educate and instruct the government about required regulatory 

reforms (Cha, 2018). Executive Yuan and TFSC have been less eager to cooperate with 

fintech startups than their Korean counterparts, but in 2018 new „fintech sandbox‟ 

experiment aims to institutionalize startups as experimental medium of regulatory 

evolution (TFSC, 2018b). Causal pattern of endogenous evolution as startups creating 

new coordination templates and government formalizing them is necessary as the new 

institutions require bottom-up experimentation for re-organizing cooperation and too 

early government involvement, e.g. creation of new regulations, may block innovation by 

limiting the endogenous trial-n-error experimentation to organize social life. Thus, not 

only the governments require the startups as focal points, but the governments are even 

incapable of initiating regulatory reforms without the focal point of startups. 

The empirical study illustrate how Taiwanese and Korean governmental authorities rely 

on startups as the „nimble little fingers‟ developing new models to organize economic life 

and guiding the government in regulatory reforms. The governments of Taiwan and 

Korea even recognize they depend on startups as the mechanism of institutional evolution 

as both countries have aimed to adopt a new endogenous governance model, a startup-led 

growth model, to leverage startups as the stimulus of economic and regulatory evolution. 

Both countries since early 2000s have aimed to develop more favorable environments for 

the entrepreneurs, with more notable effort since 2013 to empower the innovative 

startups, which has greatly improved entrepreneurial environment as both countries have 

leaped from near 100
th

 most favorable environments to top 20 countries (World Bank, 

2018). Both countries since 2013 have aimed to empower startups by removing 
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restrictions, adopting a negative list regulatory approach and stimulating ecosystem 

development by extensive subsidies, plans and new institutions (NDC, 2016; OECD, 

2017). The government efforts of Taiwan and Korea aim to empower the startups to 

guide the economic development. The government policies also illustrate that 

institutional evolution is incremental as the innovative startups lead to creation of new 

institutions, new plans and new regulations, and even the startups recognize they need 

new regulatory building instead of deregulation. 

 

Figure 23. Causal patterns of endogenous institutional evolution: Taiwan and Korea 

Secondly, the empirical analysis of Taiwan and Korea illustrate that while the 

governments depend on startups to stimulate economic and institutional evolution, the 

governments are still important actors to amplify or suppress innovation of the startups. 

The governments of Taiwan and Korea have aimed to adopt a startup-led growth model, 
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with extensive resources being channeled to the startup ecosystems in 2013-2018 (e.g. 

„Asian Silicon Valley‟ plan in Taiwan, „Creative Economy‟ plan in Korea), with 

complementary regulatory reforms, which aim to amplify innovation of the startups. 

Thus, the empirical analysis illustrates that public-private sector relationship is 

interdependent as while the innovative startups provides the locomotive and content for 

institutional evolution, the government of Taiwan and Korea can amplify or suppress the 

capability of startups to pursue institutional entrepreneurship. The government is still 

largely a passive gatekeeper as startup innovation is open-ended. The causal analysis 

(Table 23) moreover illustrates the government policies to empower startups have been 

inspired by the startups, i.e. „Asian Silicon Valley‟ and „Creative Economy‟ plans have 

been inspired by the growing startup ecosystems in Taiwan and Korea as the dynamic 

startup ecosystems begun to evolve in 2010-2015, which guided the new government 

policies in 2013-2018. Also, shift as political economies from the historical centralized 

state-led growth models to new decentralized startup-led growth models is not due to 

policy preferences of interest groups but due to traditional economic model becoming 

dysfunctional and the new growing startup ecosystem demanding a new government 

policy approach. However, Taiwanese and Korean government are still actively but 

indirectly stimulating economic development as by subsidizing the startup ecosystems 

they aim to amplify capability of startups to provide stimulus for regulatory evolution. 

Support for the startups comes in various forms (regulatory reforms, removal of 

restrictions, subsidies and capital for startups) but it consistently aims to increase 

innovation, which promotes regulatory revolution. However, subsidies and reforms have 

been implemented selectively, with Korea actively supporting fintech while Taiwanese 

TFSC has suppressed the fintech startups, which contributes to notably different new 

industry development in both countries. To summarize, the governments are not 

institutional entrepreneurs, they merely suppress or amplify endogenous institutional 

evolution, and the differences in government interests between Taiwan and Korea to 

support fintech startups led to differences in regulatory reforms and support policies, 

which influenced the ability of the fintech startups to act as institutional entrepreneurs to 

promote fintech industry growth. 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

271 

 

Lastly, the new empirical evidence from Taiwan and Korea of the interdependent 

relationship of government and startups contributes to theory building of origins of 

institutions and how evolution occurs, which provides theoretical advancement especially 

for rational choice institutionalism to understand institutional equilibriums. New 

institutionalism has often explicitly conceptualized that organizations follow from 

institutional imperatives via institutional isomorphism (DiMaggio & Powell, 1983; Hall 

& Soskice, 2001), but implicitly theorists have assumed endogenous causal pattern of 

organizational behavior leading to creating institutions (North, 1990; Aoki, 2011). 

Existing theories, especially the game theoretic institutions-as-equilibria, are theories 

how institutions function instead of how institutions are created (Greif, 2006). Origins 

and evolution of institutions are still the crucial puzzles of new institutionalism. Evidence 

from Taiwan and Korea contributes insight how new startups guide governments to 

establish new formal regulations, policies and state institutions. create new institutions 

and regulations. The constant churn of startups provides informal templates of 

cooperation and these are leveraged by the governments of Taiwan and Korea to establish 

formal regulations. Spontaneous institutional evolution requires competition of 

alternatives (Hall & Taylor, 1996), but on regulatory level there is no competition (i.e. 

Taiwan and Korea have specific central authorities, with regulatory and legal authority), 

but empirical analysis of Taiwan and Korea illustrate how the organizational level 

competition via startups provides competition of alternative models to organize societies 

and this constant churn of startups ensures there is constant stimulus for regulatory 

evolution. Thus, while formal regulations lack competition, the competition among 

informal institutions promotes formal regulatory evolution. Empirical evidence of Korea 

and Taiwan reflect how governments continuously observe startups and also actively 

leverage cooperation with startups for regulatory reforms.  

7.6. Comparison of the governments: Korea and Taiwan 

The comparison of Taiwan and Korea‟s regulatory environment contributes enhanced 

understanding how regulatory environments influence innovation and endogenous 

institutional evolution in advanced market economies. The case study indicates the 

variation in regulatory environments influences ability of the startups to act as 
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institutional entrepreneurs but governments are still passive entities following the 

guidance of the startups in endogenous institutional evolution. The important empirical 

findings and conclusions are presented below: 

Conceptual element Korea Taiwan 

Institutional openness 

& ambiguity  

Basic openness leveraged by 1
st
 wave 

of fintech startups. 

Basic openness leveraged by 1
st
 wave 

startups, but restrictive regulations 

blocking growth. 

Startup-focus of 

government policies 

and regulations 

FSC: Startups as core focus of 

fintech development. FSC actively 

working together with startups and 

leveraging input for policies. 

TFSC: Startups not a focus. TFSC 

actively work together with TFSR. Not 

willing to cooperate with startups or 

leverage information. 

Initiatives to increase 

regulatory openness 

to empower startups 

Continuous reforms to more open 

economic model since early 2000s. In 

2013-2018 transition to even more 

open startup-driven market economy. 

 

Initiatives influenced financial 

industry, support for innovation and 

easing creation of new startups. 

Continuous reforms to more open 

economic model since early 2000s. In 

2014-2018 transition to even more open 

startup-driven market economy.  

 

Non-existing influence for financial 

regulations. Restrictions for creating new 

startups. 

Negative list 

regulatory approach 

Continuous 2013-2018 transition to 

negative list regulatory approach, 

enabling fintech innovation.  

 

FSC focus on helping fintech startups, 

increasing competition and innovation. 

Suppressing market power of large 

financial entities. 

 Focus to increase innovation. 

Reliance on positive list regulations, 

creating restrictive and hostile 

environment for the fintech startups. 

 

TFSC focus on traditional financial 

sector, suppressing fintech startups. 

 

Lack of openness for development of new 

ideas and technology. 

Additional regulatory 

development 

following the new 

demands of fintech. 

FSC actively monitoring fintech 

development and creating new 

regulations via advisory of startups. 

 

Active cooperation with fintech 

startups as advisors of reforms. 

Fintech startups as the main source of 

information for the government. 

TFSC unwilling to cooperate with 

fintech startups to gain information. 

TFSC lack information of new technology.  

 

TFSC cooperates with traditional 

financial sector  Conservative 

regulatory reforms and new policies, e.g. 

fintech sandbox not open to startups. 

Direct subsidies and 

support for fintech 

startups 

Extensive support, nearly US$ 4 

billion in 2015-2020 period. 

 

Indirect support for fintech startups via 

support for startup ecosystem. 

Limited support, US$ 30 million, 

controlled by the TFSR. 

 

Indirect support for fintech startups by 

startup ecosystem development. 

Table 23. Comparison of Taiwan and Korea as regulatory environments for fintech 

Firstly, the comparison of Taiwan and Korea indicates the market economies by nature 

are open social systems enabling innovation, and in both countries the early 2012-2015 

fintech industry development leveraged the natural openness of the regulatory 
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environments to innovate with business models. Openness of institutions ensures constant 

endogenous institutional evolution in market economies. However, the empirical analysis 

reflects the variation in openness is important for innovation – and both Taiwan and 

Korea have from early 2000s to 2018 by regulatory reforms increased economic openness 

to establish more entrepreneurship friendly economic environment, with both countries 

leaping from near 100
th

 ranking to top 20 environments globally (World Bank, 2018). 

Also, the regulations are imperfect as the earlier hedge fund introduction to Korea 

leveraged imperfect regulation to support innovation (Robertson, 2010), and the recent 

P2P fintech startups have interpreted traditional civil code as the new legal basis to 

support their business operations. However, the regulations are industry-specific, where 

the notably more restrictive financial regulations of Taiwan (all activities require licenses 

(Chang & Li, 2018)) led to slower development in comparison to Korea.  

Secondly, Taiwan and Korea have in 2013-2018 initiated a transition to a new startup-led 

growth model, where the main focus of regulatory policy is to intensify competition and 

innovation by adopting a negative list regulatory approach, eliminating restrictions of 

competition, suppressing market power of conglomerates and reforming the 

administrative guidance. Both countries aimed by reforms to extend economic openness 

to allow more extensive innovation by startups while alleviating by complementary 

measures of subsidies the costliness of innovation and market failures suppressing 

innovative startups. However, Korea has since 2013 more quickly implemented reforms 

and subsidies for the startups, but in Taiwan the TFSC has not implemented significant 

reforms or subsidies – contributing to rapid growth of fintech in Korea and nascent 

industry of Taiwan. In Korea the regulatory restrictions have been eliminated for the 

fintech startups but in Taiwan still in 2018 the fintech startups have very limited freedom 

to operate. The efforts in Korea to reform regulations and extent autonomy of the 

startups, while suppressing unfavorable power of financial conglomerates, have led to 

rapid fintech innovation, while the restrictive regulations in Taiwan have blocked the new 

industry growth. Thus, the comparison of Taiwan and Korea suggests the government can 

amplify or suppress innovation by extending the economic freedom to innovate by 

regulatory reforms and subsidies. 
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Thirdly, the fintech industry growth of Taiwan and Korea reflects new more inclusive 

governance model where the government cooperates with the private sector to design 

new regulations and supportive policies. The analysis indicates that in advanced market 

economies the complexity of the economy and innovation with new models to coordinate 

cooperation within the society requires not only leveraging the startups as the 

experimental medium, but the startups are also central focal point and coordination 

mechanism to advise the governments in developing new regulations. Interviews of 

Taiwanese and Korean fintech stakeholders emphasize the governments lack knowledge 

of new technology and business models, but while in Taiwan the TFSC has been 

unwilling to cooperate with the startups, in Korea the FSC has actively since 2014 

interacted with the startups to access information about fintech and allowed startups to 

advise designing favorable regulations to support industry growth. The case study 

illustrates how increasing economic development requires more regulations, not less, as 

the novel models to coordinate cooperation within the society create new regulatory 

demands, with new demands often requiring more sophisticated regulatory solutions. In 

Korea the FSC has actively leveraged the fintech startups as a source to understand new 

technology, e.g. the development of new regulations for cryptocurrency sector is guided 

by the fintech startups (e.g. Bithump, ICON). Thus governments‟ role in supporting new 

industries is reactionary as the regulatory reforms and new policy initiatives follow 

innovation and guidance from the startups.  

Taiwan„s TFSC has ignored fintech startups, but TiEA has since 2012 interacted with the 

government and contributed to government recognizing startups, including crucial „Asian 

Silicon Valley‟ plan, illustrating the importance of startups and their associations in 

government policies. More specifically, the startups innovate how a range of stakeholders 

coordinate their cooperation, which creates an informal institutional model and the 

government then creates formal institutions to formalize the informal behavioral models. 

For example, the innovation of startups has created ICO as a more efficient channel of 

venture capital funding for the startups, which already has provided roughly 50% of 

capital for fintech startups in Taiwan (e.g. Cobinhood, Mithril) and Korea (ICON, 

HDAC, BOScoin), and while Taiwan has not addressed the issue, in Korea the FSC has 

actively worked with the startups to establish new regulations to support the new 
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financing method of ICOs. To emphasize, startups have developed new financial 

infrastructure and are advising government to establish supportive regulations. The 

constant cooperation with the startups and the development of new supportive regulations 

in Korea has also contributed to fintech industry of Korea to develop much faster than in 

Taiwan. Lack of reforms and new regulations in Taiwan has effectively suppressed the 

industry growth and innovation, and lack of regulatory changes is largely due to Taiwan‟s 

TFSC unwillingness to work with the startups and instead rely on advisory of the 

traditional financial sector. Innovation of startups moves faster than regulatory reforms, 

and it is crucial for government to continuously work with innovators to enhance 

regulatory capacity. Evidence also illustrates that startups recognize the success as 

innovators depends on cooperation with the government, and the comparison of Taiwan 

and Korea illustrates the Korean fintech startups are more willing to invest in innovation 

as they perceive government to be supportive, but Taiwan‟s fintech startups perceive 

TFSC as unsupportive, which undercuts incentives to invest in innovation. 

Fourthly, the innovative fintech startups create new financial infrastructure, but 

innovation suffers from market failures, especially of underinvestment. Governments of 

Taiwan and Korea have recognized this and aimed to subsidize the costliness of 

innovation by various measures, but there are substantive differences between the 

countries in terms of subsidizing the fintech startups. While Taiwan has by „Asian Silicon 

Valley, „HeadStart Taiwan‟ and „Digi+‟ plans provided extensive support for the startups 

(e.g. NT$ 100 billion of funds for „Asian Silicon Valley‟ plan, NT$ 114 trillion for 

„Digi+ plan and US$ 4.4 billion of funds for promising startups) (NDC, 2016; Executive 

Yuan, 2017i; Executive Yuan, 2016d; NDC, 2017b), the specific support for fintech 

startups has been limited to tangible and intangible support from „FinTechBase, „FinTech 

Development Fund‟ and „Taiwan StartupStadium‟, where monetary support has been 

limited to annual subsidies for running costs. The limited support is moreover 

compromised by the involvement of the traditional financial sector, which means that 

fintech subsidies of Taiwan‟s government have been largely insufficient. In contrast, 

Korea‟s FSC perceives fintech as a central agenda to Korea and has committed extensive 

support for the startups most notably by capital injections (US$ 200 million in 2015, US$ 

750 million in 2016, US$ 3 billion in 2017-2020) to provide funding for innovation (FSC, 
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2016c; 2016d; 2015a; 2015k; 2015l; “Gov‟t to offer”, 2017), and important additional 

support comes from „Creative Economy‟ efforts stimulating startup ecosystem 

development (e.g. „Innovation Venture Fund‟ channeling US$ 10 billion into startup 

funding), which effectively alleviates market failures and underinvestment of innovation 

(FSC, 2018c). Korean government‟s startup-policies however have qualitative problems, 

as the support is misguided to developing a new „Pangyo‟ project instead of supporting 

existing ecosystems of Seoul and the capital injection has not flown to startups as 

approximately 70%-80% of fintech startup funding comes from abroad, and also Korean 

government is too involved, which hinders natural dynamism of the startup ecosystem. 

But, the comparing government policies illustrate that Korea has provided „blanket 

commitment‟ to support fintech innovation, while Taiwan has been unwilling to support 

fintech startups. Moreover, Korea‟s subsidies are coupled with complementary regulatory 

reforms while Taiwan‟s lack of subsidies is reinforced by lack of regulatory reforms. 

To summarize, the comparison of Taiwan and Korea as regulatory environments for 

fintech development illustrate how the spontaneous endogenous institutional evolution is 

startup-driven, even requiring governments to adopt more endogenous governance 

models, but despite of this the government is still an important, yet reactionary entity 

explaining differences in fintech industry growth between Taiwan and Korea. The case 

study illustrates in Korea the adoption of negative list regulatory framework, removal of 

restrictions for startups, suppressing large established conglomerates and provision of 

subsidies are important to empower innovation, but the innovation of startups is still 

largely open-ended, which leads to open-ended institutional evolution. In contrast, 

Taiwan‟s lack of regulatory openness and subsidies suppresses startups and innovation. 

Governments as gatekeepers influence the extent of innovation by providing openness 

but governments are still reactionary entities as the fintech innovation creates new open-

ended institutional trajectories and demands for new regulations. The case study of 

fintech industry reflects that institutional evolution is spontaneous development of new 

coordination models for the society as North (1982) and Coase (1937) theorized, but the 

startups are the experimental mechanism to develop the new coordination models, while 

the government as a gatekeeper can amplify or suppress innovation by their regulatory 

policies.  
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7.7. Political economies and international embeddedness 

The empirical study of Taiwan and Korea provides new empirical data for appreciation of 

the international embeddedness as a source of institutional dynamism for the domestic 

market economies, but not as a critical juncture or as an exogenous shock, but as a 

constant source of institutional diversity to empower institutional entrepreneurship of the 

startups. The empirical data of Taiwan and Korea illustrate how the international 

embeddedness provides a source of institutional inputs for the fintech startups to pursue 

experimental behavior, which promotes institutional evolution of societies. The 

international embeddedness thus provides resources for the startups to pursue institutional 

entrepreneurship. Prior studies of developmental states recognized the importance of 

information flowing across the borders as a source of economic growth (Amsden, 2001), 

but earlier studies did not recognize the importance of international embeddedness as 

amplifier of innovation and institutional entrepreneurship. Some studies have recognized 

how international embeddedness empower deviant organizational behavior but failed to 

recognize importance for institutional evolution (Lange, 2009; Lechevalier, 2014), and 

most studies of new institutionalism have ignored international embeddedness and 

instead perceived national economies limited by the national borders (Hall & Soskice, 

2001; Greif & Laitin, 2004). Empirical study of Taiwan and Korea contributes 

appreciation how national borders are porous – institutional inputs flow across the 

borders – and this porousness, especially enhanced in the contemporary era, empower 

more rapid endogenous institutional evolution. The importance of international 

institutional inputs (e.g. Lange, 2009) is the inputs empowering pursuing innovative and 

deviant behavior, which means the international embeddedness is not exogenous shock 

but enabler of innovation, e.g. capital and information inspire experimentation, which is 

nation-specific as for example Taiwan and Korea pursue alternative blockchain 

development trajectories with nation-specific regulatory demands. 

The empirical analysis of Taiwan and Korea highlight how access to international 

institutional inputs (mainly information and capital) has empowered more rapid 

innovation of the fintech startups, more rapid industry growth and institutional evolution. 

The pursuit of innovative fintech business models in Taiwan and Korea is especially 
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empowered by the access to international institutions of finance and information. The 

access to international finance (mainly foreign VCs and ICOs) is arguably most important 

amplifier of the fintech industry growth in Taiwan and Korea as 70%-80% of funding 

originates from abroad. Additionally, the foreign capital comes often with strategic 

partnership where capital is coupled with networks and intangible resources of the VCs, 

e.g. Viva Republica partnered with PayPal and Altos Ventures, DAYLI Financial Group 

with Macquarie and Formation 8, while Bitmark received funding from leading 

blockchain VC of Digital Currencies Group. Taiwanese and Korean governments have 

aimed to inject capital for the startups, e.g. Korea providing US$ 4 billion of funds in 

2015-2020, but this has not been important source of capital for the startups. The foreign 

capital is an important enabler in the rapid fintech industry growth in Korea, with 

accumulated funding of leading startups being nearly US$ 1 billion, as the capital 

provides autonomy to focus on innovation. Besides capital, important stimulus of fintech 

growth is the access to information, which especially with current technology flows 

rapidly across the borders, and new ideas of „bitcoin‟, „blockchain‟, „P2P lending‟ have 

been important in fostering fintech industry growth in Taiwan and Korea. But empirical 

data importantly indicates the new ideas inspire innovation rather than imitation as for 

example „bitcoin‟ has inspired various business models from food safety to IPR to 

remittances in Taiwan and Korea. Additionally, capital and new ideas are also transmitted 

within organizations as global VCs, accelerators and other stakeholders establish local 

offices in Taiwan and Korea (e.g. 500 Startups, SparkLabs, Google, WeWork, 

Accelerate, TechStars), which provide institutional inputs to support innovative startups. 

Finally, international embeddedness even provides access to foreign legal environment as 

ICON and HDAC leveraged legal support of Switzerland for innovative financial models, 

which provides also additional stimulus and knowledge for the Korean and Taiwanese 

regulators to establish efficient regulations. 
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VIII. CONCLUDING NOTES AND CONTRIBUTION TO 

INSTITUTIONALISM AND GOVERNMENT POLICY 

8.1. Discussion of results and research methods 

The empirical case study was implemented as a qualitative comparative study of the 

Korean and Taiwanese fintech industries as a data triangulation of interviews, industry 

statistics and government policy documents aimed at in-depth holistic analysis and 

documentation of the temporal and causal patterns in the fintech industry development as 

cases of endogenous institutional evolution. The study is important as previously the 

empirical data of constant churn of new innovative startups has been ignored by scholars 

of new institutionalism, which is a crucial shortcoming as each year 20% to 30% of older 

organizations are replaced with startups in advanced market economies (OECD, 2016a). 

And as the market economies further evolve into service-dominated startup-focused 

economies the trend of startups restructuring societies is likely to intensify. The study of 

Taiwan and Korea thus provides innovative study of previously ignored empirical data 

contributing important new findings and theoretical work to advance new institutionalism 

to understand institutional evolution. The research methodology provides in-depth, 

reliable and valid thick descriptions of the fintech industry formation by data 

triangulation of stakeholder interviews (representatives of VCs, incubators, startups, 

government), industry statistics and government policy documents. The methodology 

provides suitable and reliable research design to describe new phenomenon of how 

fintech industry formation as institutional evolution occurs endogenously driven by the 

fintech startups while analyzing the role of government and other stakeholders in the 

process. Alternative research methodologies, e.g. survey research, would be incapable to 

focus on the in-depth analysis of the causal patterns. The data triangulation moreover 

ensures highly reliable, valid quality results and conclusions as triangulations provide 

critical evaluation of the data by comparison of government policy documents, 

international regulatory indicators, industry statistics and interviews. Moreover, the data 

triangulation by combination of data sources supports making inferences by 

complementariness of observations. The extensive data comes from various public 
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institutions of Taiwan and Korea, international institutions (World Bank, OECD), 

industry statistics and interviews, where additional data triangulation comes as interviews 

include various ecosystem stakeholders (startups, VCs, incubators, government) and two 

different countries, which enhances making reliable conclusions how institutional 

evolution operates. The research methodology, guided by the research puzzle, thus 

provides suitable approach to studying institutional evolution with focus on the causal 

and temporal patterns and how different stakeholders interact. The methodology succeeds 

in providing new insight and contributing into conceptual and theoretical work of new 

institutionalism to understand institutional evolution and how economic entrepreneurship 

of startups is always coupled with institutional entrepreneurship. 

The research uses interviews to provide new subjective insight into new industry 

formation, and while the quantity of interviews is limited –four interviews with Korean 

stakeholders, three interviews with Taiwanese stakeholders – the quality of interviewed 

stakeholders contributes novel and valuable empirical observations. The interviews 

include central stakeholders in both countries – in Korea interviewees include 

representatives of DAYLI Financial Group (the leading fintech conglomerate in Korea, 

advising government since 2014-2015), head of operations of EOS Asia who also runs 

Startup Radar (notable startup community in Korea), founder of bitHolla (with founders 

organizing fintech community of Seoul since 2013), founder of Strong Ventures (a VC in 

Korea), and for Taiwan the interviewed stakeholders include representatives of 

FinTechBase (a government-backed fintech startup accelerator), Appworks (the leading 

accelerator and VC of Taiwan) and founder of Lend.com.tw (a startup). The interviewees 

are central stakeholders in fintech ecosystems, with special access to information, which 

means additional interviews are unlikely to produce additional information. Also the 

interviewees represent different stakeholders of the fintech ecosystem (startups, 

accelerator, VC, government) which provides holistic insight. Also, the interview data 

was triangulated with government policy documents and industry statistics as a 

comparative study of Taiwan and Korea to establish high quality inferences. 

The study of Taiwanese and Korean fintech startups aims to make generalized inferences 

of the institutional evolution of the market economies, where focus on these countries and 
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fintech partially limits ability to generalize, but as the financial sector is more restricted 

industry and Taiwan and Korea are noted for heavier state intervention, the study is 

unlikely to overestimate the causal patterns of endogenous institutional evolution. But the 

study is focused on political economies, which means the inferences of evolution may be 

limited to explain how social institutions evolve. Additional limitation of the research is 

to the era as the research illustrates the startup-led growth model is a current temporal 

phenomenon, an institutional product of the current era, which means the theoretical 

framework is applicable to current advanced market economies and provides limited 

insight to understand historical or future development. 

8.2. New institutionalism: Towards dynamic theory of 

institutions 

The literature of new institutionalism has explicitly recognized the importance of 

institutional change as a central element to theorizing of institutional systems (e.g. Aoki, 

2013; Mahoney & Thelen, 2009; Amable & Palombarini, 2009; Thelen, 1999; Hall & 

Taylor, 1996), but the various approaches have had limited ability to discuss how the 

continuously unfolding evolution of market economies as institutional systems operates. 

New institutionalism perceives institutions as „Iron Cages‟, reinforcing equilibriums with 

impossibility of endogenous change, but the case study of fintech startups importantly 

contributes how new startups are actively creating new institutions for the market 

economies. The earlier theories of new institutionalism have ignored empirical evidence 

of dynamism – the continuous year-to-year churn of new firms replacing older ones (20% 

to 30% firm churn in OECD countries (OECD, 2016a)) and creating new business 

models and culture. For example, since the publishing of „Varieties of Capitalism‟ in 

2001 by Hall and Soskice, entirely new generations by startups have been created while 

entire older industries have disappeared. The fintech industry formation in Taiwan and 

Korea is an excellent empirical example how new startups creates quickly entirely new 

industries transforming how societies are organized and regulated. The existing literature 

has ignored empirical evidence of dynamism because the theoretical and conceptual 

foundations of new institutionalism has limited ability to discuss empirical observations 

of dynamism due to focus on theorizing how institutions structure and stabilize societies 
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– which even created theoretical foundations incapable to theorize endogenous evolution 

of institutions (Rodden, 2009; Hall, 2009; Streeck, 2016). New institutionalism has 

focused studying how institutions create empirical regularities – now how empirical 

behavior creates institutions. As Rodden (2009) noted, the scholars of new 

institutionalism however have for decades understood the institutional change is an 

endogenous process but failed to incorporate this into theoretical work. Therefore, new 

conceptual and theoretical foundations are required to advance new institutionalism to 

understand how institutional systems as dynamic structures act as exogenous structures 

stabilizing societies while allowing dynamic endogenous evolution to occur without 

compromising exogeneity or endogeneity of institutions (Przeworski 2004).  

New institutionalism thus requires entirely new conceptual and theoretical foundations, 

which simultaneously explain institutional change and continuity via endogenous origins 

of institutional evolution without compromising the structural nature of institutional 

systems (Przeworski, 2004; Thelen 1999). Insightfully Streeck (2016, p. 4) stated the 

institutional evolution should be researched as “endogenous and historically open-ended 

but not random dynamic of structural-historical change, one that is path-conditioned but 

not path-determined” (Streeck, 2016, p. 4). The theoretical and empirical study of fintech 

startups in Taiwan and Korea contributes to new institutionalism a novel theoretical 

framework to explain how institutional systems are continuously evolving social 

constructs, how the evolution emerges endogenously from the organizational evolution 

via startups, and how the evolution is spontaneous and open-ended but not random as the 

evolution is driven by intentional socially embedded startups. Study also shows that 

institutional evolution occurs rapidly, fintech sector was created in two-three years. 

Earlier theories of new institutionalism theorized institutional systems to be stable, even 

decades and centuries, with institutional change occurring by radical critical junctures 

and exogenous shocks, but the empirical evidence from Taiwan and Korea importantly 

contributes new theory that the institutional evolution is a constant element of social 

systems, as the constant churn of startups foster constant quick radical evolution.  

Arguably, the essential conceptual innovation is theorizing how institutional change 

occurs by evolution as selection as the earlier conceptual focus on institutional change as 
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adaption led to inability to theorize of institutional change. Important contribution of the 

study is also illustrating how certain structural characteristics of institutional systems 

enable utility for startups to pursue institutional entrepreneurship. Prior studies of new 

institutionalism (e.g. Greif & Laitin, 2004; Hall & Soskice, 2001) conceptualized 

institutional systems as nearly perfect closed monosystems, but the empirical study of 

Korea and Taiwan illustrates the institutional systems are social constructs characterized 

by diversity, ambiguity and openness, which enables the constant endogenous 

institutional evolution. Market economies are open social systems, with institutions as 

ambiguous „negative imperatives‟, which enables constant churn of experimental startups 

leveraging institutions for novel purposes and promoting open-ended evolution. If 

institutional systems were perfect closed systems (North Korea as an approximation), the 

institutions would determine behavior and block innovation, but open market economies 

as open pluralist social systems of dynamic market economies by openness fosters 

constant evolution. Paradoxically, the nature of institutions as evolving social constructs 

is crucial for vitality of market economies as the continuous re-contextualization of 

institutions ensures institutions provide functional and efficient social structures to ensure 

continuous economic development. Interestingly this proposes new theoretical puzzles 

for future research: what kind of institutions constitute as efficient if certain level of 

ambiguity and imperfection are required for the vitality of social systems? Perfect 

institutions lead to static social systems, but lack of institutions lead to stagnation. 

The dissertation thus contributes a novel theoretical framework, with conceptual 

innovations, to advance a truly dynamic theory of institutional systems and market 

economies as institutional constructs. The novel theoretical framework inspires future 

research by new understanding how institutions are created, changed and how institutions 

structure societies. The dynamic theory of institutional systems as dynamic social 

constructs with constant endogenous evolution provides conceptual and theoretical 

foundation to direct and guide future research work of new institutionalism. The new 

theoretical framework empowers studying institutional systems as dynamic structures, 

with new potential for entirely new set of research questions. For future research the 

dissertation suggests priority to study how behavior structures institutions, with focus on 

empirical data. For future theoretical and empirical work is important to synthesize 
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rational choice institutionalism, historical institutional and sociological institutionalism to 

understand how economic, political and social preferences interact, especially within 

institutional evolution. The dissertation advances new theory of institutional systems as 

dynamic social constructs, but however the research of startups provides limited insight 

how social, political and economic preferences co-exist. But the observations of fintech 

startups however challenge notions of Streeck (2007) and Haack and Schoeneborn (2015) 

that different preferences cannot be co-fitted due to different philosophical assumptions 

of social reality as the empirical evidence illustrates the social, political and economic 

preferences are deeply tangled (see also Friedland, 2009). The empirical data of fintech 

startups contributes insight that early on entrepreneurs and employees in startups are 

motivated by ideological objectives (e.g. intellectual challenges) rather than rationalistic 

material utility concerns, and the social and political objectives are important as for 

example traditional financial sector engages in defensive actions to block innovation to 

maintain favorable distributional flows. Political nature of institutional equilibriums 

reflects why inefficient regulations and institutions are maintained, especially as the 

institutional evolution occurs as creative destruction, by selection, which creates highly 

asymmetric returns to actors – new startups succeed while older firms fail. The empirical 

data also suggests the socio-cultural design of institutional systems is partly arbitrary and 

is driven spuriously by the economic evolution as the evolution of institutions due to 

social embeddedness requires social institutions but come as near side-effects of the 

economic evolution. However, cultural aspect hinders adoption of more efficient 

economic institutions as the fintech services are adopted by younger, urban and well-

educated segments of society while older generations tend to resist new technology. But, 

the empirical data contributes to new institutionalism by illustrating the material efficacy 

is the fundamental driver of institutional evolution due to institutional evolution being 

grounded on competition of startups occurring as creative destruction. 

8.3. Policy recommendations 

The empirical study of fintech industry formation in Taiwan and Korea contributes new 

theoretical framework of startups as the locomotive of economic growth, which also 

contributes to public policy design of governments to leverage startups as a source of 



DOI:10.6814/DIS.NCCU.IDAS.004.2018.A07

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

285 

 

economic growth and innovation. The empirical observations of Taiwan and Korea 

illustrate the churn of startups, startup ecosystems and favorable regulatory policies 

contributed to rapid industry growth – with certain parts of development well-known by 

literature of political economy, e.g. creative destruction as a driver of growth has been 

well-known since Schumpeter‟s work in 1930s (e.g. Jones & Kim, 2016; Haveman & 

Rao, 1997; Williamson, 1993), the role of agglomeration is known since 1920s (e.g. 

Marshall, 1920; Rosenthal & Strange, 2004) and role of new regulations to support 

economic growth has been also recognized (e.g. North, 1990; Vogel, 1996; Guthrie, 

2006). The new insight for public policies is the emphasis of interdependence of startups 

and governments – especially how the government‟s regulatory policies are contingent on 

startups as advisors and how government can help startups to act as advisors. The main 

contribution to public policy recommendations are the following points: 

- Decentralization to leverage startups as the focal point of regulatory evolution, 

- Adoption of negative list regulatory approach to empower innovation of startups, 

- Alleviation of market failures concerning innovative ecosystems, 

- Suppression of unfavorable political influence from powerful interest groups. 

Firstly, the empirical data of Taiwan and Korea contributes to public policy design to 

emphasize the startup ecosystems act as experimental laboratories for coordination of 

economic behavior – new startups devise new models for organizing societies – and as 

such the continuous churn of new startups proposes continuous stream of new functional 

models for organizing societies, especially economic governance of market economies. 

Especially for advanced market economies the complexity of economic behavior makes 

government-led growth dysfunctional, and instead, as Taiwan and Korea have 

implemented in 2013-2018, the advanced market economies are required to adopt a new 

startup-led political economy as a growth model. New startup-led growth model as a 

political economy refers to decentralization of developing new models for coordinating 

societies, where the churn of new startups proposes experimental stimulus for developing 

new regulations, new policies and institutions. Empirical observations of Taiwan and 

Korea illustrate the governments lack understanding of new technology and startups, but 

the innovative startups provide a focal point and advisory for the government to establish 
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regulatory reforms. Excellent empirical example is how the governments of Taiwan and 

Korea have recognized importance of venture capital for the startups, with various 

initiatives with limited success to channel capital to startups, but simultaneously in 2013-

2018 the startups have spontaneously, independently of the government support, 

developed the cryptocurrency infrastructure and ICOs (exchange platforms, technology, 

infrastructure) to provide a more efficient channel for startup funding. In 2017-2018 the 

new ICO infrastructure is already more important for startups funding than VCs and 

banks. Naturally, the innovative new financing mechanism developed by the startups is 

currently in Taiwan and Korea actively studied by the governments to implement 

supportive regulations. Thus, the empirical study contributes policy advice that the 

governments should actively observe and cooperate with the startups to leverage startup 

ecosystems as an experimental medium for regulatory reforms and generally as an 

innovative model for coordinating societies. 

Secondly, the empirical evidence of Taiwan and Korea contributes to policy advice that 

the governments in advanced market economies should aim empowering the startups to 

become experimental by amplifying the openness of the regulatory environment. 

However, this does not imply deregulation or liberalization, but instead qualitative 

change in regulatory approach by transitioning away from positive list regulatory 

approach to negative list regulatory approach. Instead of specifying how startups should 

behave via positive list regulations, the government should by ex post negative list 

regulatory approach provide general guidelines and allow the startups to experiment with 

organizing economic life. Empirical evidence of Korea illustrates how Korea 

continuously from 2013 to 2018 eliminated restrictions, adopted a negative list regulatory 

approach and adjusted administrative guidance to notably extend autonomy and freedom 

of the startups to experiment and create new business models for organizing economic 

life. The regulatory approach defines the extent of innovation, which influences the 

extent that startups can by innovation guide the government in regulatory evolution. In 

contrast to Korea, Taiwan relied on restrictive positive list regulatory approach which 

blocked innovation of fintech startups, which led to lack of new business models that 

Executive Yuan and TFSC of Taiwan could leverage as cognitive resources for 

regulatory reforms. Taiwan is unlikely to witness notable fintech development due to 
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unwillingness of the TFSC to interact with the startups and provide them freedom to 

innovate. TFSC of Taiwan is moreover overtly focused on the risks of innovation. 

Taiwan requires extensive reforms to empower fintech startups to innovate as the fintech 

sandbox will only slowly support innovation, and similarly also Korea still requires 

additional reforms as certain fintech sectors (e.g. banking, mobile payments) have 

extensive entry restrictions, which blocks startups to innovate and promote efficiency 

improvements. Lastly, the public policy advice from study of Taiwan and Korea 

emphasizes the government should actively develop new regulations as new startups 

create new regulatory demands, but regulatory approach should be practical with „soft‟ 

touch as too early or too restrictive regulation may suppress innovative capabilities. Thus, 

regulatory policy of Taiwan, Korea and other advanced market economies require 

providing openness for the fintech startups to innovate and create new models to organize 

societies, but regulatory approach also requires governments to continuously cooperate 

with the startups to create new regulations to support new industry growth. 

Thirdly, the empirical data contributes public policy advice that the governments can 

complement favorable regulatory reforms by enhancing the creation of new firms, new 

startups and innovation by channeling subsidies and support for new firms while 

suppressing market power of the established firms. Evidence of Taiwan and Korea 

illustrate the governments have ability to provide resources (especially capital) for the 

startups, but for policy advice the case study emphasizes the direct intervention to build 

new clusters is unlikely to succeed (e.g. Korean Pangyo-project), and all subsidies for 

startups should be structured via indirect and infrastructural policies, e.g. injecting capital 

via „Funds of Funds‟ arrangements to support ecosystem development. Moreover, 

subsidies and support should be contingent on the innovativeness of startups instead of 

age or size of firms as Taiwan and Korea have traditionally provided support for SMEs 

leading to unviable „zombie firms‟. Thus, the regulatory reforms and subsidies should 

aim for complementary effects to enhance the firm churn and creative destruction. 

Important part of creative destruction and creating competitive markets via government 

actions should leverage public policy to suppress abuse of market power by powerful 

interest groups and large established enterprises. Both Taiwan and Korea illustrate how 

the traditional financial sector has a privileged role in policy making, which hinders 
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innovation of the startups and the market dynamism. Public policy should thus 

consistently in regulatory reforms, creation of new regulations and subsidies aim to 

support innovative new generations of startups while suppressing negative influences of 

the older firms. Lastly, the empirical data also illustrates the perceptions of the 

government matter as stakeholders make investments depending on perception whether 

other actors follow complementary strategies, and the government can have positive 

impact by „soft administrative guidance‟ and „blanket commitment‟ for new technology 

related innovation by establishing perception that innovation is consistently supported by 

the government with regulatory reforms. Communication with „soft administrative 

guidance‟ enhances incentives to invest in innovation. 

8.4. Concluding notes 

The empirical and theoretical research contributes novel theory how institutional systems 

of market economies are dynamic social constructs, constantly and continuously evolving 

via the bottom-up experimentation of the startups. Empirical data from interviews, 

industry statistics and government policy documents contribute to inductive theory 

building to illustrate how the startups are the locomotive of institutional evolution for 

contemporary social systems. Empirical study illustrates the startups are not „normal 

organizations‟ but instead startups and startup ecosystems are predisposed to act as the 

medium of institutional evolution by as institutional entrepreneurs creating new ways to 

coordinate economic life. Thus, for the narratives of startups this importantly contributes 

the startups are not „disruptive‟, nor they aim for disruption, but instead startups are pro-

social as they aim to develop new ways to organize societies and by so solve collective 

problems. The startups provide constant experimental laboratory for addressing collective 

social problems of society by development of new innovative solutions. The startups 

instead of disrupting create new additional models, technologies, institutions, culture, 

values and regulations to improve social systems, and by so the startups provide 

important elements of societies – ideas, values, meanings, identities, culture, hierarchy, 

economic structures – to structure organization of economic, political and social life. 

Therefore, the research lastly illustrates necessity to build new narratives to recognize the 

importance of startups as the creative force in modern nations. 
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APPENDIX 

Appendix A: OECD statistics 2018: New firms drivers of growth  

OECD statistics of advanced market economies (OECD 2018) illustrate the creation of 

new firms is essential for productivity growth of the market economies (Figure 24). 

 

Figure 24. New firms and productivity impact within market economies (OECD 2018) 
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Appendix B: Description of the interviewees  

- Beikverdi, A., CEO and founder of bitHolla https://bitholla.com, a startup located 

in Seoul, South Korea, focused on providing professional services for 

cryptocurrency trading. 

- Cha, H., manager at DAYLI Financial Group http://www.daylifg.com, located in 

Seoul, South Korea. One of the leading fintech companies of Asia, with 

conglomerate structure including various leading fintech startups of Korea with 

variety of business models and services. 

- Chen, A., a business analyst at Appworks https://appworks.tw, located in Taipei, 

Taiwan. Appworks is one of the leading VCs and accelerators in East-Asia. 

- Huang, T., founder of Lend.com.tw https://lend.com.tw, located in Taipei, Taiwan. 

One of the leading fintech startups of Taiwan, focused on P2P lending business. 

- Nahm, J., co-founder and managing director of Strong Ventures 

www.strongvc.com, located in Seoul, South Korea. VC is part of the global 

alliance, Draper Venture Network. Investments in fintech startups such as Finda, 

Sodit and Tumblbug. 

- Yoon, J., head of operations of EOS Asia (global blockchain entity) and editor in 

chief at Startup Radar https://startupradar.com, startup media/community event 

located in Seoul, South Korea.  

- Wu, T-t., representative of FinTechBase https://fintechbase.com.tw, located in 

Taipei, Taiwan. Governmental accelerator and a joint project of Taiwan‟s Financial 

Supervisory Commission, Taiwan Financial Services Roundtable and Institute for 

Information Industry. 
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Appendix C: Example interview template 

Interviews were conducted as semi structured interviews where themes and topics guided 

the discussion. The interview template was revised along the research process to focus on 

central themes. 

THEME 1: Inspiration of the fintech startup entrepreneurs – Why innovate? 

- Could you describe what inspired you to establish a fintech startup? 

- Initially when you became an entrepreneur, were you concerned that [Korean / 

Taiwanese] regulators are not supportive of the fintech industry, and how did you 

address these concerns? 

- How did you have confidence that eventually [Korea / Taiwan] would broadly as a 

society support the new fintech industry? 

- How about other stakeholders, what do you think inspires other stakeholders to 

support new innovative technology, for example, to seek employment in fintech 

startups? Or VCs to invest in fintech startups? 

 

THEME 2: Government, financial authorities and fintech startups 

- How would you describe the government‟s and financial authorities‟ role in 

nurturing fintech industry? 

- Do the financial authorities understand new technology, e.g. blockchain, and 

startups? Do you perceive that the financial authorities are interested to understand 

and support the fintech startups? 

- How would you generally describe the regulatory environment of [Korea/Taiwan]? 

- What kind of relationship is between the startups and the government? How are 

startups trying to influence the government? 

- How would you describe the approach of financial authorities for innovation? 

- How about industry associations, are the startups actively organizing coalitions to 

influence the government and financial authorities? 

 

THEME 3: Challenges of the fintech startups 

- What are the main challenges for the fintech startups in [Taiwan / Korea]? 

- What helps the startups to innovate and overcome the challenges? 

- Could you briefly describe the ecosystem of [Taiwan / Korea]?  

- What kind of assets and resources startups receive from the ecosystem? 


	List of Figures
	List of Tables
	ABSTRACT
	ACKNOWLEDGMENTS
	Abbreviations
	I. INTRODUCTION
	1.1. Introduction to the research
	1.2. Research puzzle and research questions
	1.3. Framing of the research approach
	1.4. Conceptualization of the key variables
	1.4.1. Conceptualization of the independent variable
	1.4.2. Conceptualization of the dependent variable
	1.4.3. Conceptualization of intermediating variable
	1.4.4. Theoretical causal relationships between variables

	1.5. Significance of the research – theoretical and practical contribution
	1.6. Structure of the dissertation

	II. LITERATURE REVIEW
	2.1. Institutions for efficiency and productivity
	2.2. Institutional evolution and institutions as equilibrium
	2.3. Political and social foundations of institutional systems
	2.4. Path dependency, path trajectories and institutional equilibriums
	2.5. Institutional heterogeneity, ambiguity and paths to dynamism of institutionalism
	2.6. Startups as institutional entrepreneurs

	III. THEORETICAL FRAMEWORK
	3.1. Theory of endogenous institutional evolution
	3.1.1. Startups as institutional entrepreneurs
	3.1.2. Institutional evolution as evolution by selection and field dynamics
	3.1.3. Institutional isomorphism: The friction of institutional evolution

	3.2. Origins of coherence and complementariness of institutional systems
	3.3. Ambiguity, imperfections and multiplicity of institutional fields
	3.4. Multiplicity of institutional fields – Ecosystems of institutional entrepreneurship
	3.5. Synthesizing economic and socio-political dimensions of institutions

	IV. RESEARCH METHODOLOGY
	4.1. Case study of fintech startups in Taiwan and Korea
	4.2. Research strategy for empirical research
	4.3. Research methodology
	4.4. Research philosophy
	4.5. Data collection and analysis
	4.6. Operationalization of the variables
	4.7. The structure of the empirical case study

	V. EMPIRICAL RESEARCH – FINTECH STARTUPS OF TAIWAN AND KOREA AS INSTITUTIONAL ENTREPRENEURS
	5.1. Introduction: Fintech startups of Taiwan and Korea
	5.2. Fintech industry formation in Korea and Taiwan
	5.3. Korea: Growth of fintech industry 2012-2018
	5.3.1. Korean fintech startups as industry builders
	5.3.2. Enablers of fintech startups: Institutional openness of Korea
	5.3.3. The adoption and growth of fintech industry in Korea 2012-2018
	5.3.4. Clustering and fintech ecosystem building of Korea
	5.3.5. The tale of Gangnam ecosystem: New institutional field creation
	5.3.6. The tale of Pangyo project: Inefficiency of state intervention

	5.4. Taiwan: Regulatory capture of fintech innovation
	5.4.1. Leverage of regulatory openness: Taiwanese fintech startups
	5.4.2. Startups as institutional entrepreneurs: Future-oriented visionaries
	5.4.3. The clustering and ecosystem development in Taipei, Taiwan
	5.4.4. The fintech startups of Taiwan: Focal point of regulatory reforms

	5.5. Frictions of startup-led innovation in Taiwan and Korea
	5.6. Startups as focal points of institutional change: Coordinators of cooperation
	5.7. Coalition building and political activism: Taiwan and Korea
	5.7.1. Regulatory sandbox experiments in Taiwan and Korea
	5.7.2. Taiwan – Fintech regulatory sandbox as cooperation of private and public sectors


	VI. EMPIRICAL RESEARCH – THE INFLUENCE OF GOVERNMENT AND INSTITUTIONAL SYSTEMS IN FINTECH INDUSTRY FORMATION
	6.1. Taiwan and Korea – Transition from developmental states to startup economies
	6.2. New political economy of startup-led growth model: Taiwan and Korea
	6.2.1. Korea: Creative Economy and 4th Industrial Revolution
	Regulatory reforms to create a startup-driven economy: Negative list regulations
	Direct intervention of Korean government to empower startups
	The evolution of the governance model– Transparency and openness

	6.2.2. Taiwan: ‘New Economic Model’ and ‘Asian Silicon Valley Plan’
	Regulatory reforms to establish a ‘new economic model’ for contemporary Taiwan
	New infrastructural (in)direct intervention to empower the startup economy
	New political economy and governance model of Taiwan


	6.3. Government approaches to fintech industry formation: Taiwan and Korea
	6.3.1. Taiwan: Cautious incremental innovation via traditional financial sector
	6.3.2. Korea: Fintech startups as the locomotive of innovation and industry formation

	6.4. Institutional diversity and international institutions as enablers of fintech startup

	VII. CONCLUSIONS AND DISCUSSION OF RESULTS
	7.1. Endogenous institutional evolution and startups as institutional entrepreneurs
	7.1.1. Summary of theoretical hypotheses and empirical conclusions

	7.2. Startups as visionaries and focal points of institutional evolution
	7.3. Escaping from ‘Iron Cages’: Structural foundations of dynamic institutions
	7.4. Do government ambitions of Taiwan and Korea matter?
	7.5. Governments and the new political economy of startup-led growth model
	7.6. Comparison of the governments: Korea and Taiwan
	7.7. Political economies and international embeddedness

	VIII. CONCLUDING NOTES AND CONTRIBUTION TO INSTITUTIONALISM AND GOVERNMENT POLICY
	8.1. Discussion of results and research methods
	8.2. New institutionalism: Towards dynamic theory of institutions
	8.3. Policy recommendations
	8.4. Concluding notes

	REFERENCES
	Articles
	Books and book chapters
	Interviews
	Government documents - Taiwan
	Government documents - Korea
	Databases and industry statistics
	Newspaper articles, reports and other documents

	APPENDIX
	Appendix A: OECD statistics 2018: New firms drivers of growth
	Appendix B: Description of the interviewees
	Appendix C: Example interview template




