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Summary

1. Collusive links between politics and business were a major focus during South Korea’s
2017 presidential election. In an address to the national after his election victory, President
Moon Jae-in promised to carry out reforms targeting the chaebol (industrial conglomerates) and
eliminate collusion between politicians and business people. The purpose of this article is to
clarify how the chaebol reform process is likely to proceed, what the focal points will be, and
the issues that could arise.

2. The economic policy of the Moon Jae-in administration is based on the four pillars of
income-driven growth, the establishment of an economy that will generate jobs, fair competition
(including chaebol reform), and growth through innovation. Immediately after taking power,
President Moon Jae-in announced policies targeted toward income-driven growth. Efforts to
achieve growth through innovation began in the fall of 2017. The chaebol reform process has
not yet begun.

3. Chaebol reform is necessary for several reasons. First, the concentration of economic power
in the hands of the chaebol is producing harmful effects, including growing economic disparity,
and a lack of jobs for young workers. Second, there have been numerous fraud cases relating to
the inheritance of management rights by members of the chaebol families. Third, the chaebol
have repeatedly colluded with politicians.

4. One reason for repeated cases of business-political collusion is the enormous amount of au-
thority wielded by the South Korean president. Another was the fact that project approval and fi-
nancing (from banks under government control) was limited to a small number of chaebol under
South Korea’s development-focused regimes, leading to a situation where companies were able
to build close links to those with political power. As the chaebol that received government sup-
port gained more economic power, they began to forge close links to those with political power,
with the aim of obtaining preferential treatment.

5. Rapid economic growth resulted in to further concentration of economic power in the hands
of the chaebol, leading to increasing economic disparity. From the mid-1980s onwards, the
government began to use the Monopoly Regulation and Fair Trade Act (MRFTA) to curb this
concentration of economic power. The core components of the MRFTA include a ban on direct
cross-shareholdings among companies in the same groups, and limits on the total amount of
equity investment and reciprocal debt guarantees. In this period, the regulations imposed on the
chaebol were primarily intended to curb the amount of economic power held by these conglom-
erates.

6. Comprehensive chaebol reform measures were first implemented under the Kim Dae-jung
administration following the currency crisis. Since the currency crisis was precipitated in part by
governance failures, the government attempted to enhance management transparency by requir-
ing the chaebol to have external directors, and prepare consolidated financial statements, as well
as by attaching legal liabilities to the position of chaebol chairman. However, the government
did not take decisive action to curb the control exercised over the chaebol by the founding fami-
lies.

7. Kim Sang-jo, who was appointed chairman of the Fair Trade Commission by the Moon
Jae-in administration, initially hoped that the chaebol would carry out voluntary reforms. While
there was some movement in this direction, such as the establishment of a holding company by
Lotte, the pace of the chaebol reform process has remained generally slow. This is expected to
result in the start of government-initiated reforms.

8. Itis highly likely that the reforms will focus on the improvement of governance in the short
term, and on more rigorous separation of financial and industrial capital and the tightening of
requirements for holding companies in the medium term. It is vital that the reforms are carried
out in a gradual and predictable fashion, especially given the prospect of an increased burden on
businesses due to the Moon Jae-in administration’s policy focus on income-driven growth.
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During his inaugural address on May 10, 2017,
President Moon Jae-in pledged to “take care of
the employment issue first.”” He also said he would
“take the initiative in reforming conglomerates”
and that the phrase “business-political collusion”
would completely disappear. The president’s
strong commitment to chaebol reform is based on
his perception that the concentration of economic
power in the hands of the chaebol has created a
hotbed of corruption, and that the reform process
is essential to democratization. This strong de-
sire for reform was reflected in the appointment
of Hansung University’s Professor Kim Sang-jo,
known as the “chaebol sniper,” to head the Korea
Fair Trade Commission.

The economic policy of the Moon Jae-in ad-
ministration consists of the four pillars of income-
driven growth, the establishment of an economy
that creates jobs, fair competition, and growth
through innovation. The chaebol reform process
is basically positioned in the fair competition
category. Policies relating to the achievement of
income-driven growth have been given priority in
initiatives carried out so far, while efforts to drive
growth through innovation began in the fall of
2017.

Specific steps toward chaebol reform have not
yet begun. During a meeting with chaebol rep-
resentatives at the end of June 2017, Kim Sang-
jo stated that the chaebol reforms would not be
imposed unilaterally by the government, and that
he wanted to approach the process collaboratively
with the chaebol. He also urged the chaebol to
initiate their own reform measures. On the other
hand, Kim Sang-jo also declared that if the chae-
bol failed to reform themselves, the government
would take the necessary actions itself. During a
second informal meeting in early November, Kim
stated that progress on reforms was not meeting
public expectations, and told the chaebol to move
forward with a sense of urgency. In December,
the Fair Trade Commission began to scrutinize
the management of non-profit foundations to as-
certain whether they are being used to strengthen
the dominance of the chaebol groups and help the
chaebol families to avoid tax.

This article was written to consider how the

chaebol reform process will be approached under
the Moon Jae-in administration. In Part 1, we will
examine the characteristics of economic policy
under the Moon Jae-in administration, and the
positioning of chaebol reform within that policy.
In Part 2, we will consider why chaebol reform
is necessary. In Part 3, we will examine how the
relationship between the chaebol and the govern-
ment has changed in step with economic develop-
ment and review chaebol reform measures imple-
mented in the wake of the currency crisis. In Part
4, we will consider how chaebol reform might be
approached going forward and what problems ex-
ist.

1. The Economic Policy of the
Moon Jae-in Administration

In this section we first review economic the
policy shifts that have occurred since the estab-
lishment of the Moon Jae-in administration. We
will then clarify the characteristics of these policy
changes and the positioning of chaebol reforms in
the context of those changes.

(1) The Positioning of Chaebol Reforms

During the 2017 South Korean presidential
election, allegations that Choi Soon-sil had inter-
fered in government administration triggered a
process that culminated in the unprecedented im-
peachment of an incumbent president. In addition,
the de facto head of the Samsung Group, Lee Jae-
yong, was arrested on charges related to interfer-
ence in government administration. Events such
as these focused intense attention on collusion be-
tween politicians and business, and the eradication
of these relationships, together with the reform of
the chaebol, became election issues.

President Moon Jae-in, whose background in-
cludes participation in the democratization move-
ment in the 1980s and work as human rights law-
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yer, is also a member of the Democratic Party. Mr.
Moon basically believes that chaebol reform is
absolutely necessary in order to make progress to-
wards democratization because the concentration
of economic power in the hands of the chaebol
has created a hotbed of corruption. This view was
reflected in pledges made by Mr. Moon during the
presidential election campaign.

Moon Jae-in made 10 major pledges during the
presidential election campaign. His first pledge
was to make South Korea a nation that would take
responsibility for employment. The second was to
make the people the masters of South Korea. His
third promise was to turn South Korea into a na-
tion of fairness and justice. Specifically, he prom-
ised to expand the rights of minority sharehold-
ers, tighten requirements for holding companies,
and separate financial and industrial capital, with
the aim of eradicating illegal business succession
and “emperor-style” management practices in the
chaebol, and preventing them from concentrating
economic power (Table 1).

Following his election victory, Mr. Moon prom-
ised to make job creation his first priority in his

Table 1 Chaebol Reforms Promised
During the Election Campaign

<{Reforms targeting illegal actions in relation to management
succession and “emperor-style” management by the
chaebol

* Measures to end the use of affiliated foundations, treasury
stock, circular investment, etc., to strengthen control by
major shareholder families

e Introduction of class action lawsuits, promotion of
cumulative voting, electronic voting, etc.

e Severe punishment of economic crimes, limitation of
pardon powers, etc.

OPrevention of concentration of power in the hands of the
chaebol

* Reinforcement of requirements for and restrictions on
holding companies, tightening of mandatory subsidiary
equity ownership ratio

* Closer monitoring of improper transactions

* Establishment of a special law designating livelihood areas
for SMEs

» Separation of finance and manufacturing (independence of
second financial sector from the chaebol)

* Limitation of voting rights of companies affiliated to financial
institutions in other affiliated companies, creation of
comprehensive financial supervisory system to ensure that
equity investment among affiliated companies is reflected
in capital adequacy regulations

Source: Compiled from National Election Commission, 10
Major Promises by Candidates (in Korean)

4 RIM Pacific Business and Industries Vol. XVIIl, 2018 No. 67

inaugural speech on May 10. He also promised to
lead the chaebol reform process from the front,
and to eliminate the phrase “business-political
collusion” from the language during his adminis-
tration.

President Moon’s strong commitment to chae-
bol reform was apparent from his nomination of
Hansung University Professor Kim Sang-jo, who
is known as the “chaebol sniper”, to the position
of chairman of the Korea Fair Trade Commis-
sion'”. Kim is an activist scholar who has cam-
paigned to expand the rights of minority share-
holders in South Korea (known as small share-
holders in South Korea). He was involved in the
activities of People’s Solidarity for Participatory
Democracy and later worked with Solidarity for
Economic Reform® to achieve economic democ-
ratization, while also monitoring the behavior of
the chaebol. Kim Sang-jo, and his fellow activist,
Professor Jang Ha-sung of Korea University, who
was appointed chief of staff for policy in the Ex-
ecutive Office of the President, are likely to play a
central role in the Chaebol reform process.

At a press conference held on May 18 follow-
ing his selection as Chair of the Korea Fair Trade
Commission, Kim Sang-jo said that chaebol re-
form would be the first step towards economic
democratization, and that the real essence of eco-
nomic democratization was to improve the lives
of subcontractors, SME operators, informal work-
ers, and self-employed micro-business owners.
He also said that chaebol reform had two aims:
to prevent the concentration of economic power,
and to improve governance structures. Kim also
revealed that the reforms would focus on the big
four chaebol, because economic power had tended
to gravitate toward these groups in recent years,
and that reform measures would be based on de-
tailed planning and carried out in a consistent
and predictable manner. Another comment made
by Kim during this press conference was that the
elimination of circular shareholdings would not
necessarily be one of his top priorities.

For some time there were no concrete moves
relating to chaebol reform, in part because Kim
Sang-jo’s appointment was delayed due to objec-
tions raised by opposition parties, including the



Liberty Korea Party".

President Moon has given first priority to job
creation initiatives. His first pledge during the
election campaign was to make South Korea a
nation that would take responsibility for employ-
ment, and he promised to create around 810,000
jobs, mostly in the public sector. As a step toward
the achievement of this goal, he established the
Presidential Committee on Jobs (¥ =} 2] ¢ ¥ 3])
on May 16. This was followed on June 1 by the
announcement of a “100-day plan for jobs (il-
jali)”(4), which set a 100-day timeline for the for-
mulation of a roadmap for related measures, and a
review of existing administrative systems in such
areas as education, labor and welfare, as well as
fiscal and taxation systems, with the aim of rede-
signing these systems to make them compatible
with job creation.

A supplementary budget bill for 11 trillion won
(including over 4 trillion for job creation) was
drafted and submitted to the National Assembly
on June 7. (The initial budget for fiscal 2017 was
approximately 400 trillion won.) Deliberations
bogged down because of opposition anger about
the proposed use of taxes to fund an increase in
the number of civil servants. However, the govern-
ment and opposition (except for the Liberty Korea
Party) reached agreement on a proposal that the
number of new jobs would be reduced from 4,500
to 2,575, that the funding for those jobs would be
deleted from the budget bill, and that the balance
covered from reserve funds. The supplementary
budget was passed on July 22.

The government moved relatively quickly to in-
troduce measures designed to raise incomes and
reduce inequality, including an increase in the
minimum wage and the conversion of informal
workers to formal workers. In line with an elec-
tion pledge to raise the minimum wage to 10,000
won by 2020, the government decided to raise
the minimum wage for 2018 to 7,530 won (about
¥720), a 16.4% increase over the 2017 level, on
July 15, 2017.

This quick-fire sequence of measures relating to
job creation and income growth was followed on
July 25 by the release of the basic framework of
the new administration’s economic policy®.

This policy framework calls for a paradigm shift
in terms of growth strategy. It consists of four pil-
lars of growth (Table 2): income-led growth, the
creation of an economy that will generate jobs,
fair competition, and growth through innovation.
Chaebol reform is basically positioned as part of
the third pillar, fair competition.

The first pillar, income-led growth, is the most
important feature of the economic policy pursued
by the Moon Jae-in administration. This was also
reflected in South Korea’s 2018 budget, which
was passed by the National Assembly on Decem-
ber 6, 2017,

While the total budget for fiscal 2018 was 7.1%
larger than the fiscal 2017 budget, spending on
welfare and employment was increased by 11.7%,
or 15.2 trillion won. This was slightly lower than
the budget bill put forward by the government,
but it was still a major increase (Fig. 1). In other
areas, defense spending was increased by 7.0%,
or 40 billion won due to instability on the Korean
Peninsula, but social overhead capital spending
was cut by 14.1%, or 1.3 trillion won.

The decision to focus on income-led growth
resulted from the failure of policies implemented

Table 2 Economic Policies of the
Moon Jae-in Administration

1. Income-led growth ‘

e Improvement of household disposable incomes (.e.g.,
increase in the minimum wage, reduction of cost of living)

¢ Reinforcement of safety nets, income guarantees for the
socially vulnerable

¢ Increased investment in education for all children

l 2. Building a job-creating economy ‘

* Pursuit of growth that leads to job creation
* Promotion of decent work
* Expansion of the job market

l 3. Fair competition ‘

¢ Elimination of unfair practices

* Prevention of price manipulation, protection of consumer
rights

* Improvement of corporate governance

¢ Pursuit of growth in partnership, protection of SMEs

* Promotion of a social economy

4. Growth through innovation

* Development of SMEs as a growth engine
* Preparation of for the fourth industrial revolution
* Development of global markets

Source: Compiled by JRI from Ministry of Strategy and Fi-
nance,
New Administration’s Economic Policies—Paradigm
Shifted for Sustainable Growth
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Fig. 1 FY2018 Budget (YoY Changes)

(Trillion won)

20 r

o
i

A5

(0] O ms S0 X
2388 § T 2 2z ¢ 32
(v} = o [0 @ O, @ =
S= 33 o S o fg 22 g3
o8 S50 S Q Q? =2 =<
2= 3.5 D <5 327 <=
<o 0o @« = < 32 I.€
3~ = ® g w 33 oo
g = = "3 F
- o m g =
> 0 a 8

Source: Ministry of Strategy and Finance

under the consecutive conservative administra-
tions of Lee Myung-bak and Park Geun-hye to
yield significant results in either incomes or jobs.
Real GDP growth was only 2.8% in both 2015
and 2016, while in 2016 the unemployment rate
for young workers (defined here as those aged
20-29) reached its highest level since the 2000s
(Fig. 2). This resulted not only from the falling
growth rate, but also from a shortage of quality
jobs, as evidenced by a decline in the number of
new graduates being hired by large companies.

Partly because of the priority given to policies
relating to income-led growth, initiatives linked to
the fourth pillar of the administration’s economic
policy—growth through innovation—were some-
what delayed and did not begin until the fall of
2017.

On October 11, the government created the
Presidential Fourth Industrial Revolution Com-
mittee, with 20 members from the private sector
and five from the government”. This committee’s
task is to formulate a comprehensive national
strategy for the fourth industrial revolution, and to
monitor progress made on action plans by govern-
ment ministries and agencies. At the committee’s
second meeting on November 29, the “People-
Centered Plan for Innovative Growth in the Fourth
Industrial Revolution” was announced. This plan
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Fig. 2 Economic Growth Rate and
Unemployment in South Korea
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contains forecasts of social and economic chang-
es, schemes to cope with those changes, and a
strategy for achieving growth through technologi-
cal innovation. Measures in the plan include the
commitment of 2.2 trillion won in the period to
2022 for the development of basic technology in
such fields as nanotechnology and neuroscience,
as well as intelligent technology, including as Al
and big data. It also calls for the introduction of
5G mobile communications by March 2019, and
the establishment of a special law to support the
development of fintech through financial innova-
tion. Other areas targeted for support under the
plan include the development of businesses and
human resources in such fields as smart cities, in-
dustrial robots, drones and self-driving vehicles.

On November 2, the government announced
measures to support entrepreneurial activity as
part of its policies relating to growth through in-
novation. These measures include a ten-trillion
won innovative venture fund, with three trillion
won coming from the government and the remain-
der from the private sector, the establishment of a
entrepreneurship leave system, and the removal of
taxes on stock options.

Another initiative that has attracted intense in-
terest is the Pangyo Techno Valley project. The
government will expand “software” support in



step with the construction of Pangyo 2nd Techno
Valley, and there are also plans to transform the
entire region into a pioneering smart city.

The Moon Jae-in administration deserves credit
for the priority that it has given to innovation-led
growth since its inauguration, and for in essence
continuing the “creative economy” policies of the

. .. . 8
previous admlnlstratlon( ).

(2) The Start of the Chaebol Reform
Process

The government did not announce specific
chaebol reform measures until quite recently
(Table 3). As noted earlier, Professor Kim Sang-
jo of Hansung University was appointed chairman
of the Fair Trade Commission on June 13. On
June 23 Kim held a meeting with representatives
from four major chaebol (Samsung, Hyundai Mo-
tors, SK, LG), at which he stated that he basically

believed that his role as head of the Commission
was to assess the role of the chaebol in the South
Korean economy, and to work with them rather
than impose government policies unilaterally. He
further said that the chaebol needed to set a good
example by pursuing self-reform, including the
improvement of governance, the cessation of im-
proper internal trading, and the normalization of
transactions with subcontractors.

Although the mood at meeting was reportedly
calm and polite, Kim made it very clear that if the
chaebol failed to implement reforms voluntarily,
the government would take the necessary steps it-
self.

In an interview with the Korea Times on Au-
gust 29”, Kim stated that while he was waiting
patiently for the chaebol to implement voluntary
reforms, he would not wait forever. He said that
if the expected reforms did not occur, he would
begin to implement his own measures to change
deep-seated chaebol practices, such as the inheri-
tance of management rights within founding fami-

Table 3 Developments Relating to Key Policies

2017 Income-led growth

Fair competition

(chaebol reform) Growth through innovation

May * During a visit to Incheon International Airport,
President Moon declared that during his term of
office he would start an era in which there would
be no informal employment in the public sector.

* Establishment of Employment Committee
June | * Announcement of “100-day plan for jobs” (iljali)

July * Decision to raise minimum wage substantially in

2018
* Passage of FY2017supplementary budget
August
Sept.
Oct.
Nov.

Dec. * Passage of FY2018 budget

* Kim Sang-jo Korea appointed
as Chair of the Fair Trade
Commission

* First informal meeting with
chaebol representatives

* Second informal meeting with
chaebol representatives

* Investigation of chaebol non-
profit foundations

* Establishment of Fourth
Industrial Revolution Committee

* Announcement of start-up
support measures

* Announcement of action plan for
the fourth industrial revolution

Source: Compiled by JRI from media reports

RIM Pacific Business and Industries Vol. XVIII, 2018 No. 67 7



lies, and circular shareholdings.

On November 2, Kim held a second meeting
with representatives from five major chaebol, in-
cluding Lotte. His stance was somewhat sterner
than at the previous meeting. He told the chaebol
representatives that their reform efforts were not
meeting public expectations and strongly urged
them to implement their reforms with a sense of
urgency''”. Kim also revealed that in December
the Fair Trade Commission would start to scruti-
nize the management of non-profit foundations to
determine if these foundations were being used to
strengthen the dominance of the chaebol groups
or help the chaebol families to avoid tax.

While Kim Sang-jo has not revealed the criteria
that he will use to assess the progress being made
on chaebol reform"", it is clear that if the chaebol
do not make sufficient progress with voluntary
reforms, the government will implement reforms
itself.

In Part 2, we will consider why chaebol reform
has become necessary, based on the preceding
analysis.

2. Why is Chaebol Reform
Necessary?

Chaebol reform is needed primarily because of
the harm caused by the concentration of economic
power in the hands of the chaebol, fraudulent be-
havior surrounding the inheritance of management
rights, and collusion between politicians and busi-
ness people. Each of these issues will be exam-
ined in the following analysis.

(1) Concentration of Economic Power
in the Hands of the Chaebol

We will look first at the harm caused by the
concentration of economic power in the hands
of the chaebol. This accumulation of economic
power has been a problem for many years. Un-
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der the Monopoly Regulation and Fair Trade Act
(MRFTA) established in the 1980s, large corpo-
rate groups were designated according to specific
criteria. This marked the start of efforts to create
policies designed to curb the concentration of eco-
nomic power in the hands of the chaebol (this is
discussed further in Part 3)"?.

Since the 2000s, economic power has increas-
ingly gravitated toward the 30 major chaebol,
and in particular toward the big four—Samsung,
Hyundai Motors, SK, and LG (Table 4) from
among the 30 major chaebol in South Korea. Be-
tween 2002 and 2015, the total assets of the 30
biggest chaebol increased by factor of 1.96 times,
from 49.5% to 90.4% of GDP. The assets of the
big four chaebol also increased by a factor of 1.96
times, from 33.3% to 65.2% of GDP. Samsung’s
ratio rose by a factor of 2.39 times, from 9.4% to
22.6%, over the same period.

According to figures released by the Fair Trade

Table 4 Corporate Groups in South

Korea
(Trillion won)
Rank Group Assets
1 | Samsung 363.2
2 | Hyundai Motor (split from Hyundai in 2000) 218.6
3 |SK 170.7
4 |LG 112.3
5 | Lotte 110.8
6 |POSCO 78.2
7 | GS (split from LG in 2005) 62.0
8 | Hanwha 58.5
9 Hyundai Heavy Industries (split from Hyundai 54.3
in 2002)

10 | Nonghyup 50.8
11 | Shinsegae (split from Samsung in 1997) 32.3
12 | KT 32.1
13 | Doosan 30.4
14 | Hanjin 291
15 | CJ (formerly Cheil Jedang sugar refinery) 27.8
16 | Booyoung 21.7
17 | LS 20.7
18 | Daelim 18.4
19 | Kumho 15.6
20 | Daewoo Shipbuilding & Marine Engineering 15.2

Notes: Announced on May 1, 2017.
Source: Korea Fair Trade Commission



Commission"”, the assets of the big four chae-
bol grew by 20.8% over the past five years (2013-
2017). Mid-ranked chaebol (5th to 10th in terms
of total assets) achieved growth of 17.1%, while
low-ranked chaebol (11th to 30th) saw their assets
increase by 6.6%. These figures show a continuing
tendency toward the concentration of economic
power, in terms of asset value, in the hands of the
top four chaebol.

This gravitation of economic power toward
the chaebol can be explained in part by the high
growth potential of the main business areas of
each of these top chaebol (for example, Samsung
specializes in semiconductors), as well as proac-
tive investment in new business opportunities.
However, starting in 2009 there was an increase in
the amount of economic power being concentrated
in these chaebol due to the effects of the policies
of President Lee Myung-bak (2008-13). In addi-
tion to carrying out deregulatory measures and tax
cuts in order to revitalize the economy, Lee also
abolished the total equity investment ceiling sys-
tem in 2009

The total equity investment ceiling system was
designed to reduce the concentration of economic
power by limiting the ownership of shares in af-
filiated companies by other companies within the
same corporate group. (This aspect will be exam-
ined in more detail in Part 3.)

With the continuing concentration of economic
power in the hands of the chaebol, growing in-
equality has become a problem. For example,
there is increasing disparity between the wage
levels in large corporations and SMEs (Fig. 3). In
terms of employment formats, a relatively high
percentage of workers in SMEs are informal em-
ployees. The average wage of informal employees
in SMEs is only 48% of the average for regular
employees in large corporations. The low produc-
tivity of SMEs forces many of these companies
to use informal workers in order to reduce labor
costs. The wage gap also hinders the efforts of
SME:s to attract talented staff.

One person who has strongly advocated the
need for chaebol reform in recent years is Profes-
sor Park Sang-in of Seoul National University.
Professor Park has warned that the growing de-

Fig. 3 Wage Gap between Large
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pendency of the South Korean economy on the
Samsung Group means that the entire South Ko-
rean economy would be seriously impacted by a
crisis affecting Samsung. He argues that South
Korea should reduce this risk by shifting from a
government-led, chaebol-centric economy to a so-
cially integrated market economy (Park Sang-in
[2017a], [2017b]).

Professor Park has also highlighted some of the
problems linked to the government-led, chaebol-
centric economy. First, chaebol groups consist-
ing of numerous vertically-integrated businesses
were effective during South Korea’s “catch-up”
period, but this approach is now an obstacle to
achieving the innovation required for the evolu-
tion of more sophisticated industries with higher
added value. Second, the Chaebol absorb technol-
ogy from SMEs, while also putting them under
constant pressure to reduce prices. This not only
results in wage inequality, but also deprives SMEs
of the resources needed to pursue business inno-
vation. Third, inadequate separation of financial
and industrial capital increases the risk that crises
will spread. For these reasons, Professor Park has
stated that chaebol reform is essential to innova-
tion and the reduction of inequality in the South
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Korean economy.

It is significant that Professor Park has cited
the fact that chaebol reform leads to innovation
as a reason for its importance. Others stress the
need for chaebol reform because they see the
chaebol-centric economic structure as a source of
distortions in the market economy (0] & H A] &
[2017]).

The debate over Chaebol reform tends to focus
on the achievement of economic democratiza-
tion, such as through the reduction of inequality.
However, the view that chaebol reform is essential
to market normalization as a way of driving eco-
nomic innovation has also persuaded those who
recognize the importance of the market economy
to accept chaebol reform positively.

(2) Fraud Connected to Inheritance of
Management Rights

South Korea has implemented a variety of
regulatory measures targeting the chaebol. As
discussed in Part 3, a comprehensive package of
chaebol reform measures was implemented after
the currency crisis. These measures, which are
still in effect requirements designed to enhance
management transparency, such as the introduc-
tion of an external director system, the prepara-
tion of consolidated financial statements, and the
appointment of chaebol chairmen to positions that
have legal responsibilities. However, no radical
changes have been made concerning the control of
the chaebol by their founding families.

Characteristics of the chaebol include debt-
fueled expansionary management, octopus-style
management, top-down management by chaebol
chairmen, and the high level of internal transac-
tions among affiliated companies. However, it
would be reasonable to conclude that the most im-
portant characteristic is the lack of differentiation
between ownership and management, as manifest-
ed in the direct involvement of the founding fami-
lies in management"”.

In the chaos of the postwar period, when many
companies were established, there was a strong
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tendency to limit management posts to trusted
family members"”. However, how can we explain
the continuing failure to separate ownership and
management now that these companies are com-
peting in global markets?

According to Toshiyuki Endo, South Korea’s
chaebol have sought to maintain their chaebol sta-
tus by strengthening cross-shareholdings among
affiliated companies, by reorganizing their owner-
ship structures, and by fully exploiting exemptions
and exceptional approvals under the rules limiting
total equity investment"'”.

One strategy used by the founding families to
control their chaebol is circular shareholdings.
Circular shareholders are capital relationships that
link Company A to Company B to Company C
and back to Company A. This allows a founding
family to control an entire chaebol despite owning
only a small percentage of shares. In the case of
Samsung, Samsung Electronic’s largest sharehold-
er is the group company Samsung Insurance. The
major shareholders of Samsung Life Insurance are
Lee Kun-hee and his family, while Samsung C&T
acts as the group’s de facto holding company, with
Lee Jae-yong as its largest shareholder (Fig. 4).
The problem with this is the difficulties that arise
when management rights are inherited, as evi-
denced by frequent cases of improper trading of
securities in relation to inheritance.

In the near future, management rights in many
chaebol are expected to be passed down from the
second generation of founding family members
to the third generation. Lee Kun-hee of Samsung,
who is the third son of founder Lee Byung-chul,
is likely to be succeeded by his eldest son Lee
Jae-yong, while Hyundai Motors chairman Chung
Mong-koo, the second son of founder Chung Ju-
yung, is expected to be succeeded by his eldest
son, Chung Eui-sun.

We will look at Samsung as a case study. In
1996, a problem arose after Lee Jae-Yong pur-
chased convertible bonds issued by the unlisted
company Samsung Everland, which was then the
group’s de facto holding company, for below the
market price. The process involved was that Lee
acquired shares in two affiliated companies, S-1
Corporation and Samsung Engineering, which



Fig. 4 Examples of Circular Shareholdings in the Samsung Group
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Source: Maeil Business Newspaper, April 28,

were subsequently listed. After listing, he sold his
shareholdings and used the resulting profits to ac-
quire convertible bonds issued by Samsung Ever-
land. However, it was subsequently discovered
that Samsung Everland had allocated the bonds
to all four of Lee Kun-hee’s sons, including Lee
Jae-yong, at below their market value. The former
president of Samsung Everland was prosecuted

on suspicion of harming the interests of the com-
(a8)

pany .

In 2014 Samsung Everland changed its name
to Cheil Industries, and in 2015 it was absorbed
by Samsung C&T (Table 5). Given that Samsung
C&T is currently acting as the de facto holding
company for the Samsung Group, the reasons be-
hind the purchase of the Samsung Everland con-
vertible bonds are obvious.

Another method used to generate the funds
needed to ensure the inheritance of management
rights involves the creation of a company within
the group with a third-generation family mem-
ber as the largest shareholder. After the business
performance of this company has been boosted
through internal transactions and other means, it
is listed on the stock exchange. This kind of unfair

2017, Fair Trade Commission documents, etc.

Table 5 Reorganizing the Samsung
Group

<OJuly 2014: Samsung SDI and Cheil Industries merged,
with Samsung SDI as the surviving company.
Samsung SDI: originally a CRT manufacturer, more
recently a manufacturer of automotive batteries
Cheil Industries: semiconductors, display materials
*Cheil Industries was one of the original parent
companies of the Samsung Group. lts core business
shifted from textiles to fashion (spun off in 2013),
chemicals, and electronic materials.

July 2014: Samsung Everland (the de facto holding
company) was renamed Cheil Industries. Its biggest
shareholder is Lee Jae-yong.

<ODecember 2014: Cheil Industries (the de facto holding
company) was listed on the stock exchange.

{OSeptember 2015: Samsung C&T merged with Cheil
Industries and became the de facto holding company.
At a special general meeting of shareholders of
Samsung C&T**, the National Pension Service and
other shareholders approved the proposed merger.
Foreign shareholders opposed the merger.

Lee Jae-yong became the biggest shareholder.

**As part of events linked to Choe Sun-sil’'s interference
in government policy, the President’s office is
suspected of influencing the National Pension Service
to vote for the merger, in exchange for a donation to
the Mir Foundation.

Source: Media reports
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internal trading is one of the practices targeted by
the chaebol reforms.

Another issue relating to the inheritance of man-
agement rights is doubts about the abilities and
personal qualities of third-generation owners"”.
Unlike the second generation, who witnessed the
struggles of the chaebol founders for themselves,
the third generation has grown up in a privileged
environment. Recent scandals include the “Korean
Air nut rage incident”, which involved the eldest
daughter of Cho Yang Ho, chairman of the Hanjin
Group and eldest son of Hanjin founder Cho
Choong Hoon, as well the “bun fight”*”.

(3) Repeated Cases of Business-Politi-
cal Collusion

Former President Park Geun-hye was im-
peached and arrested following the exposure of
series of scandals involving both Park and her as-
sociate Choi Soon-sil. It was alleged that a presi-
dential aide had leaked confidential information
to Choi, that Park had demanded contributions
to the Mir Foundation and K-Sports Foundation,
with which Choi was closely involved, had used
illicit means to secure her university admission for
Choi’s daughter, and had intervened in a Samsung
merger deal.

The vice chairman of Samsung Electronics, Lee
Jae-yong, was also arrested on suspicion that he
asked for pressure to be applied to the National
Pension Service to vote in favor of the merger
between Samsung C&T and Cheil Industries, in
return for a Samsung donation to the Mir Founda-
tion.

The problem for South Korea is the never-end-
ing series of incidents resulting in the arrest of for-
mer presidents and their aides or family members.
This is apparent from events after the collapse
of the Park Chung-hee administration following
Park’s assassination in 1979. In 1995, during the
administration of Kim Young-sam, South Korea’s
first freely elected civilian president, former Presi-
dents Chun Doo-hwan and Roh Tae-woo, both
military officers, were arrested for being ringlead-
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ers in a coup d’état and the illegal accumulation
of wealth. They were pardoned in 1997. President
Kim Young-sam also found himself in a difficult
situation near the end of his administration after
his second son was arrested for arranging bribes,
at a time when the economy was being buffeted
by the currency crisis.

President Kim Dae-jung, who took office im-
mediately after the currency crisis, had some suc-
cess with economic reconstruction and dialogue
with North Korea, but three of his children were
arrested for arranging bribes. After the next presi-
dent, Roh Moo-hyun, left office, family members
and aides were arrested on bribery charges, and
Roh himself was questioned by prosecutors. He
subsequently committed suicide. The elder broth-
er of the next president, Lee Myung-bak, was ar-
rested for accepting illegal funds.

A key reason for these repeated cases of cor-
ruption is the desire of businesses to build close
relationship with the president because of the
strong powers that come with the office. However,
we also need to be aware that the relationships in-
volved in collusion between business people and
politicians were formed during the postwar devel-
opmental state era.

Particularly significant was the fact that the
Park Chung-hee administration selectively chose a
small number of chaebol and gave them approval
for projects relating to industrialization and sup-
plied them with the funds needed through finan-
cial institutions controlled by the government.
This encouraged companies to engage in behavior
designed to build close links with those holding
political power in order to secure approvals from
the government.

As outlined above, there are three main rea-
sons why chaebol reform is necessary. First, the
concentration of economic power in the hands
of the chaebol produces harmful effects, while
a chaebol-centric economic structure constrains
economic innovation. Second, the high level of
control that founding families have over the chae-
bol is difficult to maintain without resorting to il-
legal trading of securities. Third, there have been
repeated cases of collusion between the chaebol
and those holding political power.



In Part 3, we will look at the formation of the
relationship between the chaebol and the govern-
ment through South Korea’s economic develop-
ment process.

3. Changing Relationship
between the Chaebol and the
Government

The following analysis looks at the formation
and evolution of the relationships between the
government and the chaebol during South Korea’s
economic development process. We will also ex-
amine the achievements and problems that have
emerged from the chaebol reforms after the cur-
rency crisis.

(1) The Birth of the Chaebol

The parent companies for most of today’s lead-
ing chaebol were established just before or just
after World War II. The consensus view is that
Samsung Sanghoe, a trading company founded
in 1938, was the starting point for the Samsung
Group, and that the Hyundai Group originated
with the founding of Hyundai Civil Industries
(now Hyundai Engineering and Construction) in
1947.

When the Republic of Korea (South Korea) was
founded on September 1, 1948, its economic situ-
ation was extremely bleak. Japanese engineers
had left after liberation, and the supply of electric
power from the north was halted after the division
of the Korean peninsula into North and South Ko-
rea. An influx of returnees from Japan and Man-
churia and cross-border refugees from North Ko-
rea brought rapid population growth. This caused
severe shortages of goods, as well as inflation.

Much of South Korea was desolated during
the Korean War (June 1950-July 1953). After
the ceasefire, South Korea and the United States
signed a Mutual Defense Treaty (in effect since
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November 1953). South Korea was seen as a front
line base for the Free World, and US troops sta-
tioned in South Korea began to play a pivotal role
in its security. The United States also supported
South Korea’s economic reconstruction by provid-
ing large amounts of aid.

Within South Korea, aid goods were used as
the basis for import replacement industrialization.
This process was typified by the “three white”
industries: sugar refining, flour milling, and spin-
ning. The foundations for the Samsung conglom-
erate were laid during this period with the found-
ing of the Cheil Jedang sugar refinery and Cheil
Woolen Fabrics Industries. The Hyundai Group
grew by capturing construction demand generated
by South Korea’s economic reconstruction and the
development of U.S. military bases.

In an environment of continuing economic
upheavals and political instability, industrialists
supported the administration of Rhee Syngman
through political donations and other means. In
return, the government helped them to access
various benefits, including the assets of enemy
aliens (Japanese), foreign currency loans, and aid
goods from the United States. Collusion between
the business sector and the government evolved
through this trading of rights and privileges. Con-
versely, businesses that were viewed with disfavor
by the government were hindered in every way
possible.

President Rhee won a fourth term in office in
the presidential election of March 1960. However,
he was forced to resign amid growing protests by
students and ordinary citizens enraged by mas-
sive corruption. The coalition government formed
by Chang Myon after Rhee’s resignation was
wracked by repeated internal conflicts that result-
ed in continual political instability.

General Park Chung-hee then seized power by
staging a coup d’état in this turbulent situation.
Economic development moved forward during the
Park administration, which lasted from 1961 to
1979.
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(2) The Developmental State

Political stability and economic development
were the greatest priorities for Park Chung-hee,
who took office as president in 1963. Park sup-
pressed democratization and established a “devel-
opment dictatorship”—an authoritarian regime
focused on economic development.

At that time, South Korea was one of the poor-
est countries in the world and was in confrontation
with North Korea under the Cold War structure.
For these reasons, South Korea needed to catch
up with North Korea’s level of industrialization as
quickly as possible®".

President Park initially confiscated assets ob-
tained unlawfully by the chaebol under a policy
calling for the punishment of industrialists who
had illegally accumulated assets during the Rhee
administration. In practice, however, the crimes of
these industrialists were overlooked in exchange
for their cooperation in the government’s econom-
ic development efforts.

Development was approached under govern-
ment leadership. For example, the newly estab-
lished Economic Planning Board was granted ex-
tensive powers, including the authority to formu-
late five-year plans, prepare budgets, and approve
foreign investment, while financial institutions
were placed under government control®. We can
identify several distinctive characteristics of gov-
ernment policies in this period. First, industrial-
ization focused on export-oriented industries, es-
pecially light manufacturing. Second, the growth
of export industries was leveraged to develop
heavy industries. Third, the products of industrial-
ization, including fertilizers and machinery, were
used through the Saemaul Undong (New Village
Movement) to raise rural living standards.

A variety of measures were introduced to fos-
ter exporting. The exchange rate was cut in 1961
and 1964. In 1965, the government selected 13
products, including raw silk, cotton textiles, ce-
ramics, rubber products, plywood, and apparel,
as dedicated export industries. In 1967, the Korea
Exchange Bank (KEB) was established as a spe-
cialized foreign exchange bank. Other measures
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included the creation of bonded processing zones,
the improvement of export finance, the establish-
ment of the Korea Trade-Investment Promotion
Agency (KOTRA), and the provision of support to
general trading companies. Finance for up to 90%
of the value of export goods could be obtained
by submitting exports letter of credit, and inter-
est rates were more favorable than those applied
to general loans. This triggered a flurry of activity
with companies rushing to secure export letters of
credit.

During the 1960s, these measures resulted
in rapid export expansion, which in turn drove
growth in manufacturing industries. By aggres-
sively buying up bankrupt companies, Daewoo In-
dustrial, which was founded in 1967, was able to
expand relatively quickly into a major conglomer-
ate engaged in industries ranging from shipbuild-
ing and automobiles to electronics. Before the
currency crisis, Daewoo ranked alongside Hyun-
dai, Samsung, LG, and SK as one of the big five
chaebol.

In the 1970s, the government began to promote
the development of heavy industries. At a press
conference in 1973, President Park announced the
“Heavy-Chemical Industry Drive.” This policy
resulted from three factors. First, imports of in-
termediate goods used in export production were
expanding, and it was necessary to shift to domes-
tic production of these items. Second, after declar-
ing a state of emergency in 1971, President Park
needed to justify his regime by achieving ambi-
tious goals. Third, the development of defense
industries in South Koreas had become a priority
after the United States indicated that it planned
to reduce the deployment of U.S. forces in South
Korea under the Nixon Doctrine (1969).

Although changes in the domestic and interna-
tional environments necessitated course shifts for
the Heavy-Chemical Industry Drive, the policy
produced major benefits. Symbols of this policy
include the construction of a steelworks by Po-
hang Iron and Steel Company (now POSCO) and
a shipyard by Hyundai Heavy Industries.

Known as the “Miracle on the Han River,” the
rapid economic growth achieved under the Park
administration enabled South Korea to achieve its
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cherished goal of an escape from poverty (Fig. 5).
This rapid growth resulted both from the govern-
ment’s strong commitment to development, and
also from the dynamic business activities under-
taken by the chaebol with government support.

Two factors were involved in the evolution of
the relationship between the chaebol and the gov-
ernment. First, the government gave particular
companies permission to participate in priority
business areas to ensure the effective allocation of
limited resources. Second, banks allocated funds
to companies that were granted this permission
(Fig. 6). Within this structure, companies did ev-
erything possible to build good relationships with
people at the center of power in order to secure
business permits and finance.

One of the reasons for the rapid growth
achieved by the Daewoo conglomerate was the
business acumen of its founder Kim Woo-jung.
Another key factor was the close relationships that
it built with political leaders, with the result that
it was able to acquire nationalized bankrupt busi-
nesses and obtain government support.

(3) Post-Developmental State Phase

After the Park regime, the relationships that

Fig. 6 Chaebol-Government
Relationship in the
Developmental State Era
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Source: JRI

had evolved between the chaebol and the govern-
ment during the developmental state era began to
change gradually. The following three factors had
a major influence on chaebol-government rela-
tions under the administrations of Presidents Chun
Doo-hwan, Roh Tae-woo, and Kim Young-sam in
the period leading up to the 1997 currency crisis.
The first factor was a shift in the balance of
power between the chaebol and the government.
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Having achieved growth thanks to government
support, the chaebol increasingly used their grow-
ing economic power to move closer to political
power and extract special privileges. Hanbo Group
founder Chung Tae-soo used bribery and connec-
tions with political leaders to obtain loans from
banks, allowing him to expand his business opera-
tions rapidly over a short period of time. By the
time of the currency crisis, Hanbo was the 14th-
ranked chaebol in terms of total assets. However,
the collapse of Hanbo in 1997 was the trigger for
the currency crisis.

Economic power became concentrated in the
hands of the chaebol during the high-growth pe-
riod. This was reflected in growing inequality,
with the result that measures to curb the economic
might of the chaebol became a policy priority.
The government’s response was to impede further
expansion of the economic power of the chae-
bol by imposing various restrictions on them un-
der the Monopoly Regulation and Fair Trade Act
(MRFTA), which it established in 1980.

Major amendments implemented in 1986 re-
sulted in the following changes to the MRFTA.

(1) The target of regulation was changed from in-
dividual companies to corporate groups.

(2) Direct cross-shareholding between compa-
nies in the same conglomerate was prohibited
(Fig. 7).

(3) A limit on total equity investment was intro-
duced.

The purpose of the limit on total equity invest-
ment was to create a specific standard for the des-
ignation of corporate groups®”, and to limit the
shareholdings of group companies in other group
companies.

A third amendment to the MRFTA in 1992
placed a limit on reciprocal debt guarantees
among group companies. There was now a basic
framework under the Act, consisting of restric-
tions on direct reciprocal equity investment, total
equity investment, and reciprocal debt guarantees.
(These restrictions were repeatedly eased or tight-
ened in response to changes in the economic envi-
ronment.)

Regulations based on the MRFTA were first
applied to the chaebol in the 1980s. However,
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Fig. 7 Direct and Indirect Cross-
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the chaebol used financial liberalization (includ-
ing bank privatization, and the expansion of the
chaebol in the non-bank area) as an opportunity
to strengthen their capacity to procure finance. As
a result, the government’s ability to control the
chaebol was effectively weakened in this period.

The second factor was democratization. The
assassination of President Park in 1979 was fol-
lowed by a brief surge of pro-democracy activi-
ties, but these were suppressed by the military,
which controlled political power. Democratization
would have to wait until the June 29 Declaration
of 1987%.

The June 29 declaration was followed by a
surge of activities by the labor movement and
grass-roots movements, which began to have an
influence on government policy and corporate ac-
tivities. The Citizens’ Coalition for Economic Jus-
tice was founded in 1989, and People’s Solidarity
for Participatory Democracy in 1994 (see Note 2).
People’s Solidarity for Participatory Democracy
became particularly influential after the currency
crisis through its efforts to democratize the econ-
omy. In addition to monitoring the corporate ac-
tivities of the chaebol, it was also involved in ac-
tivities by minority shareholders and shareholder
class action lawsuits. (Among those who played



an active part in these initiatives was Kim Sang-
jo, the present chairman of the Fair Trade Com-
mission.)

The third factor was progress toward liberaliza-
tion. Until the 1970s, South Korea had benefited
from globalization through export expansion.
However, it gradually came under pressure from
the United States and other countries to open up
its domestic markets. People within South Korea
also began to call for liberalization, which was
seen as essential to the development of a stronger
economic structure. In the 1980s, South Korea
began to follow the global trend toward financial
liberalization. Banks were privatized, and the es-
tablishment of new banks was allowed””. The
Shinhan Bank was established during this period.

In the 1990s, OCED membership became a
goal. During the presidency of Kim Young-sam
(1993-1998), the government moved further to-
ward deregulation with the aim of realizing this
ambition, which was achieved in 1996. This al-
lowed chaebol companies to move into the second
financial sector (non-banks). One after another
they established general finance companies, which
expanded their business operations by procuring
massive amounts of funds overseas. This trend
further reversed the balance of power between the
chaebol and the government (Fig. 8).

The chaebol used short-term capital from over-
seas to expand their business operations. This was
one of the triggers for the currency crisis. Another
was the inadequacy of management structures in
banks and supervisory agencies.

(4) Chaebol Reforms after the Curren-
cy Crisis

In 1997, several mid-ranked chaebol went bank-
rupt one after another, including Hanbo (14th big-
gest in terms of assets), Sammi (26th), Jinro (19th)
and Kia (8th). This triggered a rapid worsening
of the financial positions of financial institutions
that had provided loans to these groups. The won
came under pressure as huge amounts of capital
were pulled out of South Korea.
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The Bank of Korea tried to stabilize the won by
intervening in the foreign exchange market, but on
November 21, with South Korea’s foreign curren-
cy reserves exhausted, the government called for
emergency assistance from the IMF. On Decem-
ber 3, the IMF and the Bank of Korea exchanged
letters of intent stipulating conditionality. The
core of the economic program was a comprehen-
sive restructuring and reform plan for the financial
sector.

In December of the same year, Kim Dae-jung
won the presidential election. Before taking office
he met with the chairmen of four major chaebol
and reached agreement on five key priorities relat-
ing to chaebol reform. (The chairman of Daewoo
did not attend this meeting.) Those priorities were
(D the improvement of management transparency,
(@ the elimination of reciprocal debt guarantees,
® the improvement of financial structures, @ the
identification of core business areas and increased
cooperation with small and medium enterprises, and
(® increased accountability by controlling share-
holders and management.

After taking office in February, the Kim Dae-
jung administration began to implement structural
reforms with support from the IMF, while also fo-
cusing on the development of venture businesses.
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Its aim was to create a knowledge-based economy
to replace the chaebol-dominated economic sys-
tem. Restrictions on foreign investment were sub-
stantially eased to accelerate reform through the
use of foreign capital.

Chaebol reform was approached as part of
structural reforms, the four main pillars of which
were corporate restructuring, the restoration of the
financial system, labor market reform, and public
sector reform. Specific measures were based on
the items on which agreement had already been
reached with the chaebol, including increased
management transparency, the elimination of re-
ciprocal debt guarantees, the improvement of
financial structures, specialization in particular
industries, and the improvement of management
accountability. Particular priority was given to the
improvement of corporate governance, since gov-
ernance deficiencies, including inadequate cor-
porate governance and government supervisory
systems, were one of the factors that led to the
currency crisis”’.

Measures designed to enhance management
transparency included the introduction of inde-
pendent directors, and the mandatory preparation
of consolidated financial statements. Before the
currency crisis, chaebol chairmen exercised over-
all management of their groups, including strate-
gic investment decisions, and the appointment of
senior executives for affiliated companies, without
any legal liability. Now they were required to be-
come representative directors of core companies
in a way that exposed them liability under the law.

One of the measures introduced to improve fi-
nancial structures was a requirement for compa-
nies to reduce their debt ratios to 200% or lower
by the end of 1999 In 1997, the average debt
ratios for manufacturers reached almost 400%, or
more than double the level in Japan and the Unit-
ed States.

The purpose of specialization in core business
areas was to promote a shift away from the tradi-
tional many-tentacled approach to business toward
the selection and concentration of management
resources. The “Big Deal” concept—the exchange
of businesses among chaebol—was created in this
period. However, with the exception of SK Hynix,
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which was created by integrating the semiconduc-
tor operations of the Hyundai and LG Groups and
is now part of the SK Group, there have been few
successes. There are limits to the extent to which
industries can be restructured through government
initiatives that are not based on the market prin-
ciple.

The currency crisis transformed the chaebols’
power landscape. Around one-half of the 30
conglomerates that had existed before the crisis
disappeared from the market. There were even
changes among the big five chaebol (Table 6).
The Hyundai Group, the biggest of the chaebol,
was split into the Hyundai Motor Group, Hyundai
Department Store Group, Hyundai Heavy Indus-
tries Group and Hyundai Development Company
Group. This followed a dispute over who would
succeed the group’s chairman, Chung Ju-yung,
and Chung’s death in 2001. The Daewoo con-
glomerate experienced financial difficulties after
the currency crisis, and the group was split up.
Daewoo Motors was sold to GM, Daewoo Heavy
Industries & Machinery to the Doosan Group, and
Daewoo International to POSCO. Daewoo Ship-
building & Marine Engineering became an affili-
ate of the Korea Development Bank.

Economic reconstruction became the priority
after the currency crisis. This resulted in major

Table 6 South Korea’s Top 10
Corporate Croups (by Assets)

1997 2017

1 | Hyundai Samsung
Hyundai Motor (split from
2 | Samsung Hyundai in 2000)
3 | LG SK
4 | Daewoo LG
SK(name changed from

5 Sunkyong in 1998) Lotte
6 | Ssangyong POSCO

7 | Hanjin GS (split from LG in 2005)

Kia (part of Hyundai Motor

Group since 1998) Hanwha

Hyundai Heavy Industries

9 | Hanwha (split from Hyundai in 2002)

10 | Lotte Nonghyup

Source: Fair Trade Commission of South Korea



amendments to the Monopoly Regulation and Fair
Trade Act. The main changes were as follows.

First, the establishment of holding companies
was legalized, subject to certain conditions, for
two reasons. (1) After the currency crisis, South
Korea needed to encourage foreign investment
actively, and it became necessary to allow hold-
ing companies, which had already been legalized
in developed countries. (2) The transition to the
holding company system was seen as a way to
simplify the ownership structures of the chaebol
and enhance management transparency. Among
the major chaebol, LG switched to a holding com-
pany structure in 2003, and SK in 2007*”.

Second, the limit on total investment was abol-
ished. One reason for this change was the fact that
domestic companies would be at a disadvantage
relative to the foreign companies that were ex-
pected to invest in South Korea. Another was that
the limit was an obstacle to M&A as a mechanism
for economic reconstruction. The removal of the
limit was also a quid pro quo for the elimination
of reciprocal debt guarantees.

However, groups eventually began to expand
through circular shareholdings, and in 1999 the
limit on total investment was reinstated. Since
then, the limit on total investment has been repeat-
edly tightened or eased (through increases in the
ceiling, exemptions, or exceptions) in response to
subsequent changes in the economic environment.

(5) Globalization and Deregulation

South Korea’s economic globalization accel-
erated in the 2000s. Evidence of this includes
conspicuous increases in the ratios of exports of
goods and services and direct investment to GDP
(Fig. 9). Among the reasons for this acceleration
of globalization were (1) the dramatic shrinkage
of domestic markets after the currency crisis, (2)
the inevitability of further shrinkage of domes-
tic markets in the future due to a falling birthrate
and demographic aging””, and (3) the emergence
of new business opportunities resulting from the
sustained growth of emerging economies. Major

Fig. 9 15 Ratios of Exports and Direct
investment to GDP
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companies, especially chaebol firms, globalized
aggressively through exporting and the expansion
of local production operations in other countries.
To gain a global competitive advantage, com-
panies need to invest in new product development
and cost reduction. There was growing awareness
of the fact that the limit on total investment was
hindering this type of investment. Lee Myeong-
bak, who became president in 2008, promised
to increase investment and create jobs by easing
regulations and cutting taxes. Moves toward de-
regulation during his administration included the
abolition of the limit on total investment.
However, this caused further concentration of
economic power in the hands of the chaebol. 1t
also created the problem of financial pressure on
small and medium enterprises by major corpora-
tions. In response to growing criticism from the
public and government defeats in elections, Presi-
dent Lee reversed his policy, which was seen as
favoring big corporations. In November 2010,
the Distribution Industry Development Act was
amended to prohibit the establishment of major
retail outlets within 500 meters of existing mar-
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kets. At the end of 2010, the Korea Commission
for Corporate Partnership was established, mark-
ing the start of efforts to create a framework in
which large corporations and small and medium
enterprises can share profits. (Industries suitable
for SMEs were specifically designated on an advi-
sory basis.)

In the fall of 2011, additional tax cuts planned
for the following year were cancelled. In 2012,
President Lee asked the chaebol groups to pull
out of business areas best suited to SMEs. In re-
sponse, the chaebol, including Silla Hotel (Sam-
sung Group), Hyundai Motors, and the Lotte
Group, indicated that they would pull out of the
bakery business. Several groups, including Lotte,
Hyundai Heavy Industries, GS, Hanjin, and
Hanwha, changed their practice of funneling or-
ders for work to their affiliated companies and be-
gan to make increased use of competitive bidding
in the areas of advertising, systems integration,
construction, and logistics.

The Fair Trade Commission meanwhile intro-
duced a series of measures to prevent franchise
chains in such areas as bakeries, coffee shops, and
pizza restaurants from opening new outlets within
a specific distance of existing outlets. (Companies
operating outlets directly were exempted.) The
aim of these measures was to protect the liveli-
hoods of retirees who went into business by oper-
ating a franchise outlet. After much debate, it was
decided to amend the Distribution Industry De-
velopment Act to require large discount stores and
SSMs to close between midnight and 8 a.m. and
on the second Sunday each month.

Economic democratization became a key issue
in the presidential election held on December 12,
2012. The conservative candidate Park Geun-hye
won the election after promising to build a “cre-
ative economy” and promote economic democra-
tization. She took office in February 2013, and on
April 30 the National Assembly passed an amend-
ment to the Subcontracting Act to allow a subcon-
tractor to claim compensation equivalent to three
times the loss incurred when the main contractor
unfairly cancels orders, returns goods, or beats
down prices. As part of the economic democrati-
zation process, the government also banned new
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circular investment, although existing circular
shareholdings were allowed to remain in place.

As is clear from the preceding discussion, regu-
lations targeting the chaebol have changed rapidly
in the years since the currency crisis, in step with
changes in the economic environment.

4. The Outlook for Chaebol
Reform

We will conclude this article by looking at the
likely course of chaebol reform under the Moon
Jae-in administration, and the types of problems
that could arise, based on the preceding analysis.

(1) The Direction of Reform

As stated earlier in this article, Fair Trade Com-
mission Chair Kim Sang-jo urged the chaebol to
carry out reforms voluntarily. However, the reform
measures implemented so far have failed to meet
expectations, and there is an increasing possibility
that the government will take the initiative. Re-
cently there have been developments that could be
seen as harbingers of government actions.

In December 2017, the Fair Trade Commis-
sion launched an investigation into non-profit
foundations established by the chaebol. Chaebol
representatives were warned of this investigation
at the second informal meeting with Mr. Kim in
November. The purpose of the investigation was
to determine whether the chaebol were using their
non-profit foundations to strengthen their group
control structures and allow the chaebol families
to avoid tax. In preparation for an analysis of the
situation, the Fair Trade Commission directed the
chaebol to provide the necessary documentation.
On December 21, the Fair Trade Commission
changed its guidelines on circular shareholdings”"
and announced that Samsung SDI would be or-
dered to divest approximately 4,000,000 shares in
Samsung C&T that it had acquired when Samsung



C&T merged with Cheil Industries in 2015. This
reversed a ruling made by the Fair Trade Commis-
sion two years earlier. The reason for this was that
the acquisition was equivalent to a new circular
investment in the view of the Fair Trade Commis-
sion.

Before the merger (Fig. 10), there was a circular
capital relationship linking Samsung Life to Sam-
sung Electronics, to Samsung SDI, to Cheil In-
dustries, and back to Samsung Life"”. The merger
changed this into a circular capital relationship
linking Samsung C&T to Samsung Life, to Sam-
sung Electronics, to Samsung SDI, and back to
Samsung C&T. At the time, the Fair Trade Com-
mission deemed this to be a strengthening of an
existing circular capital relationship, but with the
change to the guidelines, it was now seen as a new
circular capital relationship.

The investigation of non-profit foundations, and
the change in the circular investment guidelines
appear to have been initiatives by Kim Sang-jo.

We cannot be sure how chaebol reform will be
approached going forward, but we can find clues
in a presentation given by Kim Sang-jo on chae-
bol reform strategies and priorities on January 23,
2017, when he was still a professor at Hansung
University. He was invited to participate in a joint

current affairs debate at a policy research institute
run by three opposition parties.

In Part 2 of his presentation, which followed his
introductory remarks, Kim spoke about the cur-
rent status of the chaebol and priorities for reform.
He raised a number of issues, including the con-
centration of economic power in the hands of the
big four conglomerates, the stagnation of lower-
ranked chaebol groups, and the loss of the entre-
preneurial spirit among third-generation chaebol
leaders.

In Part 3 of the presentation, Kim presented
his strategy for successful chaebol reform. He
touched on the need to approach reform using a
method that would enhance the structural rational-
ity of the various regulations that target the chae-
bol. Starting in Part 4, he examined the priorities
for reform.

In his analysis of short-term priorities, Kim
spoke about changes to the Commercial code, in-
cluding the introduction of electronic voting and
cumulative voting, and separate elections for audit
committee members, as well as changes to capital
market laws and regulations to revitalize the ex-
ercise of voting rights by institutional investors.
In Part 5, Kim spoke about medium-term priori-
ties, including the redesign of the market order to

Fig. 10 Changes in Circular Capital Relationships Following the
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separate financial capital from industrial capital,
and the improvement of the joint-stock company
system. In his comments on long-term priorities in
Part 6, Kim called for the introduction of a man-
datory tender offer system for mergers and acqui-
sitions, the appointment of external directors on
the recommendation of workers or minority share-
holders, and the establishment of a law governing
large corporate groups.

The short- and medium-term priorities identi-
fied in this paper are likely to form the core of the
chaebol reform process for the time being. To im-
prove corporate governance, which is seen as the
main short-term priority, Kim has proposed mea-
sures to curb the influence of dominant sharehold-
ers and ensure that more heed is paid to the views
of minority shareholders.

(D Changes to the Commercial Act will include
the mandating of signed voting, electronic vot-
ing”®”, and cumulative voting, separate elections
for audit committee members, and increased
penalties for unfair transactions
With cumulative voting, when voting to select
three of four candidates, voters can concentrate
their votes instead of voting for each candi-
date separately, which ensures that the views of
majority shareholders are reflected. With this
method, there is a greater chance that the wish-
es of small shareholders will be reflected in the
results.

(@ Amendment of capital market laws and regula-
tions to encourage institutional investors to ex-
ercise their shareholder voting rights
Specifically, institutional investors will be re-
quired to subscribe to the National Pension Ser-
vice’s Stewardship Code, which is a set of prin-
ciples for a responsible institutional investor,
and to exercise their voting rights on the basis
of that code”™”. The Stewardship Code will be
amended.

(® Reinstatement of restrictions on total equity in-
vestment, and consideration of restrictions on
circular shareholdings
The following proposals have been put forward

as medium-term priorities.

(D Revision of regulatory structure concerning the
separation of financial capital and industrial
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capital, including the introduction of stringent
prior regulation of major financial groups and
a supervisory systems for financial group in-
tegration, and the amendment of the insurance
industry law

(@ Improvement of the holding company system,
the introduction of a class-action lawsuit sys-
tem (a system to allow shareholders in parent
companies to initiate class-action suits against
officers of subsidiaries), the revision of corpo-
rate tax law

3 A review of the abolition of the authority of the
Fair Trade Commission to initiate prosecutions
on its own behalf®”

@ The establishment of a fair basis for transac-
tions with subcontractors, and the improvement
of SME competitiveness

(2) Future Focal Points and Issues

Although the chaebol can be expected to op-
pose governance reform, which has been identi-
fied as a short-term priority, there is a strong pos-
sibility that it will be implemented through chang-
es to the Commercial Code. Issues that are likely
to become the focus of intense debate include
more stringent separation of financial and indus-
trial capital, and the tightening of requirements for
holding companies. That is because all of these
measures will have a major impact on the ability
of the chaebol families to control their conglomer-
ates.

The separation of financial and industrial capital
minimizes the impact on the economy as a whole,
including the financial system, when a chaebol’s
financial position deteriorates””. Many of South
Korea’s chaebols have diversified into such areas
as insurance and cards. For example, the Samsung
Group includes Samsung Life Insurance, Sam-
sung Fire & Marine Insurance and Samsung Card.
Samsung life is not only the biggest company in
the life insurance industry, but also occupies an
important position in capital relationships within
the Samsung Group (see Fig. 4).

One group that caused concern over governance



Column: The Business Operations of the Samsung Group
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According to data released by the Fair Trade Commission in May 2017, the Samsung Group is South Korea’s
biggest corporate group with assets totaling 363 trillion won.

The group really began with the founding of Samsung Trading Co. in 1938 by Lee Byung-chul (1910-1987). In
the 1950s, the foundations for the group’s growth from the 1960s onwards were built through the success of the
Cheil Jedang sugar refinery (spun off from the group in 1993), and Cheil Woolen Fabrics Industries.

When first established in 1969, Samsung Electronics lagged behind Goldstar (the forerunner of LG) in the
area of home appliances. Its future growth resulted from its expansion into the area of semiconductor and tele-
communications in the second half of the 1970s. South Korea began to develop heavy industries in earnest in
the 1970s, which was also the period when the Hyundai Group started to expand. It was during this time that
the Samsung Group established Samsung Heavy Industries, Samsung Petrochemical, and other companies.

Samsung also moved into service industries, including department stores, insurance, culture and leisure, and
hospitals in the 1960s, and hotels (Hotel Silla) in the 1970s. Deregulation since the 1980s has allowed Sam-
sung to diversify into such areas as credit cards and securities.

Samsung became a global presence under the leadership of Lee Kun-Hee (1942-), who took over following
the death of Lee Byung-chul. Under the “new management” concept, which he announced in 1993, he worked
to implement quality-focused management reforms, and to improve production processes, product quality, and
designs in the group’s manufacturing operations. After the currency crisis, some chaebol slid into bankruptcy
(Daewoo), while others were forced to break up their groups (Hyundai). The Samsung Group weathered the cri-
sis and emerged as number one in terms of assets.

However, Samsung Motors failed because it was started up immediately after the currency crisis. Ultimately it
became part of the Renault-Nissan Group.

In the 2000s, Samsung invested profits from its semiconductor business into its flatscreen TV, LCD panel,
and mobile telephone businesses. This triggered dramatic growth for Samsung Electronics. Smartphones rap-
idly became popular and emerged as the mainstay of Samsung’s earnings, but the focus subsequently shifted
to the semiconductor business with the maturation of the smartphone market. By 2017, Samsung controlled the
biggest share of the word market for DRAMs and NAND flash memories.

In recent years, Samsung has divested unprofitable and non-core businesses, while investing its manage-
ment resources in new businesses with growth potential. It has sold its petrochemical and defense businesses
to Hanwha and Lotte, and its printer business to the U.S. company HP. At the same time, it aggressively estab-
lished business operations in such areas as biopharmaceuticals and electrical components. In 2017, Samsung
acquired the American automotive parts company Harman.

While the Samsung Group has become a dominant presence in South Korea, there is growing concern about
a number of issues, including the lack of a new growth engine to replace semiconductors, and the group struc-
ture in the post-Lee Kun-Hee era. The leading candidate to succeed Lee Kun-hee is Lee Jae-yong, the Vice
Chairman of Samsung Electronics. However, he was arrested and placed in custody in connection with the po-
litical interference scandal involving Choi Soon-sil. Lee Kun-hee's eldest daughter, Lee Boo-jin, is CEO of Hotel
Silla, and his second daughter, Lee Seo-hyun, heads Samsung C&T’s fashion division.

As pressure mounts for chaebol reform, there will be intense interest in the types of reforms that Samsung

implements.

/
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issues was Lotte, which switched to a holding
company structure in October 2017. Businesses
were divided into investment companies and busi-
ness companies and organized into four groups
under Lotte Confectionery, Lotte Shopping, Lotte
Chilsung Beverage, and Lotte Food. The invest-
ment division of Lotte Confectionary then ab-
sorbed the investment divisions of the other three
companies to form a holding company. While
these changes constituted a step forward toward
the improvement of governance, there are still 13
instances of circular capital relationships (com-
pared with 50 before the establishment of the
holding company).

The fact that the Samsung Group has not
switched to a holding company structure is linked
to the important position of Samsung Life in the
group’s circular capital relationships. The Mo-
nopoly Regulation and Fair Trade Act (MRFTA)
prohibits general holding companies from own-
ing shares in domestic finance companies, while
financial holding companies are not allowed to
hold shares in domestic non-financial companies.
This means if Samsung were to split Samsung
C&T into investment and business companies and
switch to a vertical capital structure in which the
investment company would own shares in Sam-
sung Electronics, Samsung Electro-Mechanics,
and Samsung SDI, it would need to separate Sam-
sung Life from this structure and turn it into a fi-
nancial holding company that would own shares
in affiliated companies in the areas of finance and
insurance.

Going forward, the implementation of policies
designed to strengthen the separation between fi-
nancial capital and industrial capital could become
a trigger for progress toward the reform of capital
structures.

If governance can be improved by simplifying
capital structures, South Korea should encour-
age the transition to holding company structures.
However, a number of issues have arisen in recent
years. First, chaebol that have shifted to holding
company structures still have companies outside
of those structures. Second, past moves to ease the
minimum shareholding requirements for the sub-
sidiaries and sub-subsidiaries of holding compa-
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nies”” have had the effect of strengthening overall
control. Third, founding families continue to con-
trol their groups even after the transition to hold-
ing company structures.

For these reasons, some have expressed the
view that the rules for holding companies should
be toughened, such as by raising the minimum
shareholding requirement. Fair Trade Commission
Chair Kim Sang-jo of the Fair Trade Commission
has said that a change to the corporate tax law to
adjust the percentage of profits that are excluded
would be more effective than raising the minimum
shareholding ratio.

As is apparent from past history, chaebol re-
form will not be an easy task. Because the South
Korean economy depends on the chaebol, there
is likely to be resistance from the chaebol when
the reform process starts in earnest. Furthermore
any attempt to force through reforms could trigger
economic turmoil.

However, the founding families are becom-
ing unable to maintain control over their groups
without improper trading in securities, and there
have been repeated cases of collusion between the
chaebol and politicians. For these reasons, reform
appears to be unavoidable. South Korea needs to
build a public consensus on the need for Chaebol
reform, not only for economic democratization,
but also for the reform of the South Korean econo-
my and the normalization of the market economy.

Conclusions

In this article we have considered how chaebol
reform might be approached under the Moon Jae-
in administration, the likely focal points for that
reform process, and the problems that could arise.
It is not easy to predict the direction that the re-
form process will take, but reform efforts are like-
ly to focus in the short-term on the improvement
of governance, and in the medium-term on stron-
ger separation of financial and industrial capital
and the tightening of the rules for holding compa-
nies.

Policies adopted by the Moon Jae-in adminis-
tration under its income-led growth concept, such
as raising the minimum wage, moving people



from informal to formal employment, and raising
corporate taxes, would all increase the burden on
companies. For this reason, the reforms need to be
introduced gradually and in a predictable form.

To ensure the success of the chaebol reform
process, the government also needs to encourage
the chaebol to carry out reforms voluntarily. From
this perspective, it will be interesting to monitor
future actions by the big four groups, including
Samsung and Hyundai Motors.

End Notes

During the presidential election, Kim Sang-jo worked
with the Democratic Party’s central campaign commit-
tee to draft the party’s economic democratization policy,
including chaebol reform. This policy was reflected in
pledges made by Moon Jae-in during the election cam-

paign.

People’s Solidarity for Participatory Democracy (PSPD,
full name: Citizens’ Solidarity for Participatory De-
mocracy and Human Rights) was founded in Septem-
ber 1994. It has monitored the exercise of government
power, made specific policy recommendations, and or-
ganized practical grass-root campaigns based on its per-
spective that all citizens need to participate actively in all
areas of life as members of a democratic society. On the
economic front, PSPD has worked to achieve economic
democratization (including chaebol reform) by actively
organizing minority shareholder movements, including
statements at shareholder meetings, and lawsuits. Aca-
demics, including Professor Jang Ha-sung of Korea Uni-
versity and Kim Sang-jo of Hamsung University, are ac-
tively involved in the group. Kim Sang-jo led a chaebol
monitoring team established within PSPD and was also
chief of its Economic Reform Center. In 2006, the Eco-
nomic Reform Center separated from PSPD as Solidar-
ity for Economic Reform. For further information about
developments relating to PSPD, see Isao Yanagimachi
[2009].

Unable to gain opposition agreement to the appointment
of Kim Sang-jo through the confirmation of a report
from a hearing on the appointment, the President eventu-
ally appointed him on June 13 despite protests from the
opposition.
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For further details on the 100-day plan for employment,
see Hidehiko Mukoyama [2017a].

For further details, see “New Administration’s Economic
Policies Paradigm Shifted For Sustainable Growth” [July
27, 2017], which is the English version of “A} 4 5 7 A
AAuleE—7d A w2 ohd o [July 25, 2017], released
by South Korea’s Ministry of Strategy and Finance ( 7|
874 3.

Article 54 (2) of South Korea’s constitution states, The
Executive shall formulate the budget bill for each fis-
cal year and submit it to the National Assembly within
ninety days before the beginning of a fiscal year. The
National Assembly shall decide upon it within thirty
days before the beginning of the fiscal year. However, on
this occasion the statutory deadline (December 2) was
missed due to a clash between the government and the
opposition over the increase in the number of civil ser-
vants. In the end, the number of additional civil service
jobs to be created was reduced from the original target
of 12,221 to 9,475.

The chairman of the committee, Chang Byung-gyu, is
chairman of the board of directors at Bluehole (a game
development company), and is an information technol-
ogy expert with considerable entrepreneurial experience.

For further information on the “creative economy” initia-
tives of the Park Geun-hye government and movements
relating to the Pangyo Techno Valley project, see Hide-
hiko Mukoyama [2017b].

The Korea Times, [interview] “Chaebol urged to institute
‘self-reform”, September 1, 2017.

RIM Pacific Business and Industries Vol. XVIII, 2018 No. 67

10.
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12.

13.

14.

15.

ull 21 74 #| (Maeil Business Newspaper) November 3, 2017

According to the Korea Times (December 15, 2017),
Kim Sang-jo commented during a media conference on
December 14 that while the big four chaebol were each
experiencing different structural problems, they certainly
knew what needed to be done, and that he was pushing
them to take those steps. Mr. Kim also indicated that the
root cause of Samsung’s problems was the relationship
between Samsung Electronics and Samsung Life, which
is Samsung Electronic’s largest shareholder.

Under amendments to the MRFTA in September 2016,
the total asset criterion was raised to 10 trillion won or
higher, and government corporations were excluded. In
September 2017, the Fair Trade Commission designated
26 groups (including Naver and Nexon) as “quasi-large
corporate groups.”

T4 A $1¥93] (Fair Trade Commission), 3 7l A&
A As 719 H e A4, May 1, 2017.

In 2008 the corporate tax rate was lowered from 25% to
22%. However, the 25% rate was reinstated in 2018 as
part of tax reforms by the Moon Jae-in administration.

In recent years, founding families have caused signifi-
cant management problems. In the fall of 2016, South
Korea’s biggest shipping company, Hanjin Shipping,
collapsed. A downturn in shipping demand was a key
factor, but this was aggravated by the failure of business
strategies, including a substantial increase in the com-
pany’s fleet and the signing expensive long-term charter
agreements during the boom. These decisions appear to
have been influenced by the involvement of the wife of
Hanjin chairman Cho.



17.

18.

19.

20.

According to Chi Tong-uk, the ability to keep secrets
was vital when doing business in the confused and disor-
derly environment of the postwar era, when dishonesty
was rife. For this reason, business owners tended to em-
ploy trusted family members. For further details, see Chi
Tong-uk [2001], page 38.

Toshiyuki Endo [2014], page 327.

The whistleblower who exposed this situation provides
a detailed account in Kim Yong-chul [2012]. It came to
light that Samsung’s structural adjustment headquarters
had formulated an intricate plan in relation to the inheri-
tance of management rights by Lee Jae-Yong. This plan
involved the purchase of shares in unlisted companies,
followed by their sale after the companies were listed.
Kim Yong-chul also provides a very interesting descrip-
tion of Samsung’s lobbying activities (including some
targeting prosecutors), as well as its efforts to control the
media.

For further information about the problems surrounding
the third generation of chaebol founding families, see
&5 A+ [2016].

The so-called “bun fight” first became an issue during
the Lee Myung-bak administration. The involvement
of third-generation members of chaebol founding fami-
lies in the bakery business drew criticism because of the
resulting pressure on the business operations of SMEs.
Third-generation family members involved in the bakery
businesses include the eldest daughter of Chairman Lee
Kun-hee of Samsung, the eldest daughter of Chairman
Chung Mong-koo of the Hyundai Motor Group, and the
granddaughter of Lotte Group founder Shin Kyuk-ho.

21.

22.

23.

24.

North Korea’s leadership in industrialization resulted
from the construction of power plants, fertilizer facto-
ries, steel mills, and other facilities in the resource-rich
North when it was under Japanese rule.

South Korea formed a government-controlled financial
system, under which banks were strongly influenced by
the government when making decisions about the alloca-
tion of funds and the appointment of executives.

The chaebol increasingly took advantage of the fact that
indirect cross-shareholding was still permitted to create
structures through which they could control their entire
groups.

The total asset threshold was raised from 5 trillion won
to its present level of 10 trillion won when the MRFTA
enforcement order was amended in September 2016.
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This political declaration was made by Roh Tae-woo, a
presidential candidate (then a member of the Democratic
Justice Party representative committee). The main points
in the declaration were (O a constitutional amendment,
subject to the agreement of the ruling and opposition
parties, providing for the direct election of the president,
which would lead to a peaceful change of government in
February 1988, @ amendments to the presidential elec-
tion law to ensure fair elections, 3 an amnesty for politi-
cal prisoners associated with the democratization move-
ment, including Kim Dae-jung, and the restoration of
their rights, @ the improvement of human rights, includ-
ing a comprehensive expansion of the rights habeas cor-
pus, & measures to guarantee and strengthen freedom of
speech, including the abolition of the Basic Press Law,
(© the provision of local autonomy, and the liberaliza-
tion of education, (@ the creation of an environment for
dialogue and compromise through the provision of guar-
antees for political party activities, and (® the creation of
a community based on mutual trust through social clean-
up measures, the eradication of baseless rumors, and the
elimination of parochial sentiment.

However, the government continued to maintain a cer-
tain amount of influence over executive appointments
and lending.

Measures to improve corporate governance included the
introduction of cumulative voting, which facilitates the
reflection of minority shareholders’ views in director ap-
pointments and other decisions, as part of amendments
to the Commercial Code in December 1998. However,
provisions were added to the company articles of listed
companies to allow this type of voting to be excluded,
and few companies have adopted the systems. The Peo-
ple’s Solidarity for Participatory Democracy is calling
for the system to be made compulsory.

28.

29.

30.

31.

32.

33.

34.

However, the problem remained because companies
used various methods to avoid reducing debt, such as the
issuance of shares that were then purchased by group
companies.

Endo [2012] suggests that LG and SK switched to hold-
ing company structures because they could not success-
fully form circular share ownership relationships.

The income and employment environment deteriorated
after the currency crisis. Of particular significance was
the growth of informal employment. The total fertility
rate fell rapidly as a result, reaching 1.08 in 2005. It rose
moderately in the following years, but at 1.17 in 2016, it
is still lower than Japan’s fertility rate.

FAA Y243 (Fair Trade Commission), 3+ #+¢
=352} 7ho) =gkl 7§ A, December 21, 2017

The capital structure of the Samsung Group is like a
complex spider’s web. See Endo [2012], P.38 for an
analysis of the structure as it was in 2012.

According to the February 2, 2018 edition of the Nihon
Keizai Shinbun, the SK Group plans to introduce elec-
tronic voting this year.

The emphasis on the Stewardship Code reflects the fact
that the National Pension Service consented to the merg-
er between Samsung C&T and Cheil Industries at the
special general meeting of shareholders’ called by Sam-
sung C&T in July 2015.



35.

36.

37.

Amendments to the Monopoly Regulation and Fair
Trade Act (MRFTA) in July 2013 delegated the author-
ity to seek prosecutions to the Board of Audit and In-
spection, Small and Medium Business Administration,
as well as the Supreme Prosecutor. It also abolished the
right of the Fair Trade Commission to seek prosecutions
on its own behalf, since it was now required to submit
charges to the Supreme Prosecutor in all cases in which
it received requests for prosecution from parties quali-
fied to seek prosecutions.

Professor Park Sang-in believes that South Korea can
learn from Israel’s example in relation to conglomerate
reform (2} A} €1[2017a], [2017b]). For decades, around
20 conglomerates have dominated finance, telecom-
munications, retailing, energy and other sectors. There
was concern that if one of these conglomerates were to
experience financial problems, there would be serious
consequences for entire economy, including the financial
system. For this reason, a number of changes have been
introduced in recent years, including the improvement of
corporate ownership and control structures, more strin-
gent separation of financial and industrial capital, and
limits on the concentration of economic power.

The Monopoly Regulation and Fair Trade Act currently
prohibit holding companies from holding less than 40%
of shares in subsidiaries (20% if the subsidiary is a listed
company, a joint venture, or the subsidiary of a venture
holding company). When holding companies were legal-
ized in 1999, the ratios were 50% and 30% respectively.
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