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Abstract: This article analyzes changes in corporate governance institutions in Korea with an emphasis on the Hyundai Group.
It is based mainly on historical institutionalism. In particular, it focuses on power struggles between pro-reformers and
anti-reformers. According to Krasner (1984), an institutional change after a long period of equilibrium results in a radically
new institution. However, it is not the case in many cases. Entrenched interests, in reality, tend to desperately resist reforms or
compromise with pro-reformers. Consequently, a resulting institution reflects the interests of both pro-reformers and
anti-reformers. This means that a new institution cannot be a totally new one but follows its historical path. We can find the
same logic in the chaebol reforms since 1998 in Korea. The Hyundai Group, a classic Korean chaebol, verifies the logic very

well.

INTRODUCTION

The purpose of this article is to explain corporate
governance reform in Korea between 1998 and
2000. The article presents two arguments concer-
ning the ‘degree’ of the reform and its ‘determining
factors.” As for the degree issue, the paper argues
that institutions tend to change gradually, not
radically. According to Krasner’s idea of punc-
tuated equilibrium, punctuated change would have
led to significantly new institutions. This article,
however, argues that the existing power structure
affects institutional change and effects piecemeal
change in the end. With reference to the deter-
mining factor, it is argued that the logic of market-
driven efficiency was not sufficient to explain the
results of the reform; rather the logic of politics is
decisive. Many different relevant actors were
concerned with corporate governance. Thus, its
reform accompanied changes in the existing power
relations and led to power struggles between the
interested parties. Accordingly, corporate gover-
nance can be well understood from the perspective
of politics.

The article is concerned with the thirty largest
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Korean chaebols, but it focuses on the Hyundai
Group. The Group had the largest assets among
Korean chaebols. Although it was demoted to
second place behind the Samsung Group on April
1, 2001 in a list issued by the Fair Trade Commis-
sion (FTC), it had occupied the top position from
1987 to 2000 and is actually still number one.D) In
addition, the Group had been deemed the proto-
typical of Korean chaebol. It has a centralized
decision-making structure, and the head has
governed all subsidiaries without significant checks
and balances.

The article is devolved from many information
sources. The author interviewed eleven people from
nine organizations including the Hyundai Econo-
mic Institute. The primary source material is diverse:
the FTC, the Korea Stock Exchange (KSE), the
Bank of Korea (BoK), the Federation of Korea
Industry (FKI) and the People’s Solidarity for
Participatory Democracy (PSPD). The article also

1) The explanation is that Hyundai and KIA Motors Co.
were separated from their parent group to form another
group, which occupied the fifth place on the list. Thus,
if the two groups were combined, their assets would far
exceed those of the Samsung Group (www.ftc.go.kr).
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uses daily newspapers, weekly and monthly journals.
The author was also able to exploit e-mails from
Jjournalists and information from websites.

From the standpoint of institutionalism, the article
regards corporate governance as an institution.
Corporate governance is the institutional structures
and processes that hold managers accountable to
owners for performance and through which external
actors check corporate power. It is a series of
procedures which relevant actors accept as natural.
It functions as a framework when they take actions.
The article is also written from the perspective of
gradual institutional change, and it highlights
political factors to support this position. It suggests
that political struggles and compromises among
interested parties are decisively influential on
newly shaped institutions and lead to gradual
change.

The subsequent section is on theoretical issues. It
covers the chaebol model, types of institutional
change and paradigms to explain those changes,
and the three levels of power. The next two sections
focus on the power resources of reform advocates
and the chaebols. Then the governmental policies
and the reactions of the chaebol are analyzed. This
section focuses on the resistance of the Hyundai
Group to the reform policies and a political
compromise. Finally, the article generalizes the
implications of the Hyundai Group case to other
Korean chaebols.

THEORETICAL DISCUSSIONS

Chaebol Model

Corporate governance in Korea is usually labeled
‘the chaebol model” Chaebol means family-
dominated group corporations. A patriarchal head
governs all affiliates by relying upon control
mechanisms such as the Planning and Coordination
Office and the President’s Council. Mutual debt-
guarantee and circular ownership among affiliates

also contribute to governing power of the head. The
affiliates are normally unrelated and diversified.

The model took shape under the influence of the
Japanese pre-war zaibatsu during the Japanese
colonial era. Yet the chaebol had not flourished by
the 1950s because the political-economic situations
were insecure immediately after liberation and, due
to the Korean War and its aftermath, the situation
remained stagnant until the 1960s. When General
Park Jung-Hee took political power, he began to
institutionalize the chaebol in 1961. The process
had settled down by the end of the 1970s.

Superficially the chaebol seems similar to Japanese
pre-war zaibatsu and post-war keiretsu. A closer
look, however, reveals the differences between
them. The chaebol are significantly different from
the pre-war zaibatsu in two points. First, the
chaebol were not allowed to govern banks. In
contrast, the pre-war zaibatsu could govern banks
as an affiliate, and thus enjoyed financial indepen-
dence from the state. Second, chaebol scions,
regardless of managerial capability, often inherited
their parent’s wealth and management rights. In the
zaibatsu, only capable family members were
permitted wealth and management rights. If there
were no capable family members, adopted sons
inherited the wealth and management rights. Thus,
from the Dokukawa Baku period?), a professional
management system was established in Japan.

The chaebol are also different from the Japanese
post-war keiretsu. All employees are considered to
have partial ownership in the keiretsu. In the
chaebol however, employees are merely a cost
factor. The Presidents Council decides strategic
policies and expels inefficient affiliates in the
keiretsu, but that function is no more than a formal
mechanism in the chaebol where pre-decided
strategies are disseminated by the head. In the main
operating mechanism, while consensus building is
the main concern in the keiretsu, hierarchical order

2) Clarke, 1979: Chapter 2.



The Reform of Corporate Governance in Korea with an Emphasis on the Hyundai Group 71

works in the chaebol.?)

Radical Change versus Gradual Change

Borrowing the term ‘punctuated equilibrium’ from
paleontologists S. J. Gould and N. Eldredge,
Krasner argues that institutions do not continuously
respond to changing environments. Rather, they
change rapidly after a relatively long and stable
period and then a significantly different new
institution appears.4)

On the other hand, North argues for gradual
institutional changes through ‘negotiation and
bargaining.’) When an institution changes, there is
a process of bargaining among people who benefit
from the change, people who benefit from its
maintenance, and people with different opinions
concerning new institutions.) Institutional change
is a product of negotiation. In this way, existing
institutions strongly influence newly shaped insti-
tutions and there is path dependence in institutional
changes.”) It is very difficult for the new institution
to be significantly different from the existing one.
Likewise, Skowronek stresses gradual changes
through ‘resistance and struggles.” He argues that
environmental changes are no more than stimuli for
institutional change.8) Vested interests would resist
institutional changes because the changes might
undermine their power and status. For instance late
in the nineteenth century, U.S. political parties
opposed a new civil service system because they
worried that the new system might take away the
benefits of favoritism.? Courts also tried conti-
nuously to regulate the railroad industry, by oppo-
sing the institutionalization of the ICC.10 In this

3) Abegglen and Stalk, 1985: Chapter 8.
4) Krasner, 1984: 240, 242, 243,

5) North, 1990: 6.

6) Ibid, 90-91.

7) Ibid, 101.

8) Skowronek, 1982: 12.

9) Ibid, Chapter 3.

10) Ibid, Chapter 5.

way, political struggles among interested parties
prevent radical institutional changes.

Economic Paradigm versus Political Paradigm

Concerning the explanation of economic changes,
there are two different paradigms: economic and
political. The economic paradigm is well advocated
by Berle and Means. They argue that the emer-
gence of new large-scale corporations and new
corporate governance are natural economic outcomes.
In the U.S.A. at the beginning of the twentieth
century, technology and the ‘economy of scope’
caused the dispersion of share-ownership and the
power shifted from owners to managers.!) To
realize the ‘economy of scale’ under new technolo-
gies, it was necessary to have a larger company,
and the original shareholders had to dilute their
equity by issuing more stocks in order to enlarge
companies. As a result, share-ownership was
dispersed and power shifted from owners to
managers. ‘

On the other hand, Polanyi stresses political
factors by arguing that the development of the
woolen industry and its extension to the industrial
revolution in the UK. were indebted to consistent
public policies implemented by politicians at the
end of the Tudor and at the beginning of the Stuart
reigns.12) Those politicians controlled the pace of
economic changes to a degree that British society
could bear. In addition, they prevented economic
changes from devastating society by implementing
policies to relieve the poor who had been forcibly
removed from their places of residence through
Enclosures. In the same context, Roe explains U.S.
corporate governance by referring to political
factors. He argues that the dispersion of share-
ownership and the low equities of institutional
shareholders are indebted to the regulative policies
of the U.S. government, not the result of a natural

11) Berle and Means, 1967: 47-110.
12) Polanyi, 1944: 37-38.
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economic evolution.!3) As the U.S. government had
implemented policies to regulate share-ownership
by banks, insurance companies and trust funds
since the end of the nineteenth century, the equities
of institutional shareholders were reduced and
diverse personal shareholders came to own stocks.

Three Levels of Power

Synthesizing the existing theories, Levy and Egan
categorize the power of business over the State into
three levels: instrumental, structural and discursive.14)
The instrumental level emphasizes a dense network
of relationships between business and the State,
which include membership in political or social
organizations, the revolving door of decision-
making personnel between business and the State,
and politicians’ dependence on private donations to
fund election campaigns. The structural level stresses
that in a market system, the State is structurally
dependent on private sector profitability. State
managers depend on popular support and legiti-
macy, which is a function of jobs and prosperity in
the private sector and their ability to fund
government programs with tax revenue. Thus they
have to consider business interests, although they
are independent of business at the instrumental
level. The discursive level focuses on the ideolo-
gical and symbolic aspects of power. Business has
the power to affect the agenda setting of public
policy, public opinion and the arena of social
discourse.

POWER RESOURCES OF PRO-
REFORMERS

Principal reform advocates are the International
Monetary Funds, the Presidential Office, the
Ministry of Finance and Economy (MoFE) and the

13) Roe, 1994: 26-48.
14) Levy and Egan, 1998: 337-361.

PSPD. The Financial Supervisory Commission
(FSC), FTC, KSE and commercial banks helped the
principal advocates with day-to-day matters. The
Ministry of Justice, Korea Development Institute,
Korea Securities Research Institute (KSRI) and
Citizen’s Coalition for Economic Justice (CCEJ)
also advised or cooperated with the reform
advocates.

Pro-reformers had the following power resources
over anti-reformers. The current government had
instrumental autonomy from the chaebol. Thus they
were able to implement policies with relatively
weaker personal barriers than in the former
government. President Kim Dae-Jung had been a
dissident political leader and excluded from the
ruling developmental coalition. In addition, the
current government has a different provincial base
of political support, the Southwest Jeolla province,
which was different from that of the previous
governments, whose base was in the Southeast
Gyeongsang province. Meanwhile, most chaebol
did not have the Jeolla personal network because
they had discriminated against the Jeolla people for
political reasons. As a result, the current govern-
ment is relatively independent of any personal
networks.

The government has also completely controlled
the commercial banks, the main financing resource
of the chaebols. After the economic crisis, govern-
ment-directed financing increased. As the govern-
ment directed public money into the banks to rescue
them, the banks were changed to government-
invested companies. Although chaebol affiliates
increasingly depended on direct financing from
stock markets, fifty-five of the sixty largest chaebol
are still under the direct influence of government-
invested banks.!5)

Furthermore, the government was able to control
the chaebol by selectively applying laws to them.
The government obtains adequate information on

15) WolGanChoSun, September 2000, monthly.chosun.com.
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the weaknesses of chaebol heads via tax investiga-
tions by the Inland Revenue, wrongdoing investiga-
tions by the Prosecution and the secret information
services. Nonetheless, it does not punish them as
soon as it uncovers the wrongdoing; rather it keeps
this information in order to exploit it when needed.
In addition, it continued to regulate market entry in
promising industries by issuing licenses or
implementing rationalization policies. Lastly, and
perhaps most powerfully, the government and other
pro-reformers could refer to the IMF and foreign
investors to press anti-reformers to agree with
reforms.

Based on these power resources, the MoFE has
even checked the FKI, which is a purely private
peak organization of chaebols, by promoting a
rival, the Korea Council of Commerce and Indu-
stry, a quasi-government organization. In addition,
a former Minister, Lee Heon-Jae, stated off-the-
record several times that the FKI should be
disbanded.16) The government also exerted pressure
to dismiss a high FKI official, Yoo Han-Soo, who
had strongly criticized government policies concer-
ning corporate governance reform.!?) It forcibly
removed two strong opponents from the FKI,
including Gong Byong-Ho, a former chief of the
research institute of the FKI. It also intervened in
the internal operation of the FKI and discouraged
one of the family members of the five largest
chaebol from taking office as the Chairman of the
FKI in 1999.

POWER RESOURCES OF ANTI-
REFORMERS

Power Resources of Chaebol

The chaebol had a number of resources with
which to oppose the pro-reformers. Initially, they

16) FKI, anonymous interviewee.
17) JooKanChoSun, August 17, 2000.

had instrumental power resources. They had direct
personal or financial links to the current ruling
party, even though their power was much weaker
than in the former government. They provided legal
(and illegal) political money to political parties in
the last presidential election in 1997. Although the
current ruling party received much less money than
the former ruling party did, it is undeniable that it
received political funds from the chaebol.!®) In
addition, it continued to need enormous amounts of
political funds. As seen in Table 1, the Jeolla
province, the political base of the ruling party, has a
small portion of the electoral roll, 12.10 per cent,
and thus the ruling party must obtain votes in other
provinces such as Seoul, Gyeonggi, Incheon,
Gangwon and Jeju to stay in power.

To do this, money is necessary because money
still affects unaffiliated voters without strong
provincial sentiments. These voters account for
52.58 per cent of electoral roll. This means that the
ruling party again needs considerable political
money in the coming presidential election in 2002.
Chaebol also influences civic groups such as the
CCEJ by contributing to their budgets. In an
interview on August 25, 2000, Wi Pyoung-Ryang,
Vice-Director of the Policy Research Board of the

Table 1. The Current of Distribution of the Electoral
Roll

Province Electoral roil Weight (%)
Seoul 7,505,246

Gyeongki 6,151,379

Incheon 1,721,234 52.58
Gangwon 1,113,504

Jeju 375,025

Choongchung 3,363,249 10.49
Jeolla 3,880,711 12.10
Gyeongsang 7,965,148 24.83
Total 32,075,496 100

Source: adapted from www.nec.go.kr/sinfo/sinfo.htm as
of April 13, 2000.

18) llYaSinMoon, December 30, 1999.
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Table 2. Main Shareholders of Newspaper Companies

Newspaper Main shareholder Newspaper Main shareholder
HanKook KyoungJeSinMoon The FKI KyoungHyangSinMoon Hanwha
JoongAngliBo* Samsung DongAllBo Samyangsa
MunWhallBo Hyundai KookkJeSinMoon Lotte
BuSan MaellSinMoon Daewoo KangWonliBo Dongbu
BuSan KyoungJe Daewoo

Source: Choi, H. C., 1999, p. 148.

* JoongAngliBo is owned by the Bokwang Group. However, the head of the Bokwang Group is a brother-in-law of

Samsung’s head.

CCEJ, said that the organization received money
via the personal networks of its members. (It is
interesting to note that some of the thirty largest
chaebol provided money to the group.) Of course,
he stressed that the group did not receive any
money from any controversial chaebol. However,
one cannot know in advance all the things that the
chaebol are doing and whether or not their activities
will be controversial in the future.

Chaebol also wielded excessive structural power.
That is, they occupied privileged positions in
capitalistic society to affect public policies, without
having direct links to policy-makers.19) The weight
chaebol carry in the national economy is too high,
so they can influence things as they wish and hold
the national economy hostage. If the government
takes action against chaebol only according to
market principles, it is highly likely to face serious
difficulties. Chaebol also command significant
psychological weight in the mind of the public.
Most people regard chaebol as the national econo-
my itself. Thus if the leading chaebol collapse,
people are likely to feel anxious and criticize
government policies. In particular, chaebol had
strong influence on the government concerning
their reunification policy, which is known as ‘the
Sunshine policy.” As the current President conten-
ded for the Nobel Peace Prize based on improving
relations with North Korea, investments in North
Korea were essential, and the government despera-

19) Lindblom, 1977: 175.

tely hoped for the chaebol to invest in North Korea.
As initial investments in North Korea could not
make profits, however, the chaebol had to endure
short-term deficits. Accordingly, the government
was obligated to the chaebol and was forced to
oppose them with a somewhat muted voice.
Chaebol also exerted discursive power. They
could powerfully influence or even shape social
discourses. They affected public opinion in civil
society and thus prevented the public from
perceiving the problems the chaebol had created.
They exploited the mass media for this purpose. As
can be seen in Table 2, key chaebol have controlled
many newspaper companies. The FKI also had a
newspaper company to protect the common
interests of chaebols. Moreover, although they did
not have direct control, chaebol could influence
other newspaper companies through advertise-
ments. As newspaper companies cannot survive
without advertising revenue from advertisements,
they could not ignore the demands of the chaebol.
Besides, many chaebols owned journals, CATV,
Electric Board News and Ad companies.20)
Chaebol also affected the economic policies of the
government. The member companies of the FKI
paid membership fees and jointly prepared policy
alternatives via the research institutes installed in
the FKI. After thorough preparation, they proposed
these alternatives to the government at seminars
and roundtables. In the 1990s, the FKI turned

20) Choi, 1999: 148.
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ninety per cent of their proposals into government
policies.2D) In addition, the leading chaebol have
their own economic research institutes consisting of
first-rate economists. These institutes significantly
affect economic and social discourses in Korea.

Power Resources of the Hyundai Group

The Hyundai Group has exerted a number of
instrumental power resources. It has maintained
such a close relationship with the Kim Dae-Jung
Government (1998 ~2002) that one joke is, “The
Kim Young-Sam Government (1993 ~1997) was
the Republic for the Samsung Group and the Kim
Dae-Jung Government is the Republic for the
Hyundai Group.”22) This Group supported the
current President in the last presidential election in
1997 and has continuously donated to the ruling
Democratic Party but given no money to the
opposition Grand National Party.23) In 1998 alone,
it gave US$1.6 million to the ruling party in legal
donations alone.24) In addition, family members of
the founder have played active roles in the public
arena. Jung Mong-Joon, the sixth son of the
founder, is an independent Member of the National
Assembly and has earned an esteemed reputation as
a Vice-President of FIFA. Jung Mong-Koo, the
second son of the founder and the chair of Hyundai
Motors Co., has also acted as the chair of the
Committee for Attracting the 2010 World Trade
Fair.25) Furthermore, the lobbying power of the
Group was so strong that it incapacitated the
National Assembly.26) The Group also influenced a

21)Kim, Y. T, 1999: 158.

22) WolGanChoSun, February 1999,

23) ChoSunilBo, May 4, 2000.

24) IllYoSinMoon, October 3, 1999. The exchange rate of
Korean Won against U.S. Dollar is 1,250 Won to 1
Dollar. It is the same through the article.

25) Ibid, December 9, 1999.

26) The Political Committee of the National Assembly
chose Mong-Heon Jung, the fifth son of the founder, as
a testifier in the 1999 regular session. However, he did
not attend the committee. In this kind of case, the

cabinet reshuffle in August 2000. Before the
reshuffle however, the Group submitted a petition
to the Presidential Office to persuade the core
politicians of the ruling party to remove the
Chairman of the FSC and the Minister of Finance
and Economy who had been very antagonistic
towards the Group. The two Ministers were
replaced. Although there may have been several
other reasons for their replacement, the lobby was
certainly one of them.27)

The Hyundai Group also exerted strong structural
power. It had a considerable influence over the
national economy. Initially the Group had its affi-
liates in nearly all sectors: publishing, furniture-
making, oil refining, steel making, auto production,
electronics, energy, construction, retailing, trans-
portation, telecommunication, broadcasting, interna-
tional trade and finance. As of April 1, 1998, the
Group had sixty-two affiliates.28) The wide range of
business interests show that the diversification had
not been sought for the benefits of the ‘economy of
scope’. This is clearly an unrelated diversification.
It seems that the founder sought structural power or
a privileged position in the Korean economy rather
than just economic efficiency or profits. As of
1997, the Group carried undue weight in the
businesses in which it was involved. For instance, it
controlled 6.4 per cent of steel making, 20.7 per
cent of auto production and 19.5 per cent of
international trade.29) Furthermore, the sum of the
sales of the Group, US$62,944.8 million, was the
largest among the chaebol in 1997.39) The group

National Assembly should commence a legal action
according to Article 15 of the Law for the Testimony
and Appraisal in the National Assembly of 1990, but it
did not. Both the ruling Democratic Party and the
opposition Grand National Party were not willing to
file the legal action (HanKeoRe, December 15, 1999).

27) ChoSunliBo, March 27, 2000; HanKeoRe, March 30,
2000; E-mail from Young-Shin Yoon, journalist of
ChoSunllBo.

28) www.ftc.go.kr.

29) PSPD, 1999: 115.
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also contributed much to the Korean export busi-
ness. Hyundai Motors Co. and KIA Motors Co. had
net trade surplus of US$14.6 billion in 2000, but
the total trade surplus of Korea was no more than
USS$11 billion in the same year.3!) Considering
these contributions to the Korean economy, it is
undeniable that the Group had strong structural
power in Korea. This structural influence also can
be easily perceived in the changes of the Korea
Composite Stock Price Index (KOSPI) for two
months in 2000 when there were fraternal struggles
for corporate control of the Group. On February 29,
2000, the KOSPI was 828.38. In contrast, it
plummeted to 692.07 on April 27, 2000.32) The
main reason for the decline is generally believed to
have been the withdrawal of foreign investors who
had become nervous over the fraternal infighting.
The Group strongly affected the Korean stock
markets, even though it was no more than ‘one’
group.

At a discursive power level, the Group also has
power resources. It has had a strong policy capacity
and has expressed its policy preferences when the
occasions arose. Sometimes, the researchers of the
Hyundai Economic Institute criticized government
policies from theoretical and logical perspectives.
When necessary, it also could cooperate with other
chaebol via the FKI. In addition, as seen in Table 2,
the Group owns a daily newspaper MunWhallBo
and has considerable influence in the daily
newspaper HanKook KyoungJeSinMoon. Above
all, the Group has gained legitimacy because it has
been seen as a source of national pride. In parti-
cular, Hyundai Construction Co. raised national
pride among Middle East and South East Asian
countries because the company completed large-
scale, very difficult construction projects there. In
this regard, the Group and the founder have the
respect of many Koreans. In particular, the

30) Ibid, p.63, 74, 83, 93, 101.
31) www.bok.or.kr.; JoongAngliBo, March 12, 2001.
32) www kse.or.kr.

indomitable will of the founder has been inspira-
tional and many people followed his philosophy.33)

GOVERNMENTAL POLICIES AND
THE REACTIONS OF THE
HYUNDAI GROUP

Since 1998 the Korean government has imple-
mented policies in two areas: the restriction on the
diversification of the chaebol and the weakening of
the power of heads within chaebol affiliates. With
regard to the former, the policies were to disband
the Planning and Coordination Office and the
Presidents Council, dissolve mutual debt-guarantee,
regulate crossed share-ownership among affiliates,
simplify and specialize business sectors, strengthen
the regulations on financial affiliates and investi-
gate unfair internal transactions. In connection with
the latter, policies were concerned with board
structure and composition, strengthening the power
of smaller shareholders, the cumulative voting
system and hostile takeovers.

The Policies to Restrict Diversification

Concerning the repeal of the control tower of each
chaebol, the Hyundai Group established the Head-
quarters for Restructuring to repiace the Planning
and Coordination Office and maintained the Presi-
dents Council. In addition, the founder continued to
act as an honorary chair by visiting North Korea as
a representative of the Group, although he resigned
all posts.34)

With reference to improving financial status, the
Group reduced the debt/asset ratio from 573.77 per
cent late in 1997 to 181 per cent late in 1999.3%)
Yet, it did not repay debts; rather it increased assets
through cross share-ownership among affiliates in

33) ChoSuniiBo, March 25, 2001.

34) Ibid, June 16, 2000.

35) MaellKyongJe, October 31, 1998; WolGanChoSun,
January 1999; HanKeoRe, April 27, 2000.
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order to satisfy the debt/asset ratio requirement.
The founder and his sons mobilized affiliates’
money rather than input new money and streng-
thened their governing power through the cross
share-ownership. In this process, Hyundai Con-
struction Co., Hyundai Heavy Industries Co. and
Asan Foundation became factual holding com-
panies.38) As of April 1999, the equity of affiliates
was 50.5 per cent, higher than that in other
chaebols.3”) As seen in Table 3, the amount of
mutual share ownership among affiliates was
second to that in the Daewoo Group. In particular,
the affiliates’ equity in financial affiliates was much
greater than that in other affiliates. As of the end of
September 1999, the average equity by affiliates in
the five largest chaebols was 53.5 per cent, but the
affiliates’ equity in Hyundai financial affiliates was
sixty-two per cent.38)

Table 3. Mutual Share Ownership in the Ten Largest
Chaebols

No. of affiliates Owning Amount of invested
shares of other affiliates money (U.S. $ million)
Hyundai 14 1,797.8
Daewoo 4 2,732.1
Samsung 11 880.9
LG 9 1,446.5
SK 5 3734
Hanjin 7 654
Ssangyong 2 240.8
Hanwha 2 54.6
Keumho 3 146.1
Lotte 2 9.3
Total 59 7,747.2

Period: July 1998 June 1999
Source: ChoSunllbo, July 15, 1999; recited from the
material issued by the KSE.

36) WolGanChoSun, January 1999.

37) ChoSunllBo, July 13, 1999. In the same period, the
equity of affiliates was 48.0 per cent in the LG Group,
47.5 per cent in the Daewoo Group and 39.2 per cent in
the Samsung Group.

38) HanKeoRe, October 7, 1999; recited from the Material
for Auditing in the National Assembly presented by the
FTC.

In connection with the simplification of business
sectors, the Group has been reluctant to sell main
affiliates and thus sold only small companies and
parts of big companies. On the contrary, it took
over the faltering KIA Motors Co. in 1998, LG
Semiconductor Co., Hanwha Energy Co., Kangwon
Industries Co., Sammi Special Steel Co. and
Hyundai Life Insurance Co. in 1999. In particular,
in the case of the semiconductor industry, although
the debt/asset ratio of the LG Semiconductor Co.
was 617 per cent and that of the Hyundai Electro-
nics Co. was 935 per cent as of the end of June
1998, the latter took over the former.3% In addition,
it further invested in North Korea.4®) Furthermore,
it delayed the Economic Restructuring Schedule,
previously agreed upon at the first Roundtable
between the Government and the Chaebol on July
26, 1998, and acted more covetously than other
chaebol.41) Considering that the government did not
allow the five largest chaebols to enter new
business lines in 1998 and 1999, the above actions
are further indications of preferential treatments.42)
Accordingly, as can be seen in Table 4, the number
of affiliates of the Group increased from 57 on
April 1, 1997 to 62 in April 1999.

Table 4. The Number of Affiliates of the Four Largest
Chaebols#?)

April 1997 April 1999
Hyundai 57 62
Samsung 80 49
LG 49 48
SK 46 41

Source: www.ftc.go.kr

39) MaellKyongJe, September 4, 1998.

40) WolGanChoSun, January 1999.
41) MaellKyongJe, September 4, 1998; ChoSunliBo, June

21, 1999,

42) ChoSunllBo, June 2, 1999.
43) The criterion for affiliation is thirty per cent of equity
by the head or other affiliates.
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The Policies to Weaken the Head within an
Affiliate

Concerning board composition, all affiliates of the
Group filled forty-three per cent of their boards
with non-executive directors (NEDs).#4) In parti-
cular, Hyundai Motors Co. filled four of eight
directors with NEDs and removed Jung Mong-
Heon, the fifth son, from the board in March 2000.
In addition, it decided to provide stock options to
104 officials and NEDs. This means that the Group
was seen as closely following the governmental
policy that recommended that companies fill one
third of the board with NEDs. The Group, however,
actually ignored the policy at significant moments,
as will be seen by the fraternal infighting discussed
below.

The Group totally ignored the demands of minority
shareholders, who demanded the strengthening of
the status of small shareholders. The PSPD, one of
the most vociferous anti-chaebol civic movement
groups, focused on Hyundai Heavy Industries Co.
among the affiliates of the Hyundai Group, but the
company disregarded the mo