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10 Years After the 1997 Crisis:

Evolution, Problem, and Future of Chaebol Policy

Taeyoon Sung* and Woochan Kim™

Abstract

This paper reviews the evolution of Chaebol policy in Korea after the 1997
financial crisis. By doing so, our goal is to shed light on the direction of future
Chaebol policy. First, we argue that the policy stance of Korean government on
Chaebols has been weakened since 1999, as shown in a series of policy changes.
The policy-changes include (a) relaxing - virtually repealing - the upper ceiling
restriction on equity investment in affiliated firms, (b) allowing financial
institutions to vote on shares issued by affiliated firms, (c) weakening the
restrictions on the share-holding of non-financial corporations in financial
institutions, (d) introducing a nominal class-action suit law, and (¢) weakening the
restrictions on holding companies. As for future policy directions, we suggest that
the Korean government ban circular share-holdings, modify - not repeal - the
upper ceiling restriction on equity investment in affiliated firms, and reintroduce
restrictions on holding companies. We also argue that the government should
continue the separation of banking and commerce, restrict financial institutions’
ownership of non-financial corporations, and restrict financial institutions’ voting
in shares of affiliated firms. Since current ownership restrictions and the
separation of banking and commerce are designed to control problems that cannot
be fully addressed by ex-post remedies alone, we suggest that ex-ante regulations,
in a modified form, should continue even after ex-post measures to limit contro-

lling shareholders’ private benefits have been strengthened.
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<I¥ 3> 20074 EXSHMHH T HEHd F4 olF HE 7[HEE ALAL
7| 4R EH7H) SRBURBHH E &8 HBAHS7H)

AARERY, Ao WA, AdSDL A A7), ARARY, AAEEY, AT
BAY R, SLCD, AILEF
A F A | ZlobAEAy, FUEH S, A AEa AdAlE, ddistelAd

3
= A [ Eagd, s dd, Fsd, Sy
A

2kt
>
ul

=3 OA ot %iﬁ %ﬁi‘, F3ER| o
ki3 | sy, skl &
dd 54 | ddvERY, ddsTY

AR 38 AYHALS

<E 4> M ds F0l

Al ALFATIE =9

=29/ '87 88|89 |'90 | '91 | '92 | '93 | 94|95 | '96 | '97 | '98 | ‘99| '00 | '01 | ‘02 | '03 | '04 | '05 | 06
1| oh| o) Ao | Aoy o) | )| )| Ao | Aof| Aol | Aoh | A [ Aol |28 | A8 | a3 | A A A8 | A
2 || o || LG A3 | A | - | Ak | A | A | A | il | aH43 | 8l | 8dl | LG | LG | LG |8 dRt
3 | LG | LG | LG |th$-|th-$|th$- |44 | H$-| LG | LG |th$-|4Hd| LG | LG | LG | SK | SK | €A} LG | LG
4 |21 34|44 LG | LG | LG | LG [th$-|th$-| LG | LG | SK | SK | SK |&#}H&#}H SK | SK | SK
5 |33 (3| SK | SK | SK | SK | SK | SK | SK | SK | SK |7 | &} @A} &7 |87 | 8h71 | £ | £
6 [%&| SK | SK |aHzl| ghzl| a7l | gk || 88| 3-8 | 3h 7l | 3h | )| gkl | ol | ool | v | 2] 2k | el
7 | SK [ 88 RS 85| 8 S| | ol | bl | 8| 88 | o 9| | 20| | | gkt @kst GS | GS
8 |gksh Ful| Z | st 7]ot 7ok 710k 71e} 7] eH 7]ot gkt SsH B8 | B 5| B 5| B 5| | AT | ot st

A2 4t 2 8t A vjEd 2 Fx}Ake] GDP thH] H|F Fo|
(G )

)

98

03] o4

L &) 71

41} 10.39/0.38(0.36|0.36| 0.37|0.37]0.39 | 0.40 | 0.44| 0.47| 0.52| 0.59| 0.51{ 0.50 | 0.47| 0.43| 0.40| 0.33| 0.35| 0.36

8t} [ 0.50| 0.48|0.46|0.45| 0.48|0.49|0.50| 0.51| 0.57| 0.61 | 0.66|0.75]| 0.61 | 0.62| 0.59 | 0.52| 0.47 | 0.39| 0.45 | 0.46
2. FAM 71E

411 [0.27(0.26]0.29]0.31{0.32]0.32|0.33]0.33| 0.35| 0.38 | 0.49| 0.56 | 0.45| 0.36| 0.34{ 0.32| 0.30| 0.31| 0.30| 0.32
8 | 0.37/0.35|0.390.42| 0.44 | 0.45|0.45|0.46 | 0.48(0.53 | 0.64 | 0.72| 0.56 | 0.51 | 0.48 | 0.40| 0.39| 0.40| 0.41| 0.42
F LAY Ame Gl AEa Fabd gleltt
2. °o]FZ(2005)°14 200274412 AE 71 el th rjE el B AdF L A8 IHF)
Aol k.
AR L EAA NS, e, ol F2(2000), H A=AEHIHF).
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B. 7|& AFY AAY FA= o]
B.1. ©1/43(2006) : 19979 A% AHe] AwkzlF w3}

& %)
1987-199%6 RS L 19972002 HHAEE
& AP AE) 25.0 255
2k AR | ks AE(6-30Th A1) 193 15.1
A 300 AE 442 40.6
23S AT A) 29.1 30.1
& | a9l AEe-30tH A 152 11.9
A 30t A 44.3 4.0

B2. HHEQ006) : Bl TFRe} A )] HIZ(1987-200413)

(G )
19874 19934 199914 2004
A4 4.67 470 6.27 7.63
LG 4.83 5.87 4.46 536
SK 1.94 2.46 3.83 434
T 2APPE, w8 Al9I(1937-2004%)
B.3. HA(2004) : AAF71E 30 ET U] HFR]47(1986-2002)
| toed | tod | teo | 1o | 2ooed
L. A7E
StHAE AFE(%) 52.65 54.74 55.66 65.76 63.12
10048 AFE(%) 70.92 73.79 75.97 79.92 79.80
HHA| 0.073 0.077 0.079 0.102 0.101
2. W& 7)E
SthAE AFE(%) 62.95 64.86 66.47 75.83 70.17
1048 HFE(%) 76.77 79.27 81.61 87.86 85.14
HHA 4 0.095 0.105 0.112 0.130 0.138
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Keonbeom Lee, Mike Peng and Keun Lee, “From Diversification Premium to
Diversification Discount during Institutional Transitions”, Journal of
World Business 43, 2008, pp.47-65.
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nﬂﬂ ANNAAAANAAARAAANAAARAAAA

(891 : 4l 9

7| of | THIIY | elatha Ao At Abg| Abg| Ao
T iR | Aol | T © - - -
Aot | ois o | of = o | 191491 | 591~1091 |1191~2091 |2191~3091| 3191~

r2
Hn

1995 30 307,443 474,319 40.5% 14.0% 7.4% 2.8% -

1996 30 361,042 566,924 39.7% 13.5% 72% 33% -

1997 30 438,405 667,215 41.3% 14.5% 7.7% 23% -

1998 30 466,282 728,845 43.7% 12.6% 5.9% 1.7% -

1999 30 471,764 811,204 39.5% 11.2% 5.5% 1.9% -

2000 30 471,447 966,032 34.1% 5.7% 6.6% 24% -

2001 30 494,666 | 1,052,031 28.8% 9.9% 5.6% 2.8% -

2002 42 555,425 | 1,110,187 272% 12.0% 6.1% 3.5% 1.3%

2003 43 567,045 | 1,172,061 24.7% 12.0% 5.3% 3.6% 2.8%

2004 50 673,717 | 1,365,287 243% 10.5% 6.8% 4.4% 34%

2005 55 740,833 | 1,469,763 22.0% 10.1% 8.2% 4.7% 5.4%
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