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ABSTRACT. 

This study has sought to probe the origin of Korean chaebols by employing theories that 

have been developed to account for the rise of American business organizations. This study 

has thus attempted to accomplish two objectives. The first is to examine factors that led 

Korean business groups to adopt the chaebol form. The second is concerned with the 

assessment of the usefulness of Western organization theories in explaining the origin of 

Korean chaebols. 

By examining the top four chaebols qualitatively through detailed case analyses and 143 

business groups quantitatively through statistical analyses, this study tests hypotheses raised 

by the three theoretical perspectives. Also an examination of the developmental processes of 

Japan's selected zaibatsus and a comparative analysis between the chaebol and the 

zaibatsu are undertaken. 

The major findings of this study indicate that the political economy has been the 

dominant factor that contributed to transforming mediocre business groups into large chaebol 

groups. In particular, an organization's relationship with the state was of utmost significance. 

This study also indicates that the institutional isomorphism approach can complement 

politically motivated or efficiency-oriented theories. One of the major findings of this study is 

that Chandler's theory accounting for the rise of Korean chaebols is weak. However, its 

weakness does not stem from its main proposition that strategy calls for structural reform, 

but from its premise that growth strategy and structure presuppose economic and 

technological development. Williamson's transaction cost economics has a limited capability 

to account for the rise of the Korean chaebols. It is argued that the relative weakness of this 

theory may be inherent in its "universdl" nature, which makes Httle provision for societal and 

cultural differences between the United States and Korea. 
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INTRODUCTION 
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Korea has achieved phenomenal economic success In the past two decades. The annual 

growth rate of 7.5 percent' of gross national product (GNP) from 1962 through 1986 may 

symbolize Korea's economic success (see Table 1.1). One of the factors contributing to 

Korea's rapid economic development Is that a considerable portion of its economic growth 

has been accounted for by the vital contribution of chaebols2 or large business groups. 

According to data compiled by Hankuk /lbo, one of the leading newspapers In Korea, about 

20 percent of Korea's GNP In 1984 was accounted for by the contributions of 50 business 

groups3. Furthermore, S. Kim (1987) claims that in the same year the top four chaebols, 

namely, Samsung, Hyundai, Lucky-Goldstar, and Daewoo, produced 10.2 percent of Korea's 

GNP and the contributions of the top ten chaebols, including the top four, reached 16.1 

percent of the GNP (see Table 1.2). In other words, about one-sixth of Korea's economic 

growth in 1984 was attributed to a handful of business groups. The percentage of GNP 

growth accounted for by those business groups has been increasing since the 1970s (see 

Tables 1.2 and 1.3). Hence, it is expected that economic power will continue to be 

concentrated In a group of chaebols in the future. 

Chaebols are vital to Korea in achieving its national goal of becoming an advanced and 

industrialized country. They are capable of raising capital, providing a well-trained work force, 

and accumulating new technologies. Symbolically speaking, chaebols have been a powerlul 

lThis figure was computed on the basis of data given in Economic White Paper by the Economic Planning 
Board of Korea and in S. Kim (1987). 

2Although a typical chaebol consists of a number of firms, the term "chaebol" is a singular noun representing a 
large but single business group. 

3Hankuk I/bo Kyungje·bu (1985:14). 
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locomotive in leading the whole economy of Korea. In return for the crucial contributions of 

the chaebol sector, the Korean government has, In fact, let them accumulate excessive 

amounts of wealth. Such a concentration of economic power In a handful of chaebols has 

been criticized (e.g., Choo, 1985) because of the problems associated with disruption of 

entrepreneurship and unfair distribution of Income. Since chaebols enter and dominate any 

area of business where they perceive profits can be reaped, they therefore drive Innovative 

and creative entrepreneurs and small- or medium-sized industrialists away from the business 

arena. Thus, the excessive reliance of the Korean economy on chaebols may create a 

structural impediment to Korea's future growth. Another serious concern frequently raised is 

that the monopoly of wealth in a handful of chaebol families may become one of the major 

sources of class conflict, labor unrest, and eventually the decline of productivity. Hence, 

critics claim that the simultaneous occurrence of ever-growing dependence of the Korean 

economy on chaebols and the recent downturn of the Korean economy, which has been 

documented by Western observers (e.g., Wall Street Journal, November 8, 1989), is not a 

coincidence. Yet this claim seems to underestimate many other environmental factors that 

may account for the downturn of the Korean economy, such as persistent political problems 

at home and rising protectionism abroad. Rather, it would be fair to say that the Korean 

economy is not likely to survive without the vital contribution of the chaebol sector. This is 

especially true as the economy goes through difficult times. It thus seems that the critical 

contribution of the chaebol will not diminish for the time being. 

Clearly, the chaebol is the most important form of business organization in Korea. There 

have been studies about chaebols by both Korean scholars (Jung, 1987; E. Kim, 1987; Kim 

and Chung, 1989; S. Kim, 1987; Lee and Yoo, 1987; Yoo and Lee, 1987) and Western 

scholars (Hamilton and Biggart, 1988; Orru, Biggart, and Hamilton, 1990). Some of those 

studies (e.g., Hamilton and Biggart, 1988) have discussed the evolutionary process of the 

chaebols, but very few of them deal specifically with the origin of Korean chaebols, 
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especially from the perspective of organization theory. In consideration of this virtually 

unexplored territory and the chaebol's critical contributions to the Korean economy, this study. 

seeks to probe the origin of chaebols. 

I. Definition 

There has been some confusion among Koreans with regard to what the term "chaebol" 

really means. This confusion appears to be due to the absence of academic attempts to 

rigorously define the term. One thing is, however, is clear: all chaebols are business groups, 

regardless of their variable size and diversity. But all businGas groups are not chaebols. Now 

the question is, which business groups can be referred to as chaebols, and which cannot. 

To clarify this confusion, we need to define the term "chaebol" more rigorously than ever. 

Historically, "chaebol" is a term imported from Japan.~ The Japanese scholar Morikawa 

(1980) states that family control and diversified businesses are key characteristics of the 

zaibatsu. Hattori (1987) also characterizes the zaibatsu by highlighting family control and 

diversification. But it seems that one important determinant of the chaebol is missing in their 

definitions. This determinant is contained in Yasuoka's (1985) characterization of the 

zaibatsu. He claims that the magnitude or size of the business group, in addition to family 

control and diversification, should be considered as a characteristic of the zaibatsu. Because 

business groups with diversified products that are owned and managed by the founding 

family are ubiquitous in Korea, it seems logical to add size to the definition. However, 

considering size as one of the ingredients of a chaebol involves an operational problem 

because it is very difficult to set an objective standard about "how big a business group 

should be to be named chaebol." Here we would need to add a structural aspect that could 

'Chaebol is merely a Korean pronunciation of Japanese "zaibatsu", Koreans and Japanese pronounce the same 
Chinese character differently, Uterally the lenn chaebol or zaibatsu means "financial clique", 
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be affected by the magnitude of a business group and objectively differentiate chaebol 

business groups from their nonchaebol counterparts. The most probable difficulty that 

rapidly growing business groups confront is how to effectively coordinate and control their 

subsidiary companies. When those business groups face various efficiency and control 

problems engendered by their expansion, they often create a certain office under the direct 

command of a CEO. Thus, the existence of a group-level office overseeing all subsidiary 

companies could be a good indicator of whether a business group is big or not. 

In this context, a chaebol will be defined as "a business group, consisting of legally 

autonomous but institutionally binding companies in diversified business areas, that is 

owned and managed by the founding family and also has a group-level office coordinating 

and controlling its subsidiary companies." This definition emphasizes family business, 

diversification, and structure. 

A. Family Business 

By family business, it is meant that a business group is owned and managed by the 

founding family. However, it does not necessarily mean that the family should own and 

manage all subsidiary companies. As was the case with Japan's prewar zaibatsus, the 

founding family can own and manage only core companies that, in turn, control the stocks of 

other subsidiary companies. Hence, if subsidiary companies of a business group are owned 

and managed either directly by the founding family or controlled indirectly by core companies 

of the group, that group is regarded as a family business group. 

B. Diversification 
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All business groups in Korea have a tendency to diversify their businesses to some 

extent. By definition chaebol business groups should have much more diversified lines of 

business than nonchaebol business groups. Hence, In order for a business group to be a 

cl1aebol, Its businesses should be diversified to the extent that either a discrete business (or 

the largest business of a business group) or a technologically or transactionally related 

business should not account for a considerable portion of its total sales vOlume5
• 

C. Structure 

A typical chaebol has an office that serves the purpose of controlling its subsidiary 

companies and coordinating their diversified businesses at the level of a business group. 

The role and function of the office are quite comparable to the central office of a U.S. 

multidivisional firm or the holding company of a Japanese zaibatsu. 

II. Research Issues 

Several studies have already Investigated Korean chaebols. Jung (1987) examined the 

interplay of strategy and structure of chaebols. E. Kim (1987) did a detailed analysis about 

the changing relationship between the Korean government and the chaebols. S. Kim (1987) 

analyzed the effect of government industrial policies on the development of chaebols. These 

studies, however, attempted to approach the developmental process of chaebols with a 

single theoretical framework (e.g., political economy or strategic adaptation). Hamilton and 

'For more details, see related discussions in Chapter 4. 
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Blggart (1989) expanded the scope of theoretical perspectives by discussing three 

approaches regarding the development of business organizations In Korea, Japan, and 

Taiwan. They argue that the chaebol is a representath)n of Korea's preexisting, 

institutionalized political structures put Into organizational practice. Korea's political structure 

was based on the model of the strong state, which Included a powerful central ruler (usually 

a king) and bureaucratic administration. Organizational representation of this structure is the 

current form of a chaebol: the centralized business empire controlled by an individual or a 

group of individuals. Hence, the current organizational structure of the chaebol, they assert, 

has been influenced by Korea's traditional political structure. Despite Hamilton and Biggart's 

valuable insight into the rise of chaebols, their point has not yet been evaluated through 

detailed case studies or quantitative analyses. 

Since virtually no studies appropriately deal with the origin of Korean chaebols, this study 

approaches this issue from three different perspectives of organization theory. First, by 

examining some selected chaebols qualitatively through case analyses and nearly all 

business groups in Korea quantitatively through statistical analyses, this study tests 

hypotheses raised by the three perspectives to be discussed in the next section. Second, in 

the course of probing the Origin of Korean chaebols, the developmental processes of Japan's 

selected zaibatsus are also analyzed. A comparison between the chaebol and the zaibatsu is 

necessary not only for testing the usefulness of one of the theories, the institutional theory, 

but also for seeing if the typical organizations representing the two countries resemble, or 

differ from, each other. 
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III. Theoretical Discussions 

All of the works concerned with the chaebol and East Asian business organizations seern 

to be designed to underpin one of the three theoretical approaches: adaptation, political 

economy, or institutional. Of the three, the political economy approach seems to have been 

most popular among economists, modernization or development theorists, and business 

scholars (e.g., Jones and Sakong, 1980; S. Kim, 1987; E. Kim, 1987; Cumings, 1984a). The 

adaptation approach seems to have been implicitly taken as the basis for most Korean 

journalistic articles and the chaebol's entrepreneurial histories (e.g., Samsung Oseep Nyon 

Sa, 1988; Lucky Saseep Nyon Sa, 1987). Those works tend to emphasize the chaebol 

founders' entrepreneurial talents and well-designed efforts to adapt to the changing 

environment but tend not to say much about how their political relations to the state and 

other institutional arrangements have affected the chaebol's growth. In a sense, it seems 

natural for them to take this approach since the term "political" tends to imply a kind of dirty 

corruption in Korea. The appearance of studies taking the Institutional perspective is a quite 

recent phenomenon. Since institutional theory itseH is a comprehensive approach, several 

streams of research under the banner of institutional theory bear relevance to the present 

study. Hamilton and Biggart (1988) argue that the authority structure of traditional Korea, 

formed around a very powerful central state, greatly influenced the organizational structure of 

the chaebol. Hattori's argument (1987) that paternalistic family structure of traditional Korea 

is a critical determinant of chaebols can be categorized as a slightly different stream of 

institutional theory. DiMaggio and Powell's institutional isomorphism (1983) Is another 

argument that might be employed to explain the rise of chaebols. From this perspective, the 

chaebol structure is an end result of emulation of a successful organizational form In a 

similar institutional environment. 
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A. The Adaptation Approach 

This approach incorporates two related, but somewhat different, arguments by Chandler 

and Williamson Into one theoretical category, since they share many common points about 

the rise of large U.S. business organizations. They did not specifically discuss the chaebol, 

but the key points of their arguments could be directly applied to account for the rise of 

chaebols. 

Chandler's argument contained in Strategy and Structure (1962) rests on the thesis that 

structure follows strategy. He maintains that an organization's growth-Oriented strategy calls 

for a change In organizational structure and the strategy Is formulated on the basis of the 

organization's attempts to adjust to changing market conditions generated by changing 

population, changing national income, and technological Innovation (Chandler, 1962: 15). In 

other words, organizations diverSify their productions In order to adjust to changing market 

conditions. The growth strategy, implied by the diversification of production, leads firms to 

use the multidivisional form (hereafter MDF) because the strategy produces structural 

difficulties. The successful response to these structural difficulties is organizational change, 

such as a shift from the unitary form to the MDF. 

In The Visible Hand (1977), Chandler further argues that the visible hand of the 

managers replaced the invisible one when "administrative coordination" reduced unit costs, 

thereby permitting "greater productivity, lower costs, and higher profits than coordination by 

mar\,<et mechanism" (1977:6). Hence, managerial coordination in authoritative organizations 

was superior to market coordination if Industrial firms Integrated mass production and mass 

distribution. The situation whereby managerial hierarchies (the visible hand) took over the 

market mechanism (the invisible hand) occurred in those manufacturing Industries where 

mass production technology enabled firms to manufacture a large quantity of standardized 

products to national and Intemational markets. The emergence of large industrial enterprises 



21 

that Integrated mass production and mass distribution was pnmarily a result of technological 

breakthroughs. geographic scope. and economy of scale. In this sense. Chandler's logic Is 

predicated on changing market forces. One Important point In common infused In Chandler's 

1962 and 19n works is that changing market forces. driven by socioeconomic and 

technological developments at the national level. encouraged U.S. organizations to reshape 

their strategies and eventually reform their structure. 

Applying Chandler's argument manifested In his 1962 and 19n works to Korean 

chaebols. one would argue that the rise of chaebols is due primarily to changes In market 

forces that Korea's economic growth made possible. More specifically, Korean business 

groups pursuing growth-oriented strategies often use the chaebol form since that form 

coordinates subsidiary companies much more efficiently than other forms of organization 

because of the office established for that purpose. 

Williamson (1975, 1985) also deals with the origin of multidivisional and conglomerate 

business organizations. His theory is related to, but much more economy-oriented than, 

Chandler's. His argument rests upon the concept of "market failure." He maintains that 

when the market fails to function efficiently, firms tend to make Internal transactions, which 

are more efficient than transactions made through the market mechanism. Internalization of 

transactions can take concrete form through horizontal and vertical integration, mergers, 

acquisitions, and so on. Such a continuous internalization of transactions creates 

organization growth, which subsequently generates complexity and uncertainty. Under these 

circumstances organizations reshape their structure to the MDF, a more efficient form In 

terms of suppressing opportunism and thus lowering transaction costs. 

Williamson's argument further posits that the rise of conglomerate organizations like 

Korean chaebols can also be explained by the market failure framework. According to him, 

conglomerate organizations result from capital market failure while vertical integration takes 

place because of Intermediate market failure. To circumvent underdeveloped capital markets, 
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conglomerate organizations tend to establish an Internal capital market by acquiring funds 

from some subsidiary companies and reallocating the funds to more profitable companies. By 

so doing, conglomerate organizations can maintain a stable capital flow and reallocate funds 

In order of profitability of Investment. This Internal capital market In conglomerate 

organizations carries a great significance In relation to the rise of Korean chaebols because 

the Korean capital market Is "underdeveloped and distorted to a high degree by 

governmental Intervention and credit rationing" (Chang and Choi, 1988, 147). Hence, the 

increasing Involvement of Korean business groups in finance industries may characterize the 

tendency of conglomerate organizations to establish an Internal capital market to circumvent 

the Imperfect financial market. 

As for the rise of conglomerate organizations like Korean chaebols, Williamson's position 

Is that conglomerate organizations are an extension of the MDF logic of minimizing 

transaction cost and maximizing efficiency. Hence, when Korean business groups become 

very big and diversified as a consequence of continued internalization of transactions, the 

chaebol form functions beUer because It enables business groups to minimize transaction 

costs through Inside transactions, less opportunism, and more efficient allocation of funds 

among member firms. Following Williamson's thesis, I would argue that big business groups, 

which could undertake more Internal transactions with many diversified member firms, often 

use the chaebol form because it offers more efficiency by lowering transaction costs. To put 

it another way, the size of a business group has a direct and positive effect on use of the 

chaebol form. 

These two theories (especially Williamson's) are fundamentally efficiency-oriented. 

Williamson's theory specifically deals with how efficiency Is achieved through the use of 

MDF. According to Williamson, efficiency is accomplished because of the form's superior 

capability to minimize transaction costs. For Chandler, efficiency is realized through a beUer 

"administrative coordination," which the MDF is expected to provide. In this sense, the two 
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theorists seem to argue that the fundamental reason for organizations to use the MDF is to 

achieve efficiency. In other words, organizations prefer the MDF because the form Is more 

efficient than other forms. Hence, applying their arguments to the case of Korean chaebols, I 

would assert that Korean business groups use the chaebol form because it is more efficient. 

However, Chandler and Williamson, when their arguments are applied to the case of 

Korean chaebols, differ mainly In terms of the key factor that encourages business groups to 

change their structure. To Chandler, strategy is the critical factor, whereas Williamson 

maintains that large size matters most. 

B. The Political Economy Approach 

The political economy perspective is concerned with the interplay between "the polity 

structure and political life of organization and the economy and economic life within 

organizations" (Zald, 1970:221). Zald (1970:230) further proposes to analyze political 

economies as a process and Interaction of four broad sectors: external political environment, 

external economic environment, internal polity structure and process, and internal economic 

structure and process. Following his proposition, it seems that two different streams of 

political economy have emerged. The first stream focuses on the interaction of the internal 

polity with the Internal economic structure and process. The second emphasizes the interplay 

between the external political environment and the Internal economic structure and process. 

The first perspective, which I prefer to call the "intraorganizational political economy," 

stresses that an organization Is a composition of coalitions possessing their own Interests, 

which are often In conflict with others (Pfeffer, 1981; Pfeffer and Salancik, 1978). The 

second perspective, which I call the "interorganlzatlonal political economy," has not been set 

down well as a coherent theory. But the key point Is that the external polity structure 
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represented by the nation-state directly Interacts with the Internal economic structure. 

The Intraorganlzatlonal Political Econo~. The Intraorganizational political economy 

approach sees an organization as a composition of coalitions possessing their own interests, 

which are often In conflict with others (Pfeffer, 1981; Pfeffer and Salanclk, 1978). Since each 

coalition attempts to dominate other coalitions, balance of power among coalitions affects 

organizational decision making. From this perspective, the change of organizational structure 

is a result of a certain coalition's preference. If a coalition favors a particular structure 

because the structure Is Instrumental In enhancing the coalition's power bases and protecting 

its inherent interests, the coalition would exercise its influence for the structure to be 

adopted. Therefore, the adopted organizational structure would be a reflection of the internal 

power struggle. This approach has been one of the major causes of the spread of 

multidivisional form in large U.S. firms (Fligstein, 1985; Palmer et aI., 1987). In particular, the 

study by Palmer et al. (1987) found that U.S. firms controlled by families did not like the 

MDF because they believed that the form, which makes firms geographically and industrially 

disperse, would eventually lead to the loss of control over their firms. 

The dominant coalition in most Korean business groups is the founding family. Since 

Korean enterprises became conglomerate organizations In a relatively short period, most of 

the founders are still alive and their family members have, more or less, owned and 

managed many of the subsidiary companies. In this sense, nearly all business groups in 

Korea are "family businesses" and the internal power structures in Korean business groups 

are heavily skewed to the founding families. Therefore, whether the founding families own 

and manage firms has little effect on the organizational structure. Rather, the extent of family 

control over ownership and management could affect organizational structure. Insofar as 

founding families perceive that they can effectively control and coordinate subsidiary 

companies by way of majority stock holding and extensive participation in management, they 

may not realize the necessity to change organizational structure. However, If they should 
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fear the possible loss of control over their firms, they are expected to use the chaebol form. 

Loss of control is an especially serious problem for those business groups that have many 

publicly (.)wned firms. In Korea, the government strongly urges firms that reach the 

appropriate size to offer their stock to the public. Hence, business groups comprising many 

firms that are supposed to go public fear the possible loss of control more seriously. 

Consequently, those groups are also likely to use the chaebol form more often than other 

business groups. 

The thesis that an organizational form can be adopted not because of its efficiency but 

because. of its instrumentality in protecting a certain group's interests has also been 

proposed by Perrow (1981; 1986). He argues that the growth of large U.S. firms resulted 

from their market power and governmental support, which has little to do with efficiency. 

Hence, leading U.S. firms emerged not because they became efficient through better 

coordination or effective saving of transaction costs, but because they could control market, 

labor, and government, and were backed by powerful financial interests. His argument seems 

to be centering on the thesis that capitalists accumulate their fortunes through market 

domination. Following his logic, the rise of chaebols has little to do with the efficiency that 

the chaebol form is expected to generate. Rather the chaebol form has been widely used 

among political capitalists because of its instrumentality in serving privileged-class interests. 

Applying the key points of the intraorganizational political economy approach to the 

Korean chaebol, I would argue that the raison d'etre of the chaebol is to protect the 

interests of a certain privileged coalition or class, that is, the founding family. 

The Interorganizational Political Economy. The interorganizational political economy 

perspective seems to have been taken by most economists, modernization or development 

theorists, and business scholars (e.g., Cumings, 1984a; Jones and Sakong, 1980; E. Kim, 

1987; S. Kim, 1987). As to the rise of business conglomerates in East Asia, Cumings 

(1984a) notes the existence of a bureaucratic-authoritarian industrializing regime (BAIR) in 
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that region. In Korea, the state helped huge business groups rise by providing preferential 

treatment to them since their emergence was conducive to Implementing the BAIR's 

objective of rapid economic development. He even says that Korean business groups were 

created by the authoritarian state of Korea. Koo (1984) also notes the role of the 

authoritarian state as a creator of chaebo/s. Kim (1976) emphasizes the role of political 

connections In the course of the formation of Korean chaebols and even calls chaebols "the 

political capitalist." 

The interorganlzational political economy approach has not been formulated well into a 

coherent framework. However, if we consider that the key variable is the external poliiy 

stemming from the central state, a theory centering on the critical role of the state can be 

developed. The interaction of polity with economy starts from the state. In Korea there has 

always been an omnipotent state. There has also been a handful of opportunistic capitalists 

who accumulated weaHh through their entrepreneurial activities. Under these Circumstances, 

the necessity for collusion arises between the state and the elite capitalists because the 

state needs cooperation from the private sector for rapid economic development and the 

capitalists seek opportunities to expand their businesses. Collusion takes the form of letting 

the capitalists participate in "strategic" industries earmarked by the state. To those capitalists 

who succeed In grasping opportunities to diversify to strategic industries, a considerable 

amount of governmental support and protection has been provided. A typical form of support 

and protection is a monopolized participation in those industries, whereby the elite capitalists 

can .amass more fortune and subsequently diversify to related and unrelated industries by 

utilizing the fortunes accumulated through profits from strategiC industries. AHernatively 

speaking, the authoritarian state would favor large and highly concentrated business groups 

because they can control labor, and the authoritarian state finds it much easier to deal with 

a few elite capitalists. This pattern Is well established throughout the developing world. The 

key point here is that collusion between a handful of elite capitalists and the authoritarian 
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state gave rise to Korean chaebols. 

Both the adaptation approach and the political economy approach seem to presuppose 

that elite capitalists are very opportunistic, thus continually seeking growth opportunities for 

more profits. However, the political economy approach posits that those opportunities can be 

taken through political connections, not through adaptation to changing market conditions. 

This is the very difference between the two approaches. According to Chandler's argument, 

growth strategies are set forth in view of market conditions. In contrast, the inter

organizational political economy approach poSits that business strategies stem from the 

government's industrial policies. Therefore, one of the key aspects of the political economy 

approach is the interplay between the government's industrial pOlicies and the organization's 

adaptation to those policies. In this sense, the government's industrial policies provide 

grounds where elite capitalists ca:1 devise and also revise their strategies. 

C. The Institutional Approach 

Organizational structure is not always affected primarily by market conditions or political 

connections. Institutional pressures can also be influential. Organizational structures reflect 

general social factors at the time of organizational founding (Stlnchcombe, 1965). Those 

structures tend to remain stable over time, even when social conditions present at the time 

of founding are no longer present, because the structures become institutionalized over time. 

But, no matter how well those structures may be institutionalized, organizations keep 

confronting environmental uncertainties. Since organizations have held on to those structures 

for a considerable time, it may be hard for them to figure out other structures that can cope 

with environmental uncertainties. The institutionalists' argument is that when organizations 

face those uncertainties, they tend to adopt structures that have already been 
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institutionalized in a certain environment. 

Hamilton and Biggart (1988) note the role of the preexisting Institutionalized political 

structure in shaping organizational structure. They argue that Korea's preexisting political 

structure was based on the model of the strong state. Under this structure, there was a 

powerful central ruler (usually a king) and bureaucratic administration controlled by regional 

aristocrats. Independent, intermediate power, as was exhibited in Japan, did not exist. They 

claim that organizational representation of the traditional political structure Is the current form 

of a chaebol: the centralized business empire controlled by an individual or a group of 

individuals. 

HaHori (1987) argues that the institutional structure that affected the rise of Korean 

chaebols would be the traditional family structure of Korea. The family controlled chaebol 

under one strong leader Is a representation of the traditional family structure in which a 

family head dictates virtually every aspect of family affairs and all family members are 

strongly tied to each other through blood relationship. 

DiMaggio and Powell's (1983) theory of institutional isomorphism provides an institutional 

prescription for organizations facing environmental uncertainties. They assert that three kinds 

of institutional pressure are likely to make organizations in a similar institutional environment 

homogenous over time. The first is coercive isomorphism, which results from the 

organization's conformity with institutional pressures In order to obtain support or approval of 

other organizations, Including the state. Second, there Is mimetic isomorphism. Organizations 

facing environmental uncertainty tend to imitate other successful organizations. Normative 

isomorphism Is the last mechanism, which tends to be produced primarily by the 

professionalization of managers. Professionals seek to impose their own normative standards 

on the organizations in which they operate. This theory seems to view the rise or change of 

organizational structure as an organization's aHempt to align itself with institutional 

requirements. By incorporating institutional rules and requirements into their organizational 
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structure, organizations can cope with their problems and subsequently gain legitimacy and 

enhance survival capacity. The key point of their argument Is that organizations confronting 

environmental uncertainties change their structures by modeling themselves on the most 

popular and successful structures of other organizations. 

As for the rise of Korean chaebols, DiMaggio and Powell's argument seems to be useful. 

First, their argument can be applied to claim that the chaebol is a copy of Japan's famlly

dominated zaibatsu. This view, shared by Cumings (1984a) and Park (1987), seems 

legitimate, since Korea was a colony of Japan for thirty-five years. During this period, the 

zaibatsu was a prevailing form of organization and a dominant force of industrial 

development In Japan. During the uncertainty surrounding Korea's abrupt Independence In 

1945, the proven form of successful organization was, to Korean business elites, the 

zaibatsu-like organization. This view seems to be applying the mimetic Isomorphism through 

the so-called colonial legacy to the rise and development of Korean chaebols. Second, their 

argument can also account for the proliferation of chaebols in the 1970s and even in the 

1980s. According to this view, business groups that accumulated wealth in the 1960s and 

1970s changed their organizational structures in the 1970s (and even In the 1980s) because 

the chaebol, which first appeared In the late 1950s, was by then widely recognized as the 

most successful and widely accepted form of organization. 

IV. Methodological Issues and Data 

A. Research Method and Analyses 
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As comprehensive case studies of selected chaebols are undertaken in this study, the 

primary method of research is historical. One of the important strategies of historical 

sociology is to develop "an adequate explanation for a well-defined outcome or paHem in 

history" (Skocpol, 1984:374). Therefore, historical methods seem to have relevance to this 

study in the sense that the rise of Korean chaebols has resulted in a distinguished, historical 

paHem or outcome. 

Case studies are usually designed for more detailed and deeper analysis of a 

phenomenon of interest. As pointed out by Smelser (1976:199), case studies could, however, 

have serious difficulties in explaining causal relationships between variables. Case studies 

also create problems by making generalizations based on findings induced from a few cases 

or even a single case. To reduce the limitations of historically analyzed case studies, 

statistical analyses using cross-sectional data from 143 Korean business groups as of the 

end of 1988 is undertakell. Those analyses are designed to help test the hypotheses 

developed by the three approaches and to complement a qualitative method of case studies. 

B. Data 

Korean data were collected primarily from archival research and company directories. For 

case studies, the top four chaebols (Samsung, Hyundal, Lucky-Goldstar, and Daewoo) were 

selected. The business ~ilstory of those four chaebols seems to be the most importan! 

source. Samsung published its comprehensive history, Samsung Oseep Nyon Sa (The Fifty 

Year History of Samsung), in 1988. This book covers very comprehensive entrepreneurial 

histories of the Samsung chaebol as a whole, as we" as its founding firms, and provides 

detailed data about its developmental process and corporate strategies. Lucky Co. Ltd., the 

founding firm of Lucky-Goldstar, published its own history, Lucky Saseep Nyon Sa (The 
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Forty Year History of Lucky) in 1987. Hyundal Engineering and Construction Co. Ltd., the 

founding firm of the Hyundai chaebol, published Its history, Hyundai Konsol Samseep-O 

Nyon Sa (The 35 Year History of Hyundai Engineering and Construction Co. Ltd.) in 1982. 

Although the two books cover histories of two single firms respectively, they entail Invaluable 

information about the entrepreneurial histories of the two chaebols. However, those 

publications may lack objectivity in delineating their own business histories. For Instance, 

they tend to emphasize the founder's adaptive efforts to adjust to the changing world and 

attribute all business success to their entrepreneurial talents, not to political or Institutional 

connections or support. 

To have a fair picture of each chaebol, we need studies by outsiders. At the level of the 

population of chaebol, E. Kim's (1987) and S. Kim's (1987) studies provide some very useful 

data and good interpretation about the interaction between the state and the chaebol sector. 

At the level of each chaebol, excellent case studies done by Jung (1987), Harvard Business 

School (1985a, 1985b, 1986a, 1986b), and Jones and Sakong (1980) are major sources of 

research and data for this purpose. 

As for family histories and behind-the-scenes histories of each group's development, the 

following books are of particular interest: Chaebol Eesip Osee (25 Hours of Chaebo~ 

(Chosun llbo Kyungje Bu, 1982), Pung Woon (The Behind-the-Scenes Stories of Korea's 

Rapid Economic Development) (Dongkwang Chulpansa Pyunjeep Bu, 1986), Jaekye Beehwa 

(The Behind-the-Scenes Stories of Korean Business Circle) (Bae, 1983), and Sumun 

Kobudul (The Wealthy Men) (Jungang I/bosa Kyungje Munje Yonkuso, 1987). In addition, 

Hankuk-y Osoep Dae Chaebol (The Fifty Largest Chaebols in Korea) (Hankuk llbo, 1985) is 

another source of data. Although some definitional problems have been noticed, this book is 

valuable since it deals with a larger sample, the fifty largest business groups. 

A major source of data for statistical analyses for Chapter 4 is Hoisa Yonkam 

(Corporation Directory), published in 1989 by Mae-II Kyungje Shinmunsa (Maeil Daily 
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Economic News Co., Ltd.). This voluminous directory has Identified nearly all business 

groups (143 business groups) In Korea as of the end of 1988 by grouping Identifiable 

companies under s unified command. Following the qualifications explained later In this 

study, those groups will be categorized as to whether each Is a chaebol or not. In addition, 

Jung (1987) has also identified the 108 largest business groups in Korea as of 1984. His list 

of business groups as of 1985 will be used primarily to complement the data collected from 

Hoisa Yonkam. 

A comparative study is also undertaken in Chapter 5 to see if the zaibatsu is similar or 

dissimilar to the chaebol in terms of the extent of family control over ownership and 

management, the size of business operations, and the extent of diversity. As for Korean 

data, Hoisa Yonkam (1985 and 1989) is also the primary source. To supplement data 

collected from Hoisa Yonkam, Hattori's data are employed, which have been published in 

Azia Keizai (1984) in Japanese. His data comprise sufficient Information about the founding 

family's ownership control over firms listed in the Korean Stock Exchange in 1981 and 1982. 

A primary source of Japanese data is Nihan Zaibatsu to Sana Kaitai (Japan's Zaibatsu 

and Their Dissolution), published in 1950 by the Holding Company Liquidation Commission 

(HCLC), and Antitrust in Japan (1970) by Eleanor M. Hadley. These two books are 

especially useful for analyses at the level of the population of zaibatsus. In particular, 

HCLC's book is the most comprehensive collection of data about the prewar zaibatsu. That 

book entails nearly all data except for the sales figures of the top ten zaibatsus at the end 

of the war in 1945. 

There are many studies about each zaibatsu, especially for the Big Three (Mitsui, 

Mitsublshl, and Sumitorno), written either in Japanese or In English by Japanese scholars. 

For instance, Yasuoka (1982) has written about Mitsui, Mishima (1981) about Mitsubishl, and 

Sakudo (1981) about Sumitomo In Japanese. Some of the In-depth studies about specific 

zaibatsu are also available In English. Gerlach's excellent study (1987) about Sumitomo is 
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an example. Yamamura (1967) has written about Mitsubishi. Also some studies in the 

following books deal with zaibatsus: Development of Managerial Enterprise (1986), edited by 

Kobayashi and Morikawa; Family Business in the Era of Industrial Development (1981), 

edited by Yasuoka and Okochi, and Strategy and Structure of Big Business, edited by 

Nakagawa (1974). 

V. Overview 

This study consists of (1) case studies of the top four chaebols, (2) statistical analyses 

employing the sample of 143 business groups in Korea as of 1988, (3) a comparative study 

of the chaebol and the zaibatsu, and (4) the assessment of theories on the basis of the 

previous analyses . 

In Chapters 2 and 3, detailed case analyses of the top four chaebols are undertaken. In 

order to assess the usefulness of each of the theories accounting for the rise of chaebols, 

each chaebol's entrepreneurial history will be analyzed. In those analyses, attention will be 

given to the interactions of market conditions and government's industrial policies with 

corporate strategies, and to how those four chaebols resemble, or differ from, each other in 

terms of their developmental stages. Also any speCial points of interest, either political or 

economical, will be discussed insofar as they tum out important for the rise of each chaebol. 

The procedures and the results of statistical analyses using logistic and OLS regressions 

are presented in Chapter 4. The operationalization of key points of each theory in~o 

variables, which are hypothesized to be able to account for the rise of chaebols, would help 

Identify essential determinants that could differentiate chaebol business groups from non

chaebol business groups. This analysis enables us to better understand which theories are 

more capable of describing the rise of chaebols. 
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Chapter 5 compares the chaebol and the zaibatsu. A comparison between the chaebol 

and the zaibatsu is necessary to assess the argument, predicated on the "colonial legacy," 

that the existence of Japan's zaibatsu has a bearing on the rise of the chaebol. Attempts will 

be made to compare the extent of family control over ownership and participation in 

management of the chaebol and the zaibatsu, the extent of diversity In terms of the number 

of Industries that chaebols are, and zaibatsus were, engaged in, and the size of each 

chaebol and zaibatsu. By so doing, the comparative analysis will serve the purpose of 

probing the origin of Korean chaebols. Besides, a comparative study of organizations 

developed under two different cultures can have considerable descriptive value in explaining 

the similarity and difference of the two forms of organization. 

In Chapter 6, overall concluding remarks are presented. First, the major findings of this 

study are summarized. Second, I would seek to evaluate the overall usefulness of each 

theory that is assessed through case studies and statistical analyses. Then I discuss 

theoretical implications, raised through this study, for the Western theories of organization. 



Table 1.1 

GNP Growth Rates of Korea 

Year 1962-66 1967-71 1972-76 1977-81 1982 1983 1984 1985 1986 

% 8.3 11.4 11.2 5.6 5.6 9.5 7.5 5.1 12.1 

Source: Economic White Paper (Economic Planning Board, 1967,1972,1977 
1982) and S. Kim (1987:241) 

Table 1.2 

Indicators of Business Concentration (Aggregate Value Added 
of the Top Ten Business Groups as Percent of GNP) 

Year '74 '75 '76 '77 '78 '79 '80 '81 '82 '83 '84 

Top 4 3.2 3.6 4.3 6.7 6.6 6.8 8.3 8.7 8.8 9.0 10.2 

Top 10 4.7 6.3 6.8 9.3 9.4 9.7 13.3 13.8 14.1 14.5 16.1 

Source: S. Kim (1987:2) 

Table 1.3 

Combined Sales of the Top Four and the Top Ten 
Business Groups as Percent of GNP (1974-1985)* 

'74 '75 '76 '77 '78 '79 '80 '81 '82 '83 '84 '85 

Top 4 10.3 11.4 12.9 18.2 20.7 22.1 30.1 35.2 35.6 38.7 44.3 58.0 

Top 10 15.1 17.1 19.8 26.0 30.1 32.8 48.1 55.7 57.6 62.4 67.4 79.9 

* (Aggregate net sales of the top 10 groups/GNP) x 100. 
Source: S. Kim (1987:2) 
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CHAPTER TWO 

THE RISE OF BIG CHAEBOLS UNDER THE RHEE REGIME OF KOREA 

This chapter and the following chapter undertake In-depth case analyses of the top four 

chaebols: Samsung, Hyundai, Lucky-Goldstar, and Daewoo. Each case study covers the 

chaebol's business history up to the point 'uhen each business group underwent 

organizational change to adopt the chaebol form of organization. As of the end of 1988, 

Samsung was the largest chaebol in terms of sales, profits, exports, and employees (see 

Table 2.1). Of the four, SamslJng is also the oldest chaebol. It has used the chaebol form 

since the late 1950s. Lucky-Goldstar adopted the chaebol form in the late 1960s. Hyundai 

and Daewoo followed Samsung and Lucky-Goldstar in the 1970s. 

In the next section, Korea's historical background since the opening of the ports in 1876 

is briefly reviewed. The understanding of the historical background is quite necessary in the 

sense that the business history of the four chaebols, with the exception of Daewoo, began in 

the colonial era (1910-1945). 

I. Historical Background of Korea before the Rhee Regime 

Korea was known as the "hermit kingdom" to Westerners when it closed Its doors to 

foreign powers under the umbrella of China for several decades in the nineteenth century. 

However, it could no longer afford to adhere to the seclusion policy toward the outside world 

after China's political and military power severely dwindled. Korea opened its ports to the 

outside world by signing a commercial treaty with Japan in 1876. The treaty was followed by 

similar treaties with such Western powers as Britain, France, Germany, the United States, 
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and Russia in the late nineteenth century. For about two decades Japan, China, and 

Russia struggled for political and economic dominance over Korea, which was annexed into 

the Japanese Empire in 1910 and experienced thirty-five years of colonial occupation (1910-

1945). The Japanese colonial occupation was followed by the American Military Government 

(1945-1948), the Syngman Rhee regime (1948-1960), the Korean War (1950-1953), the 

Myon Chang regime (1960-1961), the Chung Hee Park regime (1961-1979), the 000 Hwan 

Chun regime (1980-1988), and the Taewoo Roh regime (1988-present). 

A. The Japanese Colonial Occupation (1910-1945) 

The opening of its seaports in 1876 has been recorded as the start of Korea's modern 

history. The official opening of its door to foreign countries had great Significance on the 

Korean economy since Korea, with the exception of some mercantile activities, had very few 

industrial establishments. Thus, the opening allowed the world powers' economic and 

industrial interests to freely flow into the underdeveloped Korea. In 1910, when Korea was 

annexed by the Japanese Empire, major Western industrial powers were already operating in 

Korea. For instance, Russians were engaged in mining and lumbering; Americans in mining, 

power station construction, and railway construction; and British, German, and French had 

interests in mining and railway construction. Of course, Japan had the largest interests. In 

1908, seventy-nine Japanese firms were engaged in manufacturing in Korea with an average 

employment of forty·:"ne workers, whereas the total number of incorporated firms owned by 

Koreans was only six, employing only ninety-two people altogether (Jones and Sakong, 

1980:19). 

The thirty-five year colonial period (1910-1945) has been classified as a period of classic 

dependence, implying a relationship in which a weaker peripheral state exports primary raw 
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materials in exchange for manufactured goods (E. Kim, 1987; Urn, 1982). During the colonial 

period, Korea was a supplier of rice and other raw materials for Japan, which in turn 

exported manufactured goods to Korea. From 1910 to 1945, the annual growth rate in 

agriculture (including forestry and fishery) and manufacturing (including mining) was 3.8 

percent (Mason, Kim, Perkins, Kim, and Cole, 1980:76)1. Although this growth rate of nearly 

4 percent does not !ook impressive from the present standpoint, Korea was, however, 

considered to be one of the fast-growing economies at the time (Mason et aI., 1980:76), as 

other economies did not record higher growth rates. Despite the relatively high growth rate, 

the Korean people were not the actual beneficiaries of this economic growth because the 

Korean economy was merely part of the Japanese economy and the Japanese exploited 

Korea's economic growth to serve the economic needs of Japan, not those of Korea. In 

other words, the colonial economy had developed not according to its comparative 

advantages but rather to meet Japan's needs, and Korea's industrialization was designed to 

support and complement Japan's industrial growth (Ho, 1984; Kim and Roemer, 1979; 

Mason et aI., 1980; Suh, 1978). In the course of Korea's economic growth, the role of 

Japanese zaibatsus was crucial because these organizations possessed technical know-how 

and investment funds that the colonial government lacked (Cumings, 1984a; Ho, 1984; 

E.Kim, 1987; Urn, 1982). In 1938, Mitsubishi's four subsidiary companies accounted for 54.3 

percent of the total Japanese capital in Korea, and Mitsui's seven subsidiaries accounted for 

14.6 percent (Ahn, 1971: 309-310). Such extensive participation by Japan's zaibatsus in 

Korea's industrialization indicates that the organizational form of zaibatsu was well known to 

Koreans. This has an interesting implication for the purpose of this study. 

In the colonial period, Koreans' entrepreneurial activities were hindered by the colonial 

government's industrial policy, which was designed to keep economic power out of the 

hands of native entrepreneurs and to aHract Japanese businesses, especially zaibatsus. The 

'Mason et al. computed this figure using the data given in Suh (1978: 157-171). 
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colonial government successfully carried out the policy of keeping Korean entrepreneurs from 

major commercial and industrial projects by using its licensing and regulatory power in the 

industrial sector. As a result, the Japanese owned and managed nearly all modern industrial 

enterprises. Industrial growth in the colonial period was largely accounted for by the large 

establishments dominated by the Japanese (Ho, 1984: 356; Kim and Roemer, 1979:13-18; 

Mason et aJ., 1980:76). Hence, the Korean economy in this period exhibited a dualistic 

nature. On one hand, there were large, modem, heavily capitalized enterprises, which were 

owned and managed by Japanese and produced goods to be directed to Japan. On the 

other hand, there were a number of very small traditional establishments, most of which 

were managed by Koreans and produced goods for Koreans (Ho, 1984: 356). 

The colonial government fostered agriculture and light industries in the south and heavy 

industries in the north, which also had a lasting impact on the Korean economy (Kim and 

Roemer, 1979; Lee, 1984; Lim, 1982; Suh, 1978). The war-related industrialization in the 

1930s precipitated structural imbalance because the pace of modernizing the agricultural 

sector in the south was very slow, whereas the industrial sector in the north was rapidly 

developed. This regional dualism greatly hampered each economy's progress after the 

division of Korea was perpetuated. 

Although three of the four chaebols started their first businesses in the colonial period, 

none of them accumulated a considerable amount of wealth that could have been converted 

to industrial capital in the independent Korea. Hence, it would be reasonable to regard the 

colonial period as an era during which modern economic and business systems were 

introduced to Korea and thus opportunities were provided for many Koreans to start their 

entrepreneurial careers. 
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B. The American Military Govemment (1945-1948) 

Japan's unconditional surrender in August 15, 1945, freed Korea from the Japanese 

colonial occupation. However, Korea was partitioned along the 36th parallel when the United 

States and Russia agreed to divide the Korean peninsula in Yalta on February 8, 1945. 

According to the agreement, Russian armies marched In the north while U.S. forces 

occupied the south. Hence, until Korea became strong enough to become an Independent 

country, the northern part of Korea would be ruled by Russia and the southern part by the 

United States. 

The American Military Government (AMG) set the primary objective of its occupation as 

decolonization and relief, since it implicitly assumed that the two Koreas would be eventually 

united (Lim, 1982:69). It pursued the short-term objective of political democratization and 

economic rehabilitation rather than long-term reform. Under the AMG, chaos prevailed in the 

south of Korea. The abrupt liberation created a battleground among unorganized political 

factions, and the sudden departure of the Japanese, who had managed most of the 

industrial facilities, crippled the Korean economy. In 1944, 80 percent of technical positions 

in manufacturing firms were occupied by Japanese technicians (Hwang, 1982: 253; Shin, 

1964:70). Consequently, domestic production was severely affected by such an abrupt 

change. Manufacturing output from South Korea in 1948 was only 15 percent of the 1937 

level (Kim and Roemer, 1979:27), and the country's domestic consumption largely relied on 

inflows of relief aid from the United States. Under such circumstances, an immediate 

entrepreneurial response was import trading. Import trading was very prosperous and very 

profitable in the late 1940s and throughout the 1950s, and many business groups (e.g. 

Samsung) made their fortunes through Import trading during this period. 



41 

C. The Rhee Regime (1948-1960) and the Korean War (1950-1953) 

In August 1948, the Republic of Korea was formally established In the south and 

Syngman Rhee was elected as president. However, the regime Inherited a nation 

economically dismantled and politically disorganized. As the new government was not strong 

enough to restrain continued social and political unrest, its establishment did not help 

improve overall economic situations and real national Income kept declining until the 

conclusion of the Korean War In 1953 (S.Kim, 1987:45). Such poor economic conditions 

were primarily attributable to continued social and political disorganization and the new 

government's lack of attention to economic affairs. Even economic concerns, which were 

taken. lightly compared to political concerns, were not focused on long-term economic 

development but on the short-term objective of rebuilding Korea as an independent 

economy. The Korean government's short-term orientation toward economic affairs, however, 

seems to have been an inevitable choice in the face of insurmountable difficulty. Bureaucrats 

did not have sufficient administrative experience to work out and implement the long-term 

economic development plans. The private sector lacked managerial and technical manpower 

to run the industrial establishments formerly managed by the Japanese. Furthermore, 

structural imbalance between the north and the south, which resulted from the colonial 

industrialization policy, further hampered the progress of the South Korean economy because 

the major industrial Infrastructure, especially electric power plants and metal mines, was in 

the north. 

Korea's modern economic development has been repeatedly interrupted by unexpected 

social and political events. The Korean War, which began on June 25, 1950, was one of the 

main events that severely damaged the Korean economy. Besides the astronomical amount 

of physical damage to Industrial faCilities, the war drastically changed the world of business. 

Wars, like political revolutions, typically reshuffle the political and economic order established 
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prior to the war and provide wide open opportunities to newcomers by wiping out vested 

interests (Aldrich, 1979; Carroll, Oelacrolx, and Goodstein, 1988). The Korean War was no 

exception. It provided a unique opportunity for new business to start by making the whole 

nation relatively equal (albeit quite poor) and wiping out most of the previously privileged 

local elites like landlords. Those businesses that capitalized on the lack of government 

control over markets and thus profited from the unstable economy were able to accumulate 

enough wealth to start new businesses after the war. Some of the current top business 

groups (e.g. Samsung, Lucky-Goldstar, and Hyundai) accumulated considerable wealth during 

and after the war, taking advantage of the unstable economic situation at that time. 

After the war, the unification of the nation became the Rhee government's primary goal. 

To pursue this goal, It set out such specific objectives as reconstruction, national defense 

from the Communists' aggression, and maintenance of minimum consumption through 

maximization of foreign aid (Cole and Lyman, 1971 :167). In order to reconstruct the nation's 

economy, the govemment adopted the strategy of import-substitution industrialization, 

especially in light industries that manufactured everyday necessities like food and textiles. In 

the 1950s, some commercial capitalists who made their fortunes through import trading 

transformed themselves into industrial capitalists In the import-substitution industries and 

eventually became prominent chaebols. Samsung is the best example. However, some 

commercial capitalists who did not become industrial capitalists faded away from the 

business arena. 

Although some of the funds necessary for import-substitution industrialization were 

mobilized from domestic sources, the main source of funds was foreign aid, primarily from 

the United States and the United Nations (U.N.). Korea's dependence on foreign aid is 

revealed by the fact that more than 70 percent of imports were financed by foreign aid in 

this period (Kim and Roemer, 1979:42). Throughout the 1950s, these funds were the 

bloodline of the Korean economy. As most of the industrial and manufacturing facilities were 
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destroyed in the war, the supply of everyday necessities, raw materials, manufacturing 

equipment, and so on was heavily dependent on foreign aid and imports. Hence, a firm's 

business success or failure In Import trading and In Import-substitution Industrialization was 

contingent on the firm's ability to acquire necessary foreign exchange (primarily U.S. dollars). 

Decisions regarding allocations of foreign exchange were made by either the Korean 

government or foreign aid agencies in Korea. It Is widely known that a firm's political 

connections with high-ranking government officials and Influential politicians played a critical 

role in the decision-making process. 

Many problems, however, hindered the post-war economic growth under the Rhee 

regime. As discussed earlier, bureaucrats lacked the managerial and executive expertise 

necessary to plan and implement long-term economic development plans. Furthermore, 

widespread corruption within the Rhee government seriously hampered efficient 

implementation of its major short-term policy of import-substitution industrialization. As a 

result, little economic growth was accomplished despite the commitment to the reconstruction 

of the national economy. Since the regime, plagued with many difficulties, did not accomplish 

its initial goal of making Korea politically and economically independent, it faced the Korean 

people's disdain. In April 1960, the Rhee regime was overthrown by the people's revolt led 

by students. 

II. Samsung: the Chaebol of the 1950s 

As of 1988, Samsung was the largest chaebol, with forty-five member companies in 

nineteen industries and more than 120,000 employees (see Tables 2.1 and 2.2). Samsung is 

also the oldest chaebol, since it started to use the chaebol form in the late 1950s. As of 

1959, it had thirteen companies in eight industries and about 1,800 employees (see Table 
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2.3 and 2.4}. It also had an office that was established to control and coordinate those 

member firms In 1959. Although it is not possible to comparatively examine Samsung's 

relative position in the Korean business community in the 1950s due primarily to the lack of 

financial data of other business groups, no one doubts that Samsung was the largest in the 

1950s. 

Business History of Samsung. lee, the founder of Samsung, was born in 1910, the 

year Japan annexed Korea, in southeast Korea. He was the second and youngest son of a 

wealthy landlord. At an early age he attended a sodang, the traditional Confucian school of 

Korea, where Chinese literature and philosophy was taught. At the age of ten, his parents 

sent him to Seoul, since he wanted to go to a modern school. He first went to an 

elementary school, and then a high school in Seoul. Without graduating from the high 

school, he went to Japan in 1930 and studied political science and economics at Waseda 

University in Tokyo. However, his poor health prevented him from further pursuing his 

academic career and he dropped out of the university after a couple of semesters. 

Lee started his business in 1936 during the colonial period by establishing a rice mill in 

Masan, a southern seaport, with money from his parents. He did very well in his first 

business. By 1945, the year the nation was liberated, his businesses had expanded to 

include trucking, real estate, domestic trading, milling, noodle making, and brewing (Jones 

and Sakong, 1980:352; Samsung 8eesosee/, 1988:82-88). In 1947, two years after the 

nation's liberation, Lee moved to Seoul. At the time, everyday necessities were in demand 

because of the rapid decline in domestic production. In order to take advantage of this 

opportunity, he established Samsung Mulsan Gongsa in Seoul in 1948 to start an import 

trading business, using funds accumulated primarily from his brewery profits. The company 

prospered and by 1950, the year the Korean War broke out, the import trading volume of 

the company ranked seventh among 543 international trading companies (Samsung 

8eesosee/, 1987:97). 
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At the outbreak of the Korean war, Lee moved to Pusan, the provisional capital. 

Samsung Mulsan Gongsa was reincorporated as Samsung Mulsan Jusik Hoisa, an 

International trading company, In January 1951. Under the war economy, Import trading, the 

main business of this company, was very profitable. Lee made a fortune, especially through 

the importation of medical supplies like antibiotics (Um, 1978:86-87). 

In the early 1950s, Samsung paved the way for the creation of the largest chaebol of 

the 1950s. In 1953, Samsung established a sugar refining company, Cheil Sugar Co., In 

Pusan. Samsung's emergence as the largest chaebol In the 1950s was due primarily to the 

establishment of this sugar refining company. As for Samsung's primary motive in building a 

sugar refining plant. there are two different explanations. One of the explanations 

emphasizes Lee's entrepreneurial foresight for prospective profit opportunities and Samsung's 

adaptation to changing economic environments (Samsung Beesosee/. 1988:113-118). 

According to this explanation. Lee antiCipated that if the economy returned to normalcy after 

the upcoming armistice. Import trading would no longer be a very profitable business 

because of excessive competition and expected restructuring of the Korean economy after 

the war. Therefore. to better adapt to changing environments. Samsung should. he thought. 

become an industrial capitalist with manufacturing facilities. rather than a commercial 

capitalist like an import trader. So he decided to build a sugar refining plant. 

Another explanation. however. focuses on the change of government policy and 

Samsung's retroactive adaptation to the change (S. Kim. 1987:71-72). Under the war 

economy. the Korean government started to implement its policy of import-substitution 

industrialization. To direct private investment activities to import-substitution industries. the 

government changed its policy. According to the new policy. the priority to import raw 

materials and obtain foreign exchange (U.S. dollars) would be given to manufacturers who 

would use Imported materials for manufacturing purposes. The decision to foster import

substituting manufacturing industries rather than import trading was a fundamental change in 
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the government's Industrial policy. Under these circumstances, Samsung, the largest import 

trader at the time, built plants In Import-substitution Industries In order not to lose Its position 

as a dominant Import trader. 

Perhaps both stories tell part of the truth. However, another account seems to lend 

credibility to the thesis emphasizing Samsung's adaptation to the change In government 

policy. Before Sarnsung worked out the plan to build a sugar refining plant, the necessity for 

sugar refining plants had already surfaced In the "Taska Report" (which was prepared by Mr. 

Taska and his mission from the U.S. government) regarding the reconstruction of the Korean 

economy. Samyangsa, another prominent Korean company at the time, had already 

submitted an application to build a sugar refining plant ahead of Samsung. Hence, Lee 

apparently was not the pioneer who hammered out the idea of building the sugar refining 

plant. Ironically enough, Samyangscts application was approved two years after Samsung's 

operation of the sugar refining plant began in 1953 (Lim, 1978: 119). Lim did not specify 

why Samyangsa's application was approved later. Perhaps the behind-the-scenes history 

may provide a clue. At the time, Samyangsa was not on good terms with the Rhee 

government since It was the major financial supporter of a leading opposition party. In 

contrast, Samsung was one of the pro-Rhee firms and was backed by some key government 

officials and politicians of the ruling party (Chosun 1100 Kyungje Bu, 1983:35). Therefore, 

Samyangsa's unfriendly relationship with government officials seems to be the key to 

understanding why Samsung obtained the investment approval ahead of Samyangsa. 

Discussions thus far seem to indicate that the Korean business community had already 

realized the necessity and profitability of a sugar refining business and that the project of 

building a sugar refining firm was not propelled by Lee's entrepreneurial foresight. Rather, 

because the government's Investment approval was of utmost Importance In establishing the 

plant, it Is more likely that Samsung adapted ItseH to the shift in the govemment's Industrial 

policy through Its political connection. 
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Samsung borrowed the domestic capital necessary to build the sugar refining plant from 

a bank. The Korean government allocated US$ 180.000 to Samsung so that It could Import 

manufacturing facilities (Samsung Beesoseel. 1988:120). By establishing the plant. Samsung 

exploited the high-profit opportunity provided by its natural monopolistic position as the first 

and only sugar refining plant and government protection for import-substitution Industries. It 

continued to profit from the monopolization of raw sugar Imports until the second sugar 

company appeared years later. 

With a huge amount of funds at hand accumulated from the sugar profits. Samsung 

established Cheil Wool Textile Co. in 1954 as the first wool textile company In Korea. Upon 

deciding to expand into the wool textile market. Lee considered the government's industrial 

policy and the potential of the Industry. At the time. the textile Industry was also one of the 

target industries for Import substitution. Of several subbranches of the textile industry, cotton 

was the most promising business in terms of technological requirements and stable demands 

in the short run, but its market was overcrowded (Samsung 8eesosee/, 1988:131). Although 

the wool textile industry required more advanced technology and more capital than cotton, its 

market was well protected from foreign and domestic competition and therefore had more 

growth potential In the long run. Samsung's decision to enter the wool textile business 

turned out to be very wise. Cheil Wool Textile Co. prospered thanks to its monopolistic 

position as the first company in the industry and became the backbone of Samsung, 

together with the sugar refining company, in the 1950s and later. 

Another Issue bearing great significance for the purpose of this study is Samsung's 

acquisition of bank stock owned by the Korean government. In the colonial era, nearly all 

commercial banks were owned by the Japanese. After the Japanese left, all of the shares of 

those commercial banks formerly owned by the Japanese were taken over by the Korean 

government. In 1954, the Rhee government enacted the Commercial Bank Act and decided 

to sell the government's share of bank stock through auctions. The primary motive behind 
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the decision was known to be a desire to establish a financial support base for the regime 

by creating a modem konzerrf centering around a commercial bank (Chosun I/bosa 

Kyungje Bu, 1983:34; S. Kim, 1987:69; Lim, 1978: 117). By selling the government shares to 

a few selected business groups that were very loyal to the Rhee regime, the regime 

intended to help those groups become chaebols, which in tum would become major 

contributors of political funds. In the auctions, Samsung was able to acquire a majority of 

Heung-Op Bank's stock (the predecessor of the present Hanil Bank) in 1957. In 1958 and 

1959, it became the majority stockholder of Commercial Bank of Korea and Cho-Hung Bank, 

respectively. As a result, three of the four major commercial banks were under the control of 

Samsung. It was a well-known fact at that time that auction processes were heavily 

influenced by political interests and Samsung's bidding prices were not the highest (Chosun 

I/bosa Kyungje Bu:1983:34; Lim, 1978: 120-121; S. Kim, 1987:69). Samsung's acquisition of 

the government-owned banks is a clear example of the collusion between the political elite 

and capitalists. 

Another important point of this case is that the Korean government attempted to create a 

modern conglomerate that centered around a commercial bank. Although there is no hard 

evidence that the government used the Japanese zaibatsu as a model of the conglomerate 

when working out the plan to sell its stock to Samsung, circumstantial evidence seems to 

imply that the zaibatsu was the most likely model. First, Korean bureaucrats at the time 

were well aware of the zaibatsu since most of them had worked for the Japanese CIJ/onial 

government in the colonial era (Lim, 1985). Second, the major zaibatsus appear to have 

been the only conglomerate organizations that were formed around commercial banks. For 

instance, each of the Big Four (Mitsui, Mitsubishi, Sumitomo, and Yasuda) had its own large 

commercial bank. However, it is too premature to conclude that the government and 

2Konzern is a German term. In Korea and Japan, this term has been used as an equivalent to the chaebol or 
the zaibatsu. Konzem structure is characterized by an incorporated holding company at the top and many subsidiary 
companies under the direct control of the holding company. 
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Samsung attempted to emulate the prewar zaibatsu, mainly because of the lack of. hard 

evidence. 

By utilizing funds available from the profitable sugar and wool textile firms and the newly 

acquired banks, Samsung started to acquire many firms in the late 1950s. It established two 

more international trading firms In 1957 and 1958, respectively, to receive more allocations 

of foreign exchange and acquired three manufacturing firms of tires, fertilizer, and wearing 

apparel in 1958. In addition to three commercial banks, Samsung acquired a securities 

brokerage firm in 1957 and an insurance firm in 1958 (see Table 2.3). As a result of its 

aggressive expansion, Samsung became a well-diversified business group in three core 

sectors: trading, manufacturing, and banking ar.d insurance. In 1959, Samsung became a 

business group owning thirteen companies In eight industries with about 1,800 employees 

(see Tables 2.3 and 2.4). 

All subsidiary companies were under the tight control of Lee and his family, as stock in 

Samsung's subsidiary companies was not offered to the public. Lee occupied the top post of 

all of the subsidiary companies with the exception of the banks. 

In 1959, Samsung established the Office of the Executive Staffs for the Chairman. The 

office was established to assist the founder and chairman and to coordinate and control the 

joint projects to be undertaken at the group level since Samsung's member companies 

increased and expanded to diverse businesses (Samsung Beesoseel, 1988:147). By 

establishing this office, Samsung's completed its structural change and the first chaebol of 

Korea had emerged. 

III. Discussion 
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An examination of Samsung's business history thus far seems to reveal that the inter

organizational political economy Is a better theory to account for the rise of Samsung as the 

first chaebol In the 1950s. Samsung's expansion to sugar refining and the wool textile 

business indicates that Samsung adapted to the government's industrial policies in the sense 

that those two businesses were the core of the import-substitution industries. Furthermore, 

Samsung's acquisition of bank stock previously owned by the Korean government clearly 

indicates the collusion between the political elite and Samsung. Hence, It seems that the rise 

of Samsung as a dominant chaebol in the 1950s can be more persuasively portrayed by its 

capitalization on political favoritism and opportunistic adaptation to the state's industrial 

policies. 

The theory of institutional isomorphism would claim that Samsung emulated Japan's 

zaibatsu structure. Typical prewar zaibatsus like Mitsui and Mitsubishi were formed around 

three key sectors: trading, banking and Insurance, and manufacturing. At the top of each 

zaibatsu, there was a holding company overseeing all of the subsidiary companies. In terms 

of size, Samsung could not match any zaibatsus, but Its structure in 1959 appears to have 

resembled the zaibatsu structure because its member companies grouped in the 

aforementioned three key sectors. Samsung had three trading companies, five financial 

institutions (three banks, one insurance company, and one securities brokerage company), 

and five manufacturing companies. Besides this structural similarity, other evidence seems to 

imply that Samsung might have emulated the zaibatsu structure. First of all, the zaibatsu had 

been the best-known structure to Korean bureaucrats and business leaders who either 

worked for, or engaged In business under, the colonial regime. Second, the founder of 

Samsung had first-hand knowledge about Japan and the Japanese business structure 

through his study In Japan before the liberation and through personal or institutional contacts 

with the Japanese business community after the liberation. Notwithstanding its seeming 

plausibility, the speculation that Samsung copied the zaibatsu structure cannot be 
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substantiated because there existed a critical structural difference between Samsung and the 

zaibatsu structure. Japanese zalbatsus had used the so-called konzern structure. As 

mentioned earlier, the konzern structure is typified by an incorporated holding company at 

the top and many (joint stock) subsidiary companies under the direct control of the holding 

company. Samsung has never created a holding company as an administrative organ to 

coordinate and control its subsidiary companies. Rather, Samsung has used a special office, 

which is under the direct command of the founding family, to coordinate business activities 

and control its subsidiary companies at the group level. Although this office has been 

functioning as a central headquarters, which is quite comparable to the holding company of 

a Japanese zaibatsu, Samsung has never incorporated this office as a legal entity like a 

holding company. Furthermore, an investigation of historical development of the zaibatsu 

structure reveals that Samsung's organizational structure in the 1950s seems to have been 

similar to Mitsui's or Mitsubishi's structure, which the two zaibatsus used in the early 

twentieth century before shifting to the konzern structure.3 If it is considered that the zaibatsu 

structure evolved from a very primitive to a more complex konzern form for more than half a 

century, it is inconceivable that Samsung imitated the less sophisticated zaibatsu structure of 

the early twentieth century rather than the more developed and recent konzern structure. In 

sum, although it is admiHed that there existed some structural similarity between Samsung's 

and major zaibatsu's structures, it is rather premature to maintain that Samsung imitated the 

zaibatsu structure. 

Chandler's and Williamson's contentions do not seem to be plausible in the case of 

Samsung. Following Chandler's thesis, Samsung's diversification to unrelated markets may 

be construed as a growth strategy and its structural change in the late 1950s as the 

interaction of growth strategy with organizational structure. Chandler maintains that changing 

market conditions, engendered by increasing population, rising national income, and 

~e evolutionary process of Japanese zaibatsus will be further discussed later in Chapter 5. 
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technological breakthroughs, called for organizations to pursue growth strategies. The key 

issue here, admitting that Samsung pursued a growth strategy, Is whether market conditions, 

represented by a changing population, Income, and technological Innovation, propelled 

Samsung to use a growth strategy. The earlier review of historical background In the 1950s 

does not seem to lend credence to Chandler's argument. The 1950s, the decade of the 

Korean War, had little to do with increasing population, rising national income, and 

technological innovation. History indicates that the opposite is true: population did not 

increase much, national income actually declined by 1953, and there was very little 

technological Innovation. Therefore, historical evidence of the 1950s is not consistent with the 

premise of Chandler's theory. 

According to the Williamsonian perspective, market imperfection is the key to 

understanding the rise of chaebols. Korea's market situation in the 1950s was far from 

perfect. It was nearly in chaos, especially in the early 1950s during the Korean War. In 

imperfect markets, business groups like Samsung continuously seek to internalize 

transactions within their organizational boundary since internal transactions are more efficient 

than market contracts. Leff (1978:667) also argues that in a country having underdeveloped 

markets, business groups emerge to make up for the absence of markets in certain 

products. In order for organizations to attain efficiency by saving transaction costs or 

countering the absence of markets, they tend to use, first, vertical and horizontal integrations 

by internalizing transactions of related markets and then gradually diversify to unrelated 

markets. However, the pattern of Samsung's expansion does not seem to provide support for 

Williamson's thesis in the sense that Samsung diversified first to unrelated markets (from 

international trading to sugar and wool textile businesses). This historical evidence that 

Samsung did not organically diversify Its businesses in the 1950s indicates that the 

economic efficiency of minimizing transaction costs was not a main force leading Samsung 

to diversify into many unrelated markets. 
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In sum. the prediction predicated on Chandler's theory does not appear to be consistent 

with the historical evidence of the 1950s. Samsung's developmental patterns In the 1950s 

do not imply that Samsung adopted the chaebol structure to save transaction costs and 

imitated the zaibatsu structure to cope witn environmental uncertainty. Rather. the rise of 

Samsung as the first chaebol in Korea can be more persuasively explained by the political 

economy of the turbulent 1950s. 
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Table 2.1 

Size of Top Four Chaebols as of 1988 

Chaebol No.of Assets* Sales* Profit* Exports+ No. of No. of 
Cos. Employees Ind. 

------------------------------------------------------------------------

Samsung 45 14,799 19,285 

Hyundai 38 14,222 16,241 

Lucky-Goldstar 56 12,967 13,276 

Daewoo 31 15,806 9,252 

* unit: billion won (1 US$=731.5 Won). 
+ unit: million us dollars. 

283 6,119.9 122,915 

233 5,580.5 115,442 

230 3,744.2 101,058 

-60 5,093.1 96,942 

Source: compiled from data supplied by Hoisa Yonkam (1989) 

19 

18 

18 

14 



Table 2.2 

Names and Years of Establishment or Acquisition of Samsung's 
Member Companies in 1988 

1. Samsung Mulsan Co. (1951) 
2. Cheil Sugar Co. (1953) 
3. Cheil Wool Textile Co. (1954) 
4. An Kuk Fire & Marine Ins. 

Co. (1958) * 
5. Dong Bang Life Ins.Co. (1963)* 
6. Joong Ang Development Co. (1963)* 
7. Shinsegae Dep't Store Co. (1963)* 
8. Chonju Paper Mfg. Co. (1965)* 

** Samsung Art and Culture 
Foundation (1965) 

** Koryo Hospital (1966) 
** Samsung Employee Aid Associa

tion (1971) 

26. Samsung Lions Co. (1982) 
27. Samsung Watch Co. (1983) 
28. Samsung Hewlett Packard Co. 

(1984) 
29. Samsung Medical System Co. 

(1984 ) 
30. Samsung United Aerospace 

Co. (1984) 
31. Samsung Data Systems Co. 

(1984) 
32. Shin-Etsu Silicone Co. 

(1986) 
** Samsung Economic Research 

Institute (1986) 
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9. Samsung Electronics Co. (1969) 33. Cheil Frozen Food Co. (1987) 
10. Samsung Elec. Devices Co. (1970) 
11. Cheil Synthetics Inc. (1972) 
12. Hotel Shilla (1973) 
13. Korea First Advertising Co. (1973) 
14. Samsung Corning Co. (1973) 
15. Samsung Elec.-Mechanics (1973) 
16. Joong Ang Daily Co. (1974) 
17. Samsung Heavy Ind. Co. (1974) 
18. Samsung Petro-chemical Co. (1974) 
19. Samsung Aerospace Ind. (1977) 
20. Korean Engineering Co. (1978)* 
21. Samsung Construction (1978)* 
22. Joong Ang SVP Co. (1979) 
23. Yonpo Leisure Dev. Co. (1979) 

24. Korea Security Communication 
Co. (1981) * 

25. Westin Chosun Hotel (1982)* 

* Years of acquisition. 
** Nonprofit organizations. 
Source: Hoisa Yonkam (1989) 

34. Samsung Clark Co. (1987) 
35. Cheil Ciba-Geigy Co. (1988) 
36. Daehan Specialty Chemical 

Co. (1988) 
37. Dong Bang Bldg. Mgmt. 

Co. (1988) 
38. Dong Sung Investment 

Management Co. (1988) 
39. Hi Creation Co. (1988) 
40. Samsung Emerson Electric 

Co. (1988) 
41. Samsung General Chemicals 

Co. (1988) 
42. Samsung Winners Credit 

Card Co. (1988) 
43. Hanil Electric Wire Co. 
44. H.J. Koryo Co. 
45. Korea Info. Computing Co. 



Table 2.3 

Names, Years of Establishment or Acquisition, and Industries of 
Samsung's Member Companies in 1959 

Name of Companies 

1. Samsung Mulsan Co. (1951) 
2. Cheil Sugar Co. (1953) 
3. Cheil Wool Textile Co. (1954) 
4. Cho-Hung Bank (1957)* 
5. Chun II Securities Co. (1957)* 
6. Commercial Bank of Korea (1957)* 
7. Heung Op Bank (1957)* 
8. Hyosung Mulsan Co. (1957) 
9. An Kuk Fire & Marine Ins. Co. (1958)* 

10. Hankuk Tire Mfg. Co. (1958)* 
11. Honam Fertilizer Co. (1958)* 
12. Keun Young Co. (1958) 
13. Rose Clothes Co. (1958)* 

* Years of acquisition. 
Source: Samsung Oseep Nyon Sa (1988) 
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Industries 

Wholesale & Retail 
Food 
Textile 
Finance 
Finance 
Finance 
Finance 
Wholesale & Retail 
Insurance 
Rubber 
Chemical 
Wholesale & Retail 
Apparel 

56 
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Table 2.4 

Samsung's Financial Data and Number of Employees 

---------------------------------------------------------------------
Years Sales* Export* Assets* Employees* 
---------------------------------------------------------------------
1953 .11 .001 .04 267 
1954 .20 .001 .08 
1955 .44 .001 .23 
1956 .74 .001 .41 
1957 .77 .001 .55 
1958 1.26 .001 .96 
1959 1. 79 .001 1. 34 
1960 2.66 .002 1.57 1,871 
1961 3.64 .005 1. 99 
1962 4.81 .11 3.21 
1963 5.73 .29 4.51 
1964 4.48 .57 6.57 
1965 6.95 1.31 8.85 4,801 
1966 9.73 1.77 11. 07 
1967 14.86 2.32 18.16 
1968 21. 75 2.84 28.47 -
1969 31.14 2.59 44.58 
1970 36.49 2.71 56.67 9,080 
1971 46.42 5.04 67.43 
1972 66.47 9.86 76.34 11,537 
1973 103.64 23.18 112.73 
1974 154.54 32.77 169.83 15,527 
1975 340.83 168.73 260.80 
1976 455.31 217.69 376.73 25,790 
1977 629.16 292.21 535.16 
1978 966.27 389.70 940.30 48,118 
1979 1,486.08 577.99 1,488.99 
1980 2,385.48 1,248.66 2,160.00 75,000 
1981 3,478.53 1,853.19 2,633.41 
1982 4,362.66 2,181.17 3,474.84 98,493 
1983 5,562.93 2,781. 68 4,363.05 
1984 8,337.78 4,273.30 6,077.60 122,261 
1985 12,230.64 6,166.32 7,337.72 
1986 14,615.74 7,374.68 9,431.24 147,154 
------------------------------------------------------------------
* unit: billion won. 
+ unit: thousand employees. 
Source: Samsung Oseep Nyon Sa (1988) 
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CHAPTER THREE 

THE RISE OF BIG CHAEBOLS UNDER THE PARK REGIME OF KOREA 

I. Luckv-Goldstar: the Chaebol of the 1960s 

Lucky-Goldstar is the second-oldest and the third-largest chaebol as of the end of 1988. 

It had fifty-six member companies in eighteen industries and more than 100,000 employees 

(see Tables 2.1, 3.1, and 5.2). Lucky-Goldstar became a chaebol in the late 1960s. In 1969, 

it had already become a well-diversified business group with seventeen companies in seven 

industries with about 2,000 employees (see Tables 3.2, 3.3, and 3.4). 

To better understand the forces leading Lucky-Goldstar to become a chaebol in the 

1960s, it is quite necessary to understand the historical setting of the 1960s. In the next 

section, a brief historical background of Korea in the 1960s is reviewed. 

A. Historical Setting of the 1960s 

The Rhee regime was overthrown by the student revolution in April 1960. The following 

Chang regime (August 1960-May 1961) was so short-lived that it is difficult to correctly 

assess its real contribution to the Korean economy. But it was widely accepted that since 

the Chang regime seized power as a by-product of the student revolt without any substantial 

power base of its own, the regime was too weak to effectively deal with the outburst of the 

people's political demands, which had been coercively suppressed during the authoritarian 

Rhee regime (E.Kim, 1987; S.Kim, 1987; Lim, 1982). As for economic matters, the regime 

was not strong enough to mobilize the necessary resources and manpower to develop the 
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Korean economy. Even after the regime's establishment In August 1960, social and political 

unrest continued. After drifting aimlessly for about a year, the Chang regime was taken over 

by General Chung Hee Park, who led the military coup In May 1961.1 

From the outset of the military regime (1961-1963), General Park set the nation's 

economic development as his regime's primary goal. To accomplish the goal of rapid 

economic development, the regime set the strategy of outward-looking Industrialization on the 

basis of export of manufactured goods (E. Kim, 1987; S. Kim, 1987; Lim,1982). The 

background for the shift from previously inward-looking strategy to outward-looking strategy 

Includes (1) near completion of postwar reconstruction and the early stage of Import

substitution; (2) a high possibility of termination of aid from the U.S.; (3) sluggish economic 

growth under the previously inward-looking strategy and stabilization program (1957-1960); 

and (4) the Importance of exporting labor-intensive goods as a means of accomplishing the 

political goal of rapid economic development (5. Kim, 1987:93; Kim and Roemer. 1979:44; 

Mason et al., 1980:95). In order 10 put forward the new strategy, the Park regime worked 

out a series of Five Year Economic Development Plans (FYEDP) and aggressively 

implemented them. Regardless of minor differences in each plan's orientation and direction 

reflecting the demands of that particular period, there was one consisten~ goal of each plan, 

namely, economic growth through export-driven industrializatiol'. 

The first FYEDP (1962-1966) emphasized the buildup of industrial bases by establishing 

an infrastructure for a self-reliant economy. To build an infrastructure for the Korean 

economy, the government Initiated many projects with help from the private sector jn such 

fields as electricity, fertilizer, oil refining, synthetic fiber, and cement. The goal of the Second 

FYEDP (1967-1971) was to modernize industrial structure by furthering the achievement of 

the first FYEDP. In particular, the plan earmarked steel, machinery, and chemical industries 

IAfter the coup, Park ruled the nation for 18 years from 1961 to 1979. In the 1961·1963 period, he was a 
leader or the military junta. In the 1963-1979 period, he served as a civilian president elected through the popular 
vote. 
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as strategic Industries that were entitled to preferential treatment In terms of bank loans. 

taxation and tariffs (Byun and Kim. 1978: 632-638; Kutznets. 1969:39-65; 1977:196-209; S. 

Kim. 1987: 95). 

In the period of the first FYEDP (1962-1966). the govemment asked the private sector to 

actively participate in major Infrastructural projects. All major projects with the notable 

exceptions of electric power plants and the first oil refinery were built by private enterprise. 

Most of the projects undertaken by private enterprise were part of the so-called 

compensatory entrepreneurship program. At the outset of the military coup In 1961. most 

owners of the then leading business groups. including Samsung and Lucky-Goldstar. were 

rounded up on the charge of illicit wealth accumulation during the Rhee and Chang regimes. 

Later a compromise was made between the military and business leaders. Instead of being 

indicted as criminals. each of the accused business leaders was supposed to undertake one 

of the major industrial projects with his own capital and then donate it to the Korean 

government (Jones and Sakong. 1980:69-70; E. Kim. 1987:78-82; Mason et al.. 1980:262). 

Through this action. the Park regime sent business leaders the harsh message that the 

government has an upper hand over the private sector. Afterwards the Korean government 

made a series of policies to the effect that many private investment activities in strategic 

industries should be approved by the government. In some Industries (e.g .• oil refining). 

even an expansion of operating capacity was subject to government approval. Through this 

system of issuing government approval. the Park government intervened extensively in 

private investment activities. maintaining that excessive competition in a small domestic 

market can lead to overcapacity and the waste of scarce resources (S. Kim. 1987:108). 

From the 1960s on. the Korean government has been the senior partner of the 50-called 

Korea. Inc .• and the private sector a junior partner. 
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B. Business History of Lucky-Goldstar 

Lucky-Goldstar was the chaebol of the 1960s, but Its business history dates back to the 

colonial era. I. H. Koo, the founder of Lucky-Goldstar, was born in southeast Korea in 1907, 

three years before Japan's annexation of Korea. He was the first son of a family of retired 

bureaucrats. Uke Lee of Samsung, he attended a sodang until a modern elementary school 

opened In 1921. In 1924, he went to a modern middle school in Seoul but had to drop out 

of the school in 1926 because of family problems. After returning to his hometown, he 

established an agricultural cooperative and worked there for five years (Lucky Saseep Nyon 

Sa Pyunchan Weewonhoi, 1987:95-103). 

Koo started his own business in Chinju, a souihern inland city of Korea, by establishing 

a linen and cloth shop with money from his parents and one of his younger brothers in 

1931. From 1931 to 1945 under the colonial regime, he handled a variety of items like linen 

and cloth, vegetables and fruit, charcoal, and fish. But he did not do well in those 

businesses. After the nation's liberation in 1945, he moved to Pusan, where he engaged in 

importing charcoal from Japan, but he did not do well there, either. He then became a retail 

agent for cosmetic cream and made his first fortune. Impressed with the profitability of 

cosmetic cream, he established the Lucky Chemical Co. in 1947 with his own capital to 

produce Lucky Cream. From that time until Lucky-Goldstar started to concentrate on the 

more lucrative chemical plastics and toothpaste businesses, cosmetic manufacturing W~,~ 

Lucky-Goldstar's main business (Lucky Saseep Nyon Sa Pyunchan Weewonhoi, 1987: 95-

103). 

In the 1950s, Lucky-Goldstar expanded into the chemical plastics and toothpaste 

businesses. Its expansion into the chemical plastics business can be considered an example 

of backward integration. At the time, Lucky Chemical Compan;'s most pressing concern was 

how to improve the quality of the plastic caps on cream jars because the caps were very 
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easily broken. After a series of failures at improving ths quality of the caps by subcontracting 

them to other manufacturers, lucky-Goldstar's management decided to manufacture the caps 

themselves and in 1952 purchased from the United States an injection molder for plastic 

goods. This machine also enabled Lucky Chemical to produce such popular plastic goods as 

combs, toothbrushes, and soap boxes. Later the management found that the plastics 

manufacturing business was more profitable than cosmetic manufacturing. In 1953, lucky

Goldstar decided to quit the cosmetic business to further concentrate on the more lucrative 

plastics manufacturing. 

The first turning point in Lucky-Goldstar's bUSiness history occurred when it decided to 

produce toothpaste. The toothpaste business has a symbolic significance, as toothpaste was 

the first major popular product that introduced people to lucky-Goldstar. It also allowed 

lucky-Goldstar to make a fortune in the 1950s. Throughout the 1950s, American consumer 

goods, which were made easily available through foreign aid and military P.X. materials, 

dominated domestic markets despite their relatively expensive prices. In the toothpaste 

market, Colgate dominated ahhough some domestic cornpetitors also produced their own 

toothpastes. 

As to the motive for lucky-Goldstar's expansion into the toothpaste business, Lucky

Goldstar's official history simply states that since lucky-Goldstar could produce toothbrushes, 

the management began to consider producing toothpaste (Lucky Saseep Nyon Sa Pyunchan 

Weewonhoi, 1967: 143). When the management decided to produce toothpaste, they 

appeared to have been encouraged by the fact that toothpaste manufacturing was not a 

completely new area.2 In 1955, Lucky-Goldstar succeeded in producing toothpaste. After the 

ensuing fierce competition with Colgate in the 1950s and the early 1960s, Lucky toothpaste 

eventually drove Colgate toothpaste out of the Korean market. Since the 1950s until 

recently, Lucky toothpaste has had a nearly monopolistic poSition and laid the foundation for 

2Lucky-Goldstar already had experience in producing related goods like toothbrushes and skin creams. 
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Lucky-Goldstar's future development In other businesses. 

In 1959 Lucky-Goldstar further expanded Into the electric and electronics Industry by 

establishing Goldstar Company. As exhibited in the name "Lucky-Goldstar," the 

establishment of this company signified that the other half of Lucky-Goldstar's business 

history had officially started. In fact, Lucky-Goldstar's history in the electric and electronics 

industry had already started before the establishment of Goldstar Company. In 1957 Lucky

Goldstar already produced electric sockets, plugs, and cooking utensils, all of which could 

have been produced by simply puHing plastiC goods and electric parts together. Upon 

entering this new industry, the management assessed its potential. They were concerned 

about the fact that the industry was a new area to Lucky-Goldstar; Korea's electric and 

electronics technology at that time had not reached the level to produce sophisticated goods 

like the radio; the market for electric radios was dominated by foreign products like Zenith of 

the United States. But there were some positive sides In the electric and electronics industry. 

Since there were no domestic competitors, this industry had some profit potential. 

Furthermore, the manufacturing of electric radios, which Goldstar planned to produce, was 

not a completely new area since Lucky Chemical had already produced plastic exteriors of 

electric radios. In 1957, they decided to enter the electric appliance business. In 1959, 

Goldstar Co. was established to produce vacuum-tube type radios and other electric 

appliances. 

By 1960 Lucky-Goldstar had already become one of the top ten business groups, with 

four companies In three industries (see Table 3.2). Its development in the 1950s is 

characterized by a step-by-step diversification to related markets (from cosmetic cream to 

chemical plastics and toothpaste). The capital necessary for its expansion was by and large 

self-financed. In this sense, the political economy in the 1950s was not a major factor for 

Lucky-Goldstar's development. However, the situation completely turned around in the 1960s. 

In the late 1960s, Lucky-Goldstar emerged as the largest chaebol. Its rapid growth in the 
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1960s was due primarily to its tactics to adapt to the changing political-economic 

environments. The following three cases clearly demonstrate how the political economy 

affected Lucky-Goldstar's development In the 1960s. 

Although Lucky-Goldstar was not as diversified nor as Involved In politics as Samsung, it 

was accused of being one of the business groups that illicitly accumulated wealth in the 

Rhee and Chang regimes. As stated earfier, the military government asked business leaders 

to construct plants in several key industries as part of the compensatory entrepreneurship 

program. Lucky-Goldstar, which was accused by the military government, had to build a 

plant in order to fulfill Its obligation specified in the program. Lucky-Goldstar wanted to build 

a chemical (synthetic) fiber producing plant in consideration of its expertise in the chemical 

industry, but Lucky-Goldstar was later asked to build a plant prodUCing electric wires and 

cords. In 1962, Korea Cable Co. (the predecessor of present Goldstar Cable Co.) was 

established at the apparent request of the military government. This case demonstrates the 

direct effect of external polity on the private business activities. The following two cases , 
regarding Goldstar Co. and Honam Oil Refinery could make clear the critical role of external 

polity in Lucky-Goldstar's development. 

The first electric product of Goldstar was the electric radio. However, it was not well 

received by Korean consumers because they preferred foreign goods with better quality. As 

a result the company fell into serious financial trouble, since the sales of electric radios were 

far below the level Lucky-Goldstar management had expected. To the management's great 

surprise, some helping hands emerged from an unexpected source. The military coup led by 

General Park in May 1961 helped the company turn around. After the coup, the military 

government launched a nationalistic campaign calling for the Korean people to use Korean 

goods and banned the importation of foreign lUXUry items like electric radios. This 

unexpected policy change protected Lucky-Goldstar from the mighty foreign competitors and 

revitalized the Goldstar Company. Furthermore, Goldstar managed to create more demand 
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by successfully negotiating with the changing political environment. At the time, the military 

government needed to propagate the rationale of Its coup to the Korean people. Being 

keenly aware of its needs, Goldstar management persuaded military leaders to build a 

nationwide radio communication network and succeeded in having the military government 

launch a semi-civil movement of sending radios to every comer of the country.' Goldstar 

could capitalize on this movement as a sole producer of electric radios. 

As a consequence of such environmental changes and Lucky-Goldstar's timely 

adaptation, the sales volume of Goldstar Co. increased dramatically and survived the difficult 

times of its early formative stage. Since then, Goldstar Co. has become one of the most 

important core firms of Lucky-Goldstar. 

In the 1960s, Lucky-Goldstar further expanded to the oil refining business. Lucky

Goldstar's diversification into this business can become a showcase demonstrating the effect 

of the political economy on Lucky-Goldstar's development in the 1960s and in the 1970s. 

Upon entering the oil refining business, Lucky-Goldstar management considered that 

chemical plastics, Lucky Chemical Company's major product,. was acquired through the crude 

oil refining process, and having an oil refinery could therefore stabilize the supply of raw 

materials for its ctlemical plastics busin9ss. 

Before LUc'<y-Goldstar's entry into the oil refining business, Korea had only one oil 

refinery (Korea Oil Corp.), a joint venture between the Korean government and Gulf Oil of 

the United States. But its oil-producing capability, 60,000 barrels a day, did not meet the 

rising domestic demands. So the Korean government was planning for another oil refinery. 

Because the first oil refinery (Korea Oil' Corp.) made an enormous amount of profit in its first 

year of operation in 1965, many businF'ss groups desired to get an investment license for 

the second oil refinery from the go' 'ernment. In 1966, the Korean government awarded 

~In the course of lobbying bureaucrats and military leaders, T. H. Koo, one of the top managers at the time and 
the founder'S younger brother, played the key role. He later became one of the influential political figures of the 
ruling party and also the political vanguard of Lucky-Goldstar. 
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Lucky-Goldstar the Investment license. It was known that six business groups competed 

intensely for the license. LUcky-Goldstar managed to win the bid through joint efforts with Mr. 

J. K. Seo and Caltex (the joint overseas subsidiary of Standard Oil f California and 

Texaco). The superficial reason for Lucky-Goldstar's winning the bid was that its proposal 

about how to construct and operate the prospective refinery was the most attractive. But 

what was more critical was that Mr. Seo backed up Lucky-Goldstar (S. Kim. 1987: 113-115; 

Park. 1975:94-95). He was the closest friend of President Park as a college classmate and 

had bep.n known as 'he behind-the-scenes emperor of the business world." At the time he 

helped Lucky-Goldstar in his capacity as president of Kukje Shinmun (a daily newspaper). 

which was one of Lucky-Goldstar's subsidiaries. In this context. some would speculate that 

Lucky-Goldstar may have hired him in appreciation of his value as a powerful lobbyist. 

In 1967 Honam Oil Refinery Co. with a production capability of 60.000 barrels a day 

was established under the joint ownership of Koreans (Lucky-Goldstar. 25%. and J. K. Seo. 

25%) and Caltex (50%). As expected. the oil refinery w.as very profitable. thus being 

instrumental in making Lucky-Goldstar the largest chaebol in the late 1960s through the mid-

1970s. Furthermore. the oil refinery became a stable supplier of raw materials for Lucky

Goldstar's major products and paved the way toward further development of its member 

companies in the petrochemical and plastics industries. 

As demonstrated above. Lucky-Goldstar's development in the 1960s could not have been 

realized without its powerful lobbying and timely adaptation to the changing political-economic 

environments. 

Lucky-Goldstar has been known as a typical family business. Even in 1988. twenty-eight 

members of the founding family participated in management (see Table 5.5). In 1968. when 

Lucky-Goldstar underwent an organizational change. more than twenty members of the 

founding family. including the founder. his five brothers. and six sons. extensively participated 

in managing Lucky-Goldstar's subsidiary companies and no stock in the subsidiary 
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companies was offered to the public. Hence, all subsidiaries were under the tight control of 

the Koo family. 

In 1968, Lucky-Goldstar established the Group Office of Planning and Coordination to 

control and coordinate its member companies. By establishing this office, Lucky-Goldstar 

finished changing its structure to the chaebol form. 

C. Discussion. 

C. K. Ko04
, chairman of Lucky-Goldstar, stated that 

my father and I started a cosmetic cream factory in the late 1940s. At the time, no 
company could supply us with plastic caps of adequate quality for cream jars, so we 
had to start a plastiC business. Plastic caps alone were not sufficient to run 
the plastic-molding plant, so we added combs, toothbrushes, soap boxes. This 
plastiC business also led us to manufacture electrical and electronic products and 
telecommunication eqUipment. The plastiCS business also took us into oil refining 
which needed a tanker-shipping company. The oil refining company alone was 
paying an Insurance premium amounting to more than half the total revenue of the 
then largest insurance company in Korea. Thus, an insurance company was started. 
This natural step-by-step evolution through related businesses resulted in the Lucky
Goldstar group as we see it today (Harvard Business School, 1985b:3). 

Although part of his statement is farfetched,S he pointed out the key aspect of Lucky

Goldstar's developmental process, that it continuously internalized transactions within Its 

organizational boundary because of market imperfection. Since the Korean market in the 

1950s and the 1960s was underdeveloped, Lucky-Goldstar in the 1950s had to internalize 

many related transactions through backward integration, which also took place in the 1960s. 

As shown in Table 3.3, Lucky-Goldstar had eleven member companies in 1968 when it 

underwent an organizational change. Four of the eight companies established in the 1960s 

'He is the first son of I.H.Koo, the founder of lucky·Goldstar. 

'For instance, lucky-Goldstar's entry to electric and electronic markets in the late 1950s was not a diversifica
tion to related markets and his linking simple plastic injection-molding operations to the sophisticated oil refining 
business seems to have been far-fetched. 
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were subsidiaries of Goldsta, Company. Three of them (Sung-A Co., Sung-Ya Co., and 

Sung-Yo Co.) were manufacturers of electric and electronic parts for Goldsta, Company and 

the last one (Goldsta, Salas Co.) was the sales agent of Goldsta, Company. 

In 1968, Lucky-Goldstar adopted the chaebol structure by establishing a Group Office of 

Planning and Coordination. The necessity for this office emerged in the course of building 

the 011 refinery. The oil refinery project needed a huge amount of funds, which should have 

been raised at home and abroad. However, Lucky-Goldstar experienced some difficulty In 

raising the capital necessary for the refinery project since its subsidiaries showed a 

decentralizing and uncooperative tendency of suboptimizing their goals rather than the goals 

at the group level (Jung, 1987: 116). Under these circumstances, Lucky-Goldstar needed a 

new organizational structure that could expedite the mobilization of the necessary funds in 

the short run and effectively coordinate and control its increasingly decentralizing subsidiary 

companies in the long run. In this sense, Lucky-Goldstar's organizational change in 1968 

was driven by its concerns for better coordination and control of its subsidiary companies. In 

other words, Lucky-Goldstar decided to use the chaebol form to solve the Internal control 

problems triggered by Its size expansion. In this sense, the advocates of transaction cost 

economics would argue that Williamson's theory Is a more plausible approach to explain 

Lucky-Goldstar's evolution to the chaebol structure. 

Political economists YJould view Lucky-Goldstar's development from quite a different 

perspective. They would argue that Lucky-Goldstar's rise as a leading chaebol In the 1960s 

and 1970s would not have taken place without Its connections with the state. In particular, 

the establishment of Honam Oil Refinery was vital to Lucky-Goldstar's rise to the leading 

chaebol. The crucial contribution of the refinery can be demonstrated by the Significant share 

of its sales in Lucky-Goldstar's total sales. According to data given by Park (1975), in 1974 

about 27 percent of Lucky-Gold Star's sales were accounted for by the refinery. As 

indicated in the earlier discussions about the oil refinery and Goldsta, Co., Lucky-Goldstar's 
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persistent pursuit of more profits and political Influence over bureaucratic decision making 

enabled it to emerge as a leading chaebol. In this sense, political economists would argue 

that the political economy In the 1960s resulted In Lucky-Goldstar's growth, which led it to 

change its organizational structure to the chaebol form. 

The chairman's statement earlier cited can also be construed as Implying that Lucky

Goldstar sought a growth-Oriented strategy In related markets. Following Chandler's 

proposition, Lucky-Goldstar's rise to a leading chaebol was a consequence of its growth

oriented strategy. However, as discussed in Chapter 2, the 1950s was not a decade of 

change in market conditions and the 1960s was not so different from the 1950s, even if the 

economic growth just started in the early 1960s. The history would rather Indicate that the 

preconditions for Lucky-Goldstar to seek a growth strategy were absent in the 1950s and 

1960s. Therefore, his theory seems to have little relevance to Lucky-Goldstar's development. 

Additionally, the Intraorganlzational political economy approach does not seem to be 

relevant here primarily because Lucky-Goldstar in the 1960s was almost completely 

controlled and managed by the founding family. At the time, more than twenty family 

members including the founder's five brothers and four sons extensively participated in 

management and nearly all top managerial posts were occupied by them. None of the 

eleven firms were publicly owned. Therefore, the founding family did not have to adopt a 

special structure that could enhance its power base and protect its Interests. 

Institutionalists would argue that Lucky-Goldstar imitated other forms of organization. But 

the theory of institutional isomorphism does not offer a plausible explanation for the rise of 

Lucky-Goldstar. The models that Lucky-Goldstar could emulate were Japan's zaibatsu and 

Samsung's chaebol. However, Lucky-Goldstar's connections with Japan were minimal, except 

that it started business during the colonial period and had some trade contracts with 

Japanese firms after the nation's liberation. In this context, some would rather argue that 

Lucky-Goldstar watched how Samsung was doing with the new form and then emulated the 
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form in the late 1960s since Lucky-Goldstar had established very close personal and 

institutional relationships with Samsung.' As discussed earlier, Lucky-Goldstar's organizational 

reform in 1968 was initiated to expedite the mobilization of the necessary funds for the oil 

refinery project and more effectively coordinate and control its subsidiary companies, which 

were showing a somewhat uncooperative and decentralizing tendency. Hence, it would be 

fair to say that Lucky-Goldstar's motive to reform its structure was rooted in the internal 

need to effectively mobilize the capital necessary for the refinery project and better 

coordinate its subsidiary companies. In other words, Lucky-Goldstar changed its structure to 

the chaebol form because of the "efficiency" concern rather than the "legitimacy" concem or 

the institutional pressure. 

II. Hvundai: the Chaebol of the 1970s 

As of 1988, Hyundai was the second-largest chaebol with thirty-eight member companies 

in eighteen industries and more than 110,000 employees (see Tables 2.1, 3.5, and 5.2). 

Hyundai became a chaebol in 1979, when it had twenty-nine companies in fourteen 

industries (see Table 3.6). To have a thorough understanding of the developmental 

processes of Hyundai and Daewoo, the historical setting of the 1970s is reviewed in the next 

section. 

A. Historical Setting of the 1970s. 

The 1970s was a decade of dramatic change In the modem history of Independent 

~e second son of the founder of lucky· Gold Star married the second daughter of the founder of Samsung. 
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Korea. On the political side, President Park, the two-term president, attempted to extend his 

presidency with a farfetched justlilcatlon that political leadership should not be changed In 

the middle of an aggressive Implementation of economic development plans. Since a third

term presidency was Illegal under the prevailing constitution, Park amended the constitution 

to legalize his third term In 1969 and won In the presidential election of 1971 by a narrow 

margin. In the course of legalizing his third term and campaigning for his presidency, Park's 

political leadership was seriously challenged by oPPosition groups. 

Facing continued political turmoil after the controversial passage of the new constitution 

and the presidential election, the Park government took an emergency measure In 1972, 

which further centralized President Park's power. In October 1972, President Park declared 

martial law, dismissed the national assembly, and prohibited political activities. The 

underlying rationale for such an undemocratic action was that a drastic change of domestic 

power structure was crucial to further continue economic development and actively respond 

to the rapidly changing external environments. Park justified his regime's undemocratic 

political measure and his authoritarian regime by maintaining that his new political structure 

could be instrumental in making Korea an affluent society around the end of the 1970s. He 

presented a blueprint that Korea's exports could reach more than ten billion dollars and per 

capita income would be more than one thousand dollars around the end of the 1970s (Cho, 

1987:51; S.Kim, 1987:158). 

Lnder the new political system, two more Five Year Economic Development Plans 

(FYEDP), the third (1972-1976) and the fourth (19n-1981), were carried out. The third 

FYEDP In particular exhibited a few notable changes In the government's Industrial policies. 

One of them was that the new political regime emphasized the development of heavy and 

chemical Industries to make Korea an advanced economy by the late 1970s (E.Kim, 

1987:118-120; S.Kim, 1987:160). President Park and his staff thought that Korea's 

competitive edge, based on exports of cheap labor-intensive goods, was not expected to 
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continue in years to come primarily because of the emergence of other underdeveloped 

countries with cheap labor. Hence the Korean government designated some of the heavy 

and chemical Industries as the strategic Industries that were entitled to a number of strong 

Incentives Including import protection, preferential credit allocation, preferential taxation, and 

new entry control. The following six industries were designated as strategic industries: steel, 

electronics, petrochemicals, shipbuilding, machineries, and nonferrous metals. However, the 

first oil crisis in the early 1970s posed a serious threat to the Korean economy, which was 

totally dependent on crude oil from the Middle East, and severely hampered the 

implementation of ambitious economic growth plans through the development of heavy and 

chemical industries. 

By 1976, the Korean economy was able to resume its previous pace of economic growth 

thanks largely to the general recovery of the global economy, the Korean government's 

concerted efforts, and the Inflow of proceeds from overseas construction contracts. 

Throughout the 1970s many Korean construction companies were awarded very lucrative 

contracts In the Middle East. The proceeds from the Middle East were critical enough to 

make the Korean economy turn around. The volume of construction contracts In the Middle 

East rose from $24 million in 1973 to $2.4 billion in 1976 (S.Klm, 1987:165). 

The experience gained from the first oil crisis made the Korean government work out a 

special measure to further promote Korea's exports. Inspired by the success of Japan's 

Sogo Sosha (a large-scale general trading company), the Korean government had studied 

Sogo Sosha since the early 1970s. The government expected that a handful of Sogo Sosha

like organizations specializing In export trading would promote export, thus further developing 

the Korean economy. In 1975, the Korean government created Jonghap Sangsa, a Korean 

version of Sogo Sosha, to counter the negative impact of the (,II shock on the Korean 

economy. The Korean government made a special law for Jonghap Sangsa and set up such 

strict requirements as the amount of export volume and the extent of diversity of export 
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products and regions (Cho, 1987:50-52; also see Table 3.19). Jonghap Sangsas were 

subject to the government's assessment to determine If they could maintain the prestigious 

status of Jonghap Sangsa. Insofar as those companies met the strict requirements, they 

could receive political and economic support and preferential treatment from the Korean 

government. 

In 1979, Korea was confronted with economic and political chaos again. On the 

economic side, the second oil shock made the Korean economy stagger, and the global 

depression triggered by the second oil shock gave Korea's export-driven economy a fatal 

blow. On the political side, the rising anti-establishment movement against Park's eighteen

year-old authoritarian regime resulted in widespread civil riots and labor unrest. In the midst 

of political and economic turmoil, President Park was assassinated by the then head of the 

KCIA, and the whole country went through chaos until the early 1980s. 

B. Business History of Hyundai 

The founder of Hyundai is J. Y. Chung. He has quite a different background from Lee 

of Samsung and Koo of Lucky-Goldstar. While Lee and Koo were finanCially supported by 

their family members when they started their businesses, Chung is literally a seH-made 

entrepreneur in the sense that he did not receive any financial support from his family. 

Chung was also less educated than Lee and Koo, apparently because of his family's lack of 

financial resources to send him to an Institution of higher education. 

Chung was born in a village in an eastern province of Korea in 1915, five years after 

Japan's annexation of Korea, as the first son of an average farmer. He first aHended a 

traditional Confucian sodang for a few years and at the age of fourteen finished his only 

education in a modern elementary school. In 1933, at the age of eighteen, he went to 
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Inchon, the eastern seaport of Korea, where he worked as a port laborer and then moved to 

Seoul to become an errand boy at a rice mill. His hard work impressed the owner of the 

mill, who promoted him to the position of bookkeeping clerk. Several years later, he was 

able to buy the mill, which was to be closed because of the owner's family problems. In 

1938, at the age of twenty-three, Chung started his own bus/ness of rice retailing. His shop 

prospered until he had to close his business because of the colonial government's directive 

to control the rice trade during the Sino-Japanese War. For about five years from 1940 until 

the nation's liberation in 1945, he was engaged in the businesses of automobile service and 

shipping mineral ores in a mining region (Hyundai Konsul Jushik Hoisa, 1982:32-36; Jones 

and Sakong, 1980: 292-295). 

After the nation's liberation in 1945, he established Hyundai Automobile Service Co. in 

1946 and Hyundai Togon Co. in 1947 in Seoul. The two companies were merged in 

Hyundai Construction Co.7 in 1950. 

With the onset of the Korean War in 1950, Chung moved to Pusan. Throughout the war, 

Hyundai Construction was awarded many contracts by the Korean government and the U.S. 

Army. After the war, the construction industry was noticeably booming because of the 

skyrocketing need to reconstruct industrial and housing facilities destroyed by the war. 

Hyundai Construction capitalized on the boom and made its initial fortune. In the late 1950s, 

Hyundai Construction had already become one t;)f the largest construction firms. However, 

Hyundai did not reach the level that Samsung and Lucky-Goldstar did in the 1950s. 

Hyundai laid Its foundation during the government-led construction boom In the 1960s. 

While carrying out the first and second Five Year Ec.onomlc Development Plans, the Park 

government initiated many infrastructural projects like highways, electric power plants, dams, 

and seaports. The most noteworthy project was the nation's first expressway between Seoul 

7Hyundai Construction Co., which has been regarded as the founding firm of the Hyundai chaebol, changed its 
name to Hyundai Engineering and Construction Co. in 1981. 
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and Pusan. This project was the largest of this kind in the history of Korea. The total 

construction cost was estimated to be 42.97 billion won In 1967. In the same year, the total 

budget of the Korean government was 164.3 billion won (Dongkwang Chulpansa Pyunjeep 

Bu, 1986:14). At the planning stage, many experts and bureaucrats, although admitting the 

necessity for the highway, opposed the project mainly because of the astronomical 

construction cost. What made the seemingly Impossible project become a reality was 

President Park's determination and Chung's strong backing. Throughout the construction 

period, Chung was an unofficial adviser of President Park regarding the technical aspects of 

the highway and Hyundai remained the largest contractor because of its prior experience in 

constructing similar types of expressways (Hyundai Konsul Jushik Hoisa, 1982: 128-134).8 

After this project, Hyundai won the lion's share of the major construction projects initiated by 

the government and received many visible and invisible favors from either the government 

itself or the president himself In the bids for government constructions. By 1965 Hyundai's 

contract volume was already the highest In the nation. Since the 1960s, Hyundai has never 

lost its poSition as the number one construction firm In Korea (Hyundai Konsul Jushik Hoisa, 

1982:100; Jones and Sakong, 1980:357). 

Throughout the 1950s and 1960s, the political economy was a critical factor in 

Hyundai's development. At the time, the government was the largest and dominant 

contractor. In most cases, bidding processes were not competitive and contracts were 

awarded to a group of construction firms that were loyal to the political regime. Under these 

circumstances, no construction firms could have survived without paying close attention to 

the political environment. It is no wonder that Hyundal has been always in the pro-regime 

camp since Its Inception. As shown in Table 3.8, more than 80 percent of Hyundai's 

contracts stemmed from the government. These figures Indicate that Hyundai has been on 

good terms with the government. 

'Hyundai constructed highways in Thailand in 1965. 
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In the 1960s, Hyundai diversified to the automobile Industry. In the 1960s, the automobile 

industry was one of the most profitable Industries. Hence, many business groups were trying 

to obtain the government's approval for Investment In the Industry. In October 1967, Hyundai 

was given an Investment license to build a new automobile manufacturing plant. It Is a 

matter of course that Chung's personal ties with President Park and other high-ranking 

government officials played a key role In the course of obtaining the Investment license. 

After a rugged start In the late 1960s and the early 1970s, Hyundai Motor Co. emerged as 

the largest automobile manufacturer In the m1d-1970s thanks to its very popular model, the 

Pony, predecessor of the presently popular Excel. Since the mid-1970s, it has maintained its 

position as the largest automobile producer in Korea. 

In the 1960s, Hyundai was not one of the top business groups. It was much smaller 

than Samsung, the largest business group in the 1960s (see Table 3.9). It was only a 

business group formed around the construction Industry (see Table 3.7). Of six firms In 

Hyundal In 1969, only Hyundai Motor was not related to Hyundai Construction. The other 

four firms were construction material manufacturing firms (Kum Kang Slate Manufacturing, 

Hyundai International, and Hyundai Concrete) and a construction material transporting firm 

(Kyung /I Transportation). 

Hyundai made great strides in the 1970s. It became the largest chaebol In the late 

1970s ahead of both Samsung and Lucky-Goldstar. Hyundal's epoch-making growth In the 

1970s was due to its entry into the international construction business and shipbuilding 

Industry. Hyundai obtained its first overseas contract In 1966, a highway construction project 

for the U.S. military forces In Thailand and dredging work in Vietnam (Hyundai Konsul Jushik 

Ho/sa, 1982:128-141; Jones and Sakong, 1980:357). Hyundai won more contracts with the 

expansion of U.S. war preparations In Southeast Asia and established itseH as a reliable 

construction company. The experience gained In Southeast Asia helped Hyundal to 

successfully get Into the Middle East construction market. In 1976 alone Hyundai was 
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awarded a historic industrial port project worth $931 million at Jubail, Saudi Arabia (Jones 

and Sakong, 357:1980; Jung, 1987:298). It was the largest contract of this kind In the Middle 

East. The inflow of huge amounts of construction proceeds from the Middle East enabled 

Hyundai to become the largest chaebol in the late 1970s (see Table 3.10 and 3.11). 

Hyundai diversified into the shipbuilding Industry In the 1970s. At the time, the Korean 

government was looking for a private enterprise that could undertake a world-class 

shipbuilding plant. The construction of a shipbuilding plant to build super tankers of over 

200,000 tons requires a huge amount of financial, technical, and human resources. However, 

no shipbuilding firm in Korea had accumulated technology to build a ship larger than 10,000 

tons. Furthermore, the enterprise that would take over the project of constructing a 

shipbuilding plant was supposed to raise the necessary capital in the international financial 

market and also obtain orders for super tankers. To make matters worse, the construction 

of a dockyard and the building of super tankers should have been undertaken at the same 

time. It was a tremendous task. Thus, most leading chaebols were hesitant to partiCipate In 

the shipbuilding Industry. Under these circumstances, .President Park, realizing the 

significance of the shipbuilding industry in achieving the third Five Year Economic 

Development Plan, strongly urged Hyundai to take over the project of building a world class 

shipbuilding plant. However, Hyundai had to overcome many obstacles. The most serious 

problem for Hyundai's taking over this project was that it had no experience in building ships 

of any kind. It is a very well-known a.necdote that the only thing Chung could show to 

international bankers and prospective tanker owners was a picture of a sandy beach where 

Hyundal's dry dock was to be constructed. So Hyundal came up empty In Its repeated 

attempts to mobilize capital in the International financial market and find possible orderers for 

super tankers. In 1972 Hyundai, backed by the Korean government and President Park, 

finally managed to mobilize enough capital through a financial consortium. In the same year 

an agreement was subsequently reached between a Greek shipowner and Hyundai. 
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According to the agreement, Hyundal was supposed to deliver two vessels of 240,000 and 

260,000 tons In two-and-a-half years (July and December 1974). Although It was a 

tremendous task to construct its own shipyard and build super tankers at the same time, the 

first tanker was started in March 1973 and was delivered in November 1974 (Hyundai 

Konsol Jushik HOisa, 1982:205-218; Jones and Sakong, 1980:357; Jung, 1987:298). 

The shipbuilding Industry usually encompasses many related heavy industries. Hyundai's 

entry into the shipbuilding bus/ness enabled it to further diversify to many other related 

industries. Of the twenty-nine firms in 1979, eleven of them were directly or indirectly related 

to Hyundai Heavy Industries Co. (see Table 3.12). By establishing many firms in heavy 

industries in the 1970s, Hyundai became the leading business group concentrating in heavy 

Industries and made itself a chaebol centering around the three core firms: Hyundai 

Engineering and Construction Co., Hyundai Motor Co., and Hyundai Heavy Industries Co. 

Sy 1979, Hyundai had become the largest chaebol (see Table 3.11). As shown in Table 

3.13, all of Hyundai's manufacturing outputs In the 1970s came from heavy industries. 

Hyundai's emergence as the largest chaebol in the late 1970s is therefore closely 

interrelated to its concentration in heavy industries, which had been designated by the 

government as "strategic industries." Alternatively speaking, Hyundai's dramatic growth in the 

1970s may have been due to its adaptation to the government's industrial poliCies. 

In 1979, Hyundai had twenty-nine member firms. It was Impressive growth when 

compared with six other firms in 1969 (see Table 3.6 and 3.7). Of twenty-five firms that 

became member companies after 1970, only four of them were acquired, and the remaining 

twenty-one firms were established with Hyundai's own capital, which could also reflect 

Hyundai's financial success in the 1970s. 

All of Hyundal's member companies have been under the direct control of Chung and 

his family. Although data about stock ownership controlled by the founding family before 

1980 are not available, the stock ownership distribution of Hyundai's four subsidiary 
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companies, which offered their stock to the public In 1981, Indicates that the founding family 

and Hyundai's core companies owned almost half of the stock of those companies (see 

Table 3.14). The founding family also extensively participated in management of all of the 

subsidiary companies. More than ten of the family members, Including the founder, his three 

brothers, and five sons, occupied most of the top management posts. 

In 1979, Hyundai established a central office, the Office of General Planning and 

Coordination. By establishing this office, Hyundai finished changing its structure to the 

chaebol form. 

C. Discussion 

The case of Hyundai is so complicated that it is not easy to figure out which theories 

are more capable of explaining its developmental processes. Hyundai's inlt/al growth was 

clearly due to the political economy. In the 1950s and 1960s Hyundai made a fortune in the 

government-led construction boom. Hyundai's dependence on government contracts is 

evident in data showing that more than 80 percent of Hyundai's construction contracts came 

from the government (see Table 3.8). If Hyundal had not been on good terms with the 

government, it could not have emerged as the largest construction firm in the 1960s. With 

considerable funds accumulated from the construction business, Hyundal started to expand 

to related and unrelated markets. First it diversified to the automobile industry. Since new 

Investments In this Industry were subject to government approval, there Is no doubt that 

Hyundal took advantage of its amicable relationship with President Park and the political 

regime. 

Hyundai's growth in the 1970s and 1980s was precipitated by its entry into heavy 

industries. Since most heavy industries were designated by the Korean government as 
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strategic industries, Hyundai was also entitled to government subsidies and protection. As 

shown in Table 3.13, Hyundai's share of manufacturing outputs from heavy industries was 

the highest among the four chaebols In the 1970s. Hyundal's rise to the number one 

chaebol In the late 1970s Is closely related to Its concentration In heavy Industries. Hyundai's 

development clearly Indicates that the political economy has been a major factor In Its 

development as one of the leading construction firms In the 1950s and the 1960s and as a 

leading chaebol concentrating in heavy industries in the 1970s. 

However, the political economy does not complete the entire scenario of Hyundai's rise 

to the leading chaebol. Hyundai also adapted itself to changing market conditions. The 

driving force that led Hyundai to emerge as the largest chaebol in the late 1970s was 

overseas construction contracts. Once Hyundai accumulated wealth in the 1960s primarily 

from the government's construction contracts, it went overseas to cope with the uncertain 

future of government-led construction projects and to circumvent the growing competition in 

the domestic construction market. Hyundai's entry into the Middle East construction market 

enabled Hyundai to accumulate a great deal of capital. Through abundant funds available 

from overseas construction contracts and heavy manufacturing businesses, Hyundai 

established and acquired many firms in related as well as unrelated markets. In 1979, 

Hyundai managed to own twenty-nine member firms In fourteen industries. This is quite an 

impressive accomplishment when compared with six subsidiary companies in five industries 

in 1969 (see Tables 3.6 and 3.7). In this sense, It can be said that Hyundai sought a growth 

strategy in related markets in the 1970s, and Hyundal's organizational change to the chaebol 

form In 1979 was driven by the growth strategy. However, this argument does not seem to 

give adequate consideration to the premise of Chandler's theory. Market conditions in the 

1970s, characterized by economic boom and bust at home and abroad on account of 

continued oil crises, do not seem to have Influenced Hyundai to pursue a growth strategy. In 

other words, the unstable economy did not call for Hyundai to seek growth~riented 
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strategies and Hyundai's pursuit of growth strategies was not propelled by changing market 

forces. In this sense, Chandler's argument does not seem a plausible explanation about 

Hyundal's emergence as a leading chaebol. 

The pattern of Hyundai's development In the 1970s looks different from that of other 

chaebols. Hyundal's growth In terms of the number of companies was primarily driven by Its 

strategy of making several divisions of its three giant multidivisional firms legally autonomous 

firms.D As Indicated In Table 3.12, four of ten construction-related firms used to be divisions 

of Hyundai Construction. Also, four of eleven satellite firms of Hyundai Heavy Industries used 

to be its divisions. Hyundai Motor also had two related firms that used to be its divisions. In 

other words, ten of twenty-nine member firms in 1979 used to be divisions of three core 

firms. Generally speaking, the full-scale advancement of shipbuilding, automobile, and even 

construction industries does not occur without the parallel development of other related 

industries (e.g., metal industry). Since those related Industries were quite underdeveloped in 

Korea In the 1960s and 1970s, Hyundai's developmental pattern can be regarded as an 

effort to overcome underdeveloped markets through continuous intemalization of transactions. 

In other words, Hyundal had to internalize many technologically related transactions within 

the three giant muHidivisional firms. Hence, some would argue that Williamson's transaction 

cost economics is a better theory to account for Hyundai's tremendous growth in the 1970s, 

which was led by the three multidivisional firms. 

However, one Interesting phenomenon has not been explained by his theory. Why did 

Hyundal make some divisions within the three muHidivlsional firms legally autonomous and 

Independent firms? From the standpoint of an efficiency-oriented theory like Williamson's, this 

development does not seem to make much sense since that kind of structural change 

usually requires more human (creation of more poSitions) as well as financial resources 

'For instance, Hyundai Construction had cement manufacturing, concrete mixing and manufacturing divisions, 
and a division producing furniture and other wood products. Hyundal Heavy Industries Co. also had many divisions 
(e.g. divisions of chemical engineering, electrical engineering, and heavy motor engines for vessels. 
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(mobilization of more paid-in capital). Hence, It Is likely that there was another motive for 

Hyundai's structural changes. In the late 1970s other leading chaebols, which competed 

fiercely with Hyundal, had many legally autonomous subsidiary companies. For Instance, In 

1979, Samsung had twenty-seven member companies; Lucky-Goldstar had thirty-seven 

member companies; Daewoo had twenty-five member companies. Hence, Hyundal seems to 

have wanted to match other top chaebols In terms of the number of subsidiary firms and let 

external constituencies know of its emergence as the largest chaebol of the 1970s. 

According to this view, Hyundai changed its structure on account of the "legitimacy" concern, 

not the efficiency or political concern. In this sense, the theory of Institutional Isomorphism 

seems to be a better approach to explain the Internal motive for Hyundal to adopt the 

chaebol structure in the late 1970s. Thus, the direct motive for Hyundai to adopt the chaebol 

form in the late 1970s seems to be more persuasively explained by the theory of institutional 

isomorphism. 

Although the case of Hyundai is somewhat complicated, the Interorganizational political 

economy was a major factor in its development as a leading chaebol in the 1970s. The 

perspective of transaction cost economics seems to be particularly useful to understand 

Hyundai's diversification in the 1970s Into heavy Industries. Hyundai had to Internalize 

transactions to overcome underdeveloped markets for raw and Intermediate products for 

heavy manufacturing. The theory of institutional Isomorphism seems to offer a plausible 

interpretation of the phenomenal proliferation of Hyundai's subsidiary companies in the 

1970s. This theory would posit that Hyundai adopted the chaebol structure to make Itself 

similar to the leading and older chaebols in order to let the external constituency be aware 

of its rise as the number one chaebol. However, the Intraorganizational political economy 

does not seem to be a factor of significance. Since Hyundai has been tightly controlled by 

the founding family (see Tables 3.14 and 5.3), there has been little room for an internal 

power struggle amongst coalitions. 
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III. Daewoo: the Front-runner of the New Generation 

Uke Hyundai. Daewoo is the chaebol of the 1970s. Daewoo is the fourth largest and the 

front-runner of the new generation of chaebols that began to emerge In the 1970s. At the 

end of 1988. Daewoo had thirty one member companies in fourteen industries with about 

100.000 employees (see Tables 2.1. 3.16. and 5.2). In a IiUle more than two decades from 

1967 to 1988. a small trading company grew Into a huge business group: from twenty-five 

companies in sixteen Industries in 1979 to thirty-one companies in fourteen industries in 

1988 (see Tables 3.15 and 3.16). Daewoo's tremendous growth is comparable to Hyundai's 

but its business history is much shorter. As compared with the other three older chaebols, 

Daewoo went along a quite different path. If the older chaebols started as inward-looking 

manufacturing and construction firms rooted in the domestic market in their formative stages, 

Daewoo started as an outward looking, export-oriented firm from its formative stage. 

A. Business History of Daewoo 

W. J. Kim, the founder. was born in Seoul in December 1936 to a family of educators. 

When he was an elementary school boy, the nation was liberated from the Japanese 

occupation. Unlike the founders of the older chaebols, Daewoo's founder grew up in the 

independent Korea and did not start his entrepreneurial career under the colonial regime. All 

of his family members were well educated. His parents were among the limited number of 

college graduates in the colonial days and one of his elder brothers holds a U.S. Ph. D. in 

economics. He also aUended one of the top high schools and colleges in the 1950s under 

the Rhee regime. 
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Kim's entrepreneurial history started with the establishment of Daewoo Industries Co., an 

export trading firm, In 1967. After working at an international trading company for several 

years as a sales manager handling export of textiles and apparels, he quit the company to 

start his own bus/ness. The capital necessary for the new venture was provided by one of 

his partners. Daewoo's initial success came from the export trade. It produced and exported 

textiles and wearing apparel to Singapore, Indonesia, and Africa. Daewoo's export volume 

jumped to $3,000,000 in 1968 from $580,000 In 1967 (see Table 3.17). In 1968, only a year 

after its establishment, Daewoo became one of the leading firms exporting textile goC?ds to 

the countries in Southeast Asia and Africa (Jung, 1987:238). 

Kim's entrepreneurial foresight was very instrumental in Daewoo's explosive development 

in the 1970s. In the late 1960s, the United States was the largest market for Korea's textile 

,and wearing apparel exporters, including Oaewoo. Daewoo's exports to the United States 

have been increasing since its establishment. But Kim felt that the United States government 

would soon impose the quota system to curb the ever-increasing number of imports coming 

from Korea, Taiwan, and Hong Kong. If the quota system was implemented, he expected the 

size of quotas assigned to each firm and each country was going to be assessed on the 

basis of the export volume of the past years. In order to be in a better position in case the 

quota system was implemented, Daewoo exerted an all-out effort to increase its export 

volume to the United States. As a result, Oaewoo's export volume soared by five times in 

1971. As expected, the United States government started to impose the export quota system 

on major textile-goods-exporting countries in 1972 on the basis of the export volume of the 

past years. At that time most textile and apparel exporters to the United States speculated 

that the quota system would be Implemented in the future. But few of them anticipated that 

the time would come so soon. Since Daewoo had prepared in the preceding years, it 

immediately became the largest recipient of textile quotas in Korea. By this method, Daewoo 

became the largest textile and wearing apparel exporting firm in Korea and even in Asia 
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(Chosun llbo Kyungje Bu, 1983:69-70; Jung, 1987:239). 

The proceeds from the export of textiles and apparel gave Daewoo momentum to further 

diversify its businesses to related and unrelated industries. By 1975, Daewoo had acquired a 

total of seventeen firms (ten firms in 1973) (see Table 3.20). The product lines of those 

acquired firms ranged from leather, construction, machinery, and apparel to securities 

brokerage. The capital necessary for this diversification was by and large self-financed. In 

addition to its own capital, export financing subsidized by the government was another 

important source of capital necessary for Daewoo's expansion (Chosun I/bo Kyungje Bu, 

1983:77). At the time, the Korean government was providing many incentives and subsidies 

to exporters. One of them was export financing. Export financing was a very generous form 

of government subsidy that was provided to any exporter with a letter of credit. Once an 

exporter received a letter of credit. it was entitled to export financing up to 90 percent of the 

amount specified in the letter of credit. Export financing was provided by the govemment

controlled banks, and the pertinent interest rate was sometimes lower than the interest rate 

for time deposit. Until the exporter started to use the export financing to purchase raw 

materials necessary to produce exporting goods, the export financing could be used for other 

purposes. At the time, the real interest rate for export financing was negative.10 Hence, it 

was no exaggeration to say that the export volume of a firm virtually determined its 

economic and political status. 

The turning point in Daewoo's business history waG the designation of Daewoo Industries 

Co., the founding firm of Daewoo. as one of the Jonghap Sangsas. This designation was 

important in two respects. Arst, since each of the companies designated as Jonghap Sangsa 

was a trading arm of large business groups at the time (e.g. Samsung and Lucky-Goldstar), 

Daewoo's designation made people aware of Daewoo as one of the emerging stars in the 

"'The real interest rate refers to the rate which comes up as a result of deducting the inflation rate from the 
nominal bank lending rate. 
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business world. Second, Daewoo's all-out effort to become a Jonghap Sangsa explains the 

rapid growth in 1970 through 1975. In the early 1970s, Daewoo came to sense the Korean 

government's plan regarding the creation of a special organization to boost exports (Cho, 

1988:132). Upon realizing that the gcwernment would create an organization that was very 

similar to Japan's Sago Sasha, Daewoo's management further realized that becoming a 

Jonghap Sangsa would be a springboard to one of the leading chaebols. To get fully 

prepared for the government's screening process for the new organization, Daewoo sent an 

expedition in 1971 to Tomen, a Sago Sosha, to study how Sogo Sosha worked. Additionally, 

Daewoo formed a task force in 1973 to acquire many firms (Chosun llbo Kyungje Bu, 

1983:75) and began acquiring as many firms as it COUld. Since Daewoo started as a export

oriented firm, its domestic foundation in businesses other than textiles and apparel was not 

solid. To further strengthen Its domestic foundation, Daewoo had no alternative but to 

acquire as many firms as possible. Consequently, Daewoo diversified into such businesses 

as leather, dyeing, real estate, machinery, finance and insurance, precision, cosmetics, and 

electronics (see Table 3.20). However, there does not seem to have been any systematic 

pattern of diversification. In other words, Daewoo's diversification was not driven by a weI/

planned, step-by-step strategy to organically diversify into related markets. Daewoo's 

aggressive diversification into unrelated industries stemmed rather from the government 

policy of creating Jonghap Sangsa. As shown in Table 3.19, the government specified very 

strict prerequisites for Jonghap Sangsa. To meet the requirements set out by the 

government, Daewoo should have diversified Its export items and regions. The only way to 

diversify their export items in a short period of time was to acquire as many firms as 

possible. Hence, Daewoo's aggressive pursuit of growth-oriented strategies through 

continuous acquisitions was propel/ed by the government's policy regarding the creation of 

Jonghap Sangsa. 
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In 1975 Daewoo changed Its structure to the chaebol form by establishing the Division of 

Group Planning and qoordinatlon. By 1975, Daewoo had already become a business group 

with eleven firms In nine industries (see Table 3.18). The most notable fact about Daewoo's 

development Is that eight of the eleven firms in 1975 were acquired. Only three firms were 

established by Daewoo. 

Another point to be noted Is that Daewoo changed Its structure to the chaebol and was 

designated as one of the first Jonghap Sangsa in the same year. It Is not a mere 

coincidence that the two changes took place in the same year, in the sense that Daewoo 

may have changed its structure to send a message to external constituencies that it was 

ready to be designated as one of the Jonghap Sangsas. All Jonghap Sangsas designated by 

the government in 1975 and 1976 were trading arms of then-dominant and established 

chaebols like Samsung, Lucky-Goldstar, and Ssang Yong. Under these circumstances, 

Daewoo may have needed to let people. know, by making its structure similar to then-leading 

business groups, that it had become one of the newly risen business elite. 

B. Discussion 

Chandler's followers would argue that Daewoo pursued a growth strategy in the 1970s 

because it acquired more than twenty firms in that decade.11 However, the case of Daewoo 

illustrates that Chandler's argument Is not plausible because It falls to account for why 

Daewoo diversified to many unrelated markets in so short a period of time. The early 1970s, 

when Daewoo became a chaebol, was not a good time for business groups' to use a 

growth-oriented strategy because the Korean economy at the time was in serious trouble as 

"For the first half of 1970s (1970-1975), Daewoo acquired sixteen firms and established one firm (for more 
detail, see Table 3.20). 
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a result of the first oil crisis and the subsequent economic downturn at the global level. The 

oil crisis hit hard some enterprises that were heavily dependent on International trading: It Is 

inconceivable that the unstable market forces In the 1970s made Daewoo, which was an 

export-oriented firm, seek growth-oriented strategies. Hence, Daewoo's growth strategy was 

not driven by changing market conditions. 

From Williamson's perspective, Daewoo's unprecedented growth in the 1970s can be 

understood as a phenomenon of continued internalization of transactions. In the period from 

1970 through 1975, the year when Daewoo changed its structure to the chaebol form, it 

diversified into such businesses as leather, dyeing, real estate, machinery, finance and 

Insurance, precision, cosmetics, and electronics (see Table 3.20). However, Daewoo's pattern 

of development does not imply that Daewoo used any preplanned and step-by-step strategy 

to organically diversify into related markets. Since Daewoo expanded its businesses without 

regard to whether prospective firms or businesses were related to its current businesses In 

the early 1970s, the motive for Daewoo's Intemalization of as many transactions as it could 

may not hav(~ been associated with "economic efficiency." If Daewoo had been interested In 

economic efficiency, it should have diversified its businesses more organically into related 

markets. 

Daewoo's rise as one of the prominent chaebols can rather be accounted for more 

cogently by the Interorganizational political economy theory. Daewoo's rapid growth was 

largely aHributable to the Korean government's export-driven economic development policy. 

In the process of Its dramatic growth in the 1970s, Daewoo could take advantage of many 

subsidies and financial supports that were available to all exporting firms. After making its 

initial fortune through export trading of textile and wearing apparel, it aggressively diversified 

its businesses into many unrelated markets through the acquisition of many small- and 

medium-sized firms. The Immediate cause for Daewoo's acquisition of those firms was to 

make ItseH one of the Jonghap Sangsas. To be designated as a Jonghap Sangsa, Daewoo 
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had to meet the minimum requirements regarding the number of firms, the number of 

products, and so on. Hence, Daewoo's rapid diversification Into many unrelated markets was 

neither due to its preplanned growth strategy nor due to Its continuous Internalization of 

transactions. Daewoo's aggressive diversification In the 1970s can be explained by its 

adaptation to the Industrial policy of the Korean government. 

It is also possible that Oaewoo changed its structure to convince external constituencies 

that it was ready to be designated as one of the Jonghap Sangsas. As discussed earlier, 

Daewoo changed its structure to the chaebol In 1975. In the same year, It was designated 

as one of the first Jonghap Sangsas. In this sense, the simultaneous occurrence of the two 

changes may not be a mere coincidence because the chaebol structure was the dominant 

organizational form among other business groups, which exerted an all-out effort to make 

their trading arms become Jonghap Sangsas. Under these circumstances, Daewoo may have 

emulated the organizational structure of the then-leading business groups. 

In sum, Daewoo's developmental pattern indicates that the interorganizational political 

economy theory is the dominant approach to explain its rise as a leading chaebol in the 

1970s. The theory of institutional isomorphism seems to be useful in understanding the 

motive of Daewoo's adopting the particular form of the chaebol organization. But this theory 

does not seem to offer an alternative interpretation of Daewoo's rapid development in the 

1970s. Becoming a chaebol is not an easy task because of the huge requirements for 

human, financial, and technological resources. It is therefore Inconceivable that some 

business groups without those resources could simply Imitate the well-diversified structure of 

other business groups. In this sense, Oaewoo's phenomenal growth in the 1970s can be 

more persuasively explained by the political economy approach, but the Internal motive of 

Daewoo's organizational reform in 1977 may be more cogently explained by the Institutional 

isomorphism perspective. Hence, Oaewoo's case seems to Imply that the theories of 

institutional Isomorphism and political economy can complement each other. 
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IV. Conclusion 

The analyses of the four chaebols show an interesting developmental pattern among 

them. Samsung's and Daewoo's development was accomplished in the absence of well 

designed growth strategies. Their growth can thus be characterized by the so-called octopus 

arm-like diversification. They diversified into any businesses showing profit prospects without 

regard to whether prospective businesses were related to their current lines of business. 

Lucky-Goldstar and Hyundai have developed their businesses more organically than 

Samsung and Daewoo. Hence, their businesses can be easily grouped Into several core 

areas. For instance, Lucky-Goldstar has been formed around two core industries: electronic 

and chemical. Hyundal's core industries are construction, automobile. and heavy 

manufacturing industries. 

It became clear through the case analyses of the four chaebols that interorganizational 

political economy was the major factor leading to the rise of chaebols. All four chaebols 

could not have existed If they had not maintained amicable relationships with the government 

and had not adapted themselves to the government's industrial policies. Hence. the 

interorganizational political economy approach Is the most useful theory in elucidating the 

rise of Korean chaebols. 

Other theories seem to manifest some limitations. The theory of institutional Isomorphism 

seems to have offered sound explanations for the rise of Hyundai and Daewoo. which 

emerged as leading chaebols in the 1970s. But this theory does not seem to adequately 

explain the rise of Samsung and Lucky-Goldstar. Since Samsung and Lucky-Goldstar can be 

regarded as the first generation of chaebols that emerged earlier than Hyundal and Daewoo. 

the theoretical adequacy of this institutional approach seems to stem from whether there 

existed a prototype organization that other organizations emulated. Hyundal and Daewoo. 

which emerged later. could watch Samsung and Lucky-Goldstar. but the latter did not have 
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any models on which they could paHem themselves. 

Chandler's theory accounting for the rise of Korean chaebols is weak. However, its 

weakness does not stem from Its main proposition that strategy calls for structural reform, 

but from Its premise that growth strategy and structure presuppose economic and 

technological development. Hence, it seems that the Korean chaebols did not provide a good 

cross-cultural variation, which Chandler's theory recently seeks to explain. 

Williamson's transaction cost economics had limited capability for accounting for the rise 

of chaebols. Particularly, his theory seems to have provided a plausible explanation of the 

rise of Lucky-Goldstar and Hyundai, both of which have developed more organically in 

related markets. However, this theory does not seem to have offered meaningful 

interpretations for the rise of politically motivated and less organically developed chaebols 

like Samsung and Daewoo. 
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Table 3.1 

Names and Years of Establishment or Acquisition of 
Lucky-Goldstar's Member Companies in 1988 

1. Lucky Co. (1947) 
2. Lucky Gold Star International 

Corp. (1953) 
3. Gold Star Co. (1958) 
4. Honam Oil Refinery Co. (1966) 
5 Sung Yo Co. (1967) 
6. Lucky Advanced Materials (1968) 
7. Gold Star Electric Co. (1969) 
8. Gold Star Cable Co. (1969) 
9. Korea Tanker Co. (1969) 

10. Lucky Development Co. (1969) 
11. Global Petroleum Co. (1970) 
12. Gold Star Alps Electronics 

Co. (1970) 
13. Gold Star Foster Co. (1970) 
14. Lucky Insurance Co. (1970)* 
** Yonam Culture Foundation 

(1969) 
** Yonam Institute (1973) 
15. Gold Star Telecommunication 

Co. (1971) 
16. Heesung Co. (1971) 
17. Lucky Metals Corp. (1971)* 
18. Honam Tanker Co. (1972) 
19. Sung Ho Ind. Co. (1972) 
20. Lucky Securities Co. (1973) 
21. Gold Star Instrument & 

Electric Co. (1974) 
22. Gold Star Tele-Electric 

Installation Co. (1974) 
23. Heesung Metal Ind. Co. 

(1974) 
24. Samkyung Petroleum Co. 

(1975)* 
25. Gold Star Precision Co. (1976) 
26. Gold Star Electronic Devices 

Co. (1977) * 
27. Kukje Electric Wire Co. 

(1977) 
28. Bando Sports Co. (1978)* 

* Years of acquisition. 
** Nonprofit organizations. 
Source: Hoisa Yonkam (1989) 

29. Lucky Engineering Co. (1978) 
30. Lucky Petro-Chemical Co. (1978) 
31. Gold Star Semiconductor Co. 

(1979) * 
32. Gold Star Elec. Machinery 

Co. (1979) 
33. Pusan Investment & Finance 

Corp. (1980) 
34. Gold Star Investment & 

Finance Co. (1982) 
35. Samwoo Special Metals 

Co. (1982) * 
36. Gold Star Micronix Co. (1983) 
37. Hankuk Engelhard Corp. (1983) 
38. Lucky DC Silicone Co. (1983) 
39. Lucky Gold Star Sports Co. 

(1983) 
40. Gold Star Fiber Optics Co. 

(1984) 
41. Gold Star Honeywell Co. (1984) 
42. Gold Star Medical Systems 

Co. (1984) 
43. LG Ad. Inc. (1984) 
44. Yosu Energy Co. (1984) 
45. Bumin Mutual Savings & 

Finance Co. (1985) * 
46. Gold Star Software Co. (1985) 
47. Gold Star Hitachi Systems Co. 

(1986) 
48. Gold Star Industrial Systems 

Co. (1986) 
49. Lucky Gold Star Economic 

Research Institute (1986) 
50. Sei II Ind. Co. (1986) 
51. Gold Star Vacuum Apparatus 

Co. (1987) 
52. Lucky Polychemical Co. (1987) 
53. STM Corp. (1987) 
54. Heesung Tourism Dev. Co. (1988) 
55. LG Credit Card Co. (1988) 
56. Lucky Invest. Mgrnt. Co. (1988) 
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Table 3.2 

Names and Years of Establishment or Acquisition of Lucky-Goldstar's 
Member Companies in 1959 and 1969 

1. Lucky Chemical Co. (1947) 
2. Bando Sangsa Co. (1953) 
3. Gold Star Co. (1958) 
4. Lucky Oil & Fat Co. (1959) 

* Years of acquisition. 
** Nonprofit organization. 
Source: Lucky Saseep Nyon Sa ;IS87) 

1. Lucky Chemical Co. (1947) 
2. Bando Sangsa Co. (1953) 
3. Gold Star Co. (1958) 
4. Kukje Shinmun Co. (1964)* 
5. Honam Oil Refinery Co. (1966) 
6 Gold Star Sales Co. (1967) 
7. Sung-A Co. (1967) 
8. Sung Ye Co. (1967) 
9 Sung Yo Co. (1967) 

10. Honam Electricity Co. (1968) 
11. Korea Continental Carbon 

Co. (1968) 
12. Gold Star Communication 

Co. 
13. Gold 
14. Gold 
15. Korea 
16. Kyung 
17. Lucky 
** Yonam 

(1969) 
Star Cable Co. (1969) 
Star Electronics Co. (1969) 

Tanker Co. (1969) 
Nam Il Bo Co. (1969) * 
Development Co. (1969) 
Culture Foundation (1969) 



Table 3.3 

Names, Years of Establishment or Acquisition, and Industries of 
Lucky-Goldstar's Member Companies in 1968 

Industries 

1. Lucky Chemical Co. (1947) Chemical 
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2. Bando Sangsa Co. (1953) Wholesale & Retail (International 

3. Gold Star Co. (1958) 
4. Kukje Shinmun Co. (1964)* 
5. Honam Oil Refinery Co. (1966) 
6. Sung-A Co. (1967) 
7. Sung Ye Co. (1967) 
8 Sung Yo Co. (1967) 
9. Gold Star Sales Co. (1967) 

10. Honam Electricity Co. (1968) 
11. Korea Continental Carbon Co. 

(1968) 

* Year of acquisition. 
Source: Lucky Saseep Nyon Sa (1987) 

Trading) 
Electric & Electronic 
Culture (Newspaper) 
Petroleum 
Electric & Electronic 
Electric & Electronic 
Electric & Electronic 
Wholesale and Retail (Domestic) 
Electric 
Chemical 
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Table 3.4 

Lucky-Goldstar's Financial Data and Number of Employees 
---------------------------------------------------------------------
Year Sales* Export** Assets* Employees+ 

---------------------------------------------------------------------
1947-1966 N.A. 

1967 6 
1968 20 
1969 26 
1970 52 
1971 76 
1972 98 
1973 153 
1974 304 
1975 450 
1976 636 
1977 849 
1978 1,228 
1979 1,857 
1980 2,977 
1981 3,999 
1982 4,525 
1983 5,979 
1984 7,713 
1985 8,497 
1986 10,ll4 
1987 ll,917 

* unit: billion won. 
** unit: million U.S. dollars. 
+ unit: thousand employees. 

N.A. 

2 
3 

II 
31 
41 
48 
88 

175 
179 
356 
462 
655 
9ll 

1,078 
1,510 
1,800 
2,300 
3,200 
3,500 
4,500 
6,100 

N.A. N.A. 

N.A. N.A. 
N.A. N.A. 
N.A. N.A. 
N.A. N.A. 
N.A. N.A. 
N.A. N.A. 
ll8 23 
177 24 
268 30 
374 35 
479 39 
741 55 

1,354 53 
1,916 43 
2,286 43 
2,897 44 
3,300 53 
4,799 63 

. 5,523 70 
6,27l 90 
8,173 100 

Source: Office of Planning and Coordination of Lucky-Goldstar (1989) 
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Table 3.5 

Names and Years of Establishment or Acquisition of Hyundai's Member 
Companies in 1988 

1. Hyundai Construction (1950) 
2. Hyundai Motor Co. (1967) 
3. Keum Kang Development Ind. 

Co. (1968) 
4. Hyundai Heavy Ind. Co. (1973) 
5. Hyundai Engineering Co. (1974) 
6. Korea Flange Co. (1974) 
7. Hyundai Motor Service Co. 
8. Dong Su Industries Co. (1975) 
9. Hyundai Mipo Dockyard Co. (1975) 

10. Hyundai Pipe Co. (1975) 
11. Hyundai Merchant Marine Co. 

(1976) 
12. Hyundai Corp. (1976) 
13. Korea Kuwait Banking Corp. 

(1976) 
14. Koryeo Ind. Development Co. 

(1976) 
15. Hyundai Precision & 

Industries Co. (1977) 
16. Hyundai Housing & Ind. 

Development Co. (1977) 
17. Aluminum of Korea Ltd. (1978)* 
18. Hyundai Engine & Machinery 

Co. (1978) 
19. Hyundai Electrical Eng'ring 

Co. (1978) 

* Years of acquisition. 
** Nonprofit organization. 
Source: Hoisa Yonkam (1989) 

20. Inchon Iron & Steel Co. (1978)* 
21. Hyundai Wood Ind. Co. (1978) 
22. Ulsan Chemical Co. (1978)* 
** Asan Social Welfare Foundation 

(1977) 
23. Hyundai Steel Tower Ind. Co. 

(1980) 
24. Kore~ Alaska Dev. Co. (1981) 
25. Hyund:;;! Electronics Ind. Co. 

(1983) 
26. Hyundai Marine & Fire Ins. Co. 

(1983) * 
27. Korea Ind. Service Co. (1983) 
28. Hyundai Elevator Co. (1984) 
29. Sun Eel Shipping Co. (1984) 
30. Hyundai Economic Research 

Institute (1986) 
31. Hyundai Securities Co. (1986)* 
32. Korea Ind. Motor Co. (1986) 
33. Hyundai Aluminum Co. (1987) 
34. Hyundai John Brown Offshore. 

Engineering Co. (1987) 
35. KEFICO Co. (1987) 
36. Hyundai Petro-Chemical Co. 

(1988) 
37. Hyunclai Robot Ind. Co. (1988) 



Table 3.6 

Names, Years of Establishment or Acquisition, and Industries of 
Hyundai's Member Companies in 1979 

1. Hyundai Construction (1950) 
2. Keum Kang Co. Ltd. (1958) 
3. Hyundai Motor Co. (1967) 
4. Keum Kang Development Ind Co. (1968) 
5. Hyundai Cement Co. (1970) 
6. Hyundai Heavy Industries Co. (1973) 
7. Hyundai Engineering Co. Ltd. (1974) 
8. Korea Flange Co. (1974) 
9. Hyundai Motor Service Co. (1974) 

10. Korea Chemical Co. (1974) 
11. Dong Su Industries Co. (1975) 
12. Hyundai Mipo Dockyard Co. (1975) 
13. Hyundai Pipe Co. (1975) 
14. Seo Han Development Co. (1975) 
15. Asia Merchant Marine Co. (1976) 
16. Hyundai Corp. (1976) 

17. Korea Housing Dev. Co. (1976) 
18. Korea Kuwait Banking Corp. (1976) 
19. Korea Pavement Const. Co. (1976) 
20. Koryo Port Development Co. Ltd. (1976) 
21. Hyundai Precision & Industries Co. (1977) 
22. Halla Construction Co. (1977) 
23. Aluminum of Korea Ltd. (1978)* 
24. Hyundai Engine and Machinery Co. (1978) 
25. Hyundai Railway Train Mfg. Co. (1978) 
26. Hyundai Electrical Eng' ring Co. (1978) 
27. Hyundai Special Chemical Co. (1978) 
28. Inchon Iron & Steel Co. (1978) * 
29. Keum Kang Lumber Ind.Co. (1978) 

* Years of acquisition. 

Industries 

Construction 
Cement 
Transporting Machinery 
Service 
Cement 
Transporting Machinery 
Service 
Machinery 
Wholesale & Retail 
Chemical 
Cement 
Transporting Machinery 
Assembled Metal 
Construction 
Shipping 
Wholesale & Retail 
(International Trading) 
Construction 
Finance 
Construction 
Construction 
Precision 
Construction 
Metal 
Transporting Machinery 
Transporting Machinery 
Electric 
Chemical 
Metal 
Wood 

Source: Hyundai Konsol Samseep-O Nyon Sa (1982) and Hoisa Yonkam 
(1980) 
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Table 3.7 

Names and Years of Establishment or Acquisition of Hyundai's Member 
Companies in 1959 and 1969 

1. Hyundai Construction Co. (1950) 
2. Keum Kang Slate Mfg. Co. (1958) 

* Years of acquisition. 

1. Hyundai Construction Co. (1950) 
2. I\eum Kang Slate Mfg.Co. (1958) 
3. Hyundai Motor Co. (1967) 
4. Kyung II Transportation Co. 

(1968) 
5. Hyundai Enterprise Co. (1962) 
6. Hyundai Concrete Mfg. Co. 

(1969) 

Source: Hyundai Konsol Samseep-O Nyon Sa (1982) 



Table 3.8 

Share of Government Contracts in Hyundai's Construction 
Contracts (in percent) 

Year 

1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 

Average 

Government 

96.1 
97.9 

100.0 
95.7 
77 .8 
78.5 
71.5 
80.2 
84.7 
85.6 
87.3 
70.5 
95.8 
87.4 
96.5 
78.7 
96.9 
81. 8 
78.3 

86.4 

Civilian 

3.9 
2.1 

o 
4.3 

22.2 
21. 5 
28.5 
19.8 
15.3 
14.4 
12.7 
29.5 

4.2 
12.6 

3.5 
21. 3 

3.1 
18.2 
21. 7 

13.6 

Source: compiled from Hyundai Konsol Samseep-O Nyon Sa 
(1982) 
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Table 3.9 

Comparison of Size between Hyundai and Samsung i.',l thf';: 1960s 

1961 1962 1963 1964 1965 1966 

Sales 361 572 805 1,572 1,483 4,058 
Hyundai 

Assets 140 378 957 1,370 1,747 2,888 
--------------------------------------------------------------------

Sales 3,639 4,818 5,732 4,482 6,950 9,728 
Samsung 

Assets 1,986 3,216 4,514 6,571 8,850 11,074 
--------------------------------------------------------------------
Source: compiled from Hyundai Konsol Samseep-O Nyon Sa (1982) and 

Samsung Oseep Nyon Sa (1988) 



Table 3.10 

Overseas Construction by Four Chaebols (1974-1985) 

Chaebol Amount Share in Share in 
(U$ mil.) Chaebol National 

Sales (%) Total (%) 
---------------------------------------------------------

Hyundai 

Daewoo 

Samsung 

Lucky-
Gold Star 

1974-79 
1980-85 

1974-79 
1980-85 

1974-79 
1980-85 

1974-79 
1980-85 

1974-79 
1980-85 

6,342.5 
12,427.7 

491. 9 
5,737.9 

260.5 
1,445.5 

234.4 
1,036.2 

7,329.3 
28,387.3 

Source: S.Kim (1987:197, 273) 

48.8 
n.a. 

7.6 
n.a. 

3.2 
n.a. 

2.1 
n.a. 

29.0 
21.8 

2.3 
10.1 

1.2 
2.5 

1.1 
1.8 

33.6 
36.2 
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Table 3.11 

Top Ten Business Groups in 1972 and 1979 by Assets 

Hyundai 
Lucky-Gold Star 
Samsung 
Daewoo 
Hyosung 
Kukje 
Hanjin 
Ssang Yong 
Korea Explosives 
Sunkyong 

Unit: billion won. 
Source: S.Kim (1987:172) 

1972 

64 
131 
121 

16 
23 

9 
46 
72 
69 
44 

1979 

2,106 
1,088 
1,346 
1,328 

614 
554 
743 
669 
456 
309 
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Table 3.12 

Hyundai's Three Core Companies, Subsidiaries, and Industries in 1979 

Hyundai Engineering and Construction Co. 
1. Keum Kang Co. (1958) 
2. Hyundai Cement Co. (1970)* 
3. Hyundai Engineering Co. (1974)* 
4. Dong Su Industries Co. (1975)* 
5. Seo Han Development Co. (1975) 
6. Korea Housing Development Co. (1976) 
7. Korea Pavement Construction Co. (1976) 
8. Koryo Port Development Co. (1976) 
9. Halla Construction Co. (1977) 

10. Keum Kang Lumber Ind. Co. (1978)* 

Hyundai Heavy Industries Co. 
1. Korea Chemical Co. (1974) 
2. Korea Flange Co. (1974) 
3. Hyundai Mipo Dockyard Co. (1975) 

4. Hyundai Pipe Co. (1975) 
5. Asia Merchant Marine Co. (1976) 
6. Aluminum of I<orea Ltd. (1978) 
7. Hyundai Engine & Machinery Co. (1978)** 

8. Hyundai Train Manufacturing Co. (1978)** 

9. Hyundai Electrical Engr. Co. (1978)** 
10. Hyundai Special Chemical Co. (1978)** 
11. Inchon Iron & Steel Co. (1978) 

Hyundai Motor Co. 

Cement 
Cement 
Service 
Cement 
Construction 
Con:3truction 
Construction 
Construction 
Construction 
Wood 

Chemical 
Machinery 
Transportation 
Machinery 
Assembled Metal 
Shipping 
Metal 
Transportation 
Machinery 
Transportation 
Machinery 
Electric 
Chemical 
Metal 

1. Hyundai Motor Service Co. (1974) Wholesale & Retail 
2. Hyundai Precision & Industries Co. (1977) Precision 

Others 
1. Keum Kang Development Ind. Co. (1968) 
2. Hyundai Corp. (1976) 
3. Korea Kuwait Banking Corp. (1976) 

Service 
Wholesale & Retail 
Finance 

* These companies used to be divisions of Hyundai Construction Co. 
** These companies used to be divisions of Hyundai Heavy Industries 

Co. 
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Table 3.13 

Share of Heavy/Chemical Industrial Assets in 
Manufacturing Assets in 1972, 1979, and 1985 

1972 1979 

Mfg. H&C % Mfg. H&C % Mfg. 
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1985 

H&C % 
---------------------------------------------------------------------

Hyundai 25 25 100 

Samsung 74 28 38 

Lucky- 89 79 89 
Gold Star 

Daewoo a a 

Unit: current billion won. 
Source: S. Kim (1987:187, 267) 

1,005 

763 

1,088 

631 

1,005 100 4,000 4,000 100 

440 58 3,435 2,740 80 

1,088 100 3,660 3,660 100 

595 94 3,785 3,759 99 



Table 3.14 

Share of Stocks Controlled by the Founding Family 
of Hyundai in 1981 and 1988 

--------------------------------------------------------
Year Founder Core 

Family Companies Total 
--------------------------------------------------------
Hyundai Corp. 

Hyundai Motor 
Co. 

Hyundai Motor 
Service Co. 

Kukil 
Securities 

Average 
Average 

1981 
1988 

1981 
1988 

1981 
1988 

1981 
1988 

1981 
1988 

5.27 
6.81 

6.47 
7.52 

46.43 
18.99 

0 
0 

14.54 
8.33 

38.52 
32.34 

40.93 
22.65 

0 
14.63 

35.00 
29.85 

28.61 
24.87 

43.79 
39.15 

47.40 
30.17 

46.43 
33.62 

35.00 
29.85 

43.15 
33.20 

Source: For 1981, compiled from Hattori's data in Hattori 
(1984) and for 1988, compiled from Hoisa Yonkam 
(1989) . 
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Table 3.15 

Names and Years of Establishment or Acquisition of Daewoo's 
Member Companies in 1969 and 1979 

1. Daewoo Industries Co (1967) 1. Daewoo Industries Co. (1967) 

* Years of acquisition. 
Source: Hoisa Yonkam (1980). 

2. Koryo Leather Ind. Co. (1972)* 
3. Daewoo Development Co. (1973)* 
4. Dong Yang Securities Co. (1973)* 
5. Korea Capital Co. (1973)* 
6. Orient Investment & Finance 

(1973) 
7. Shinsung Tong Sang Co. (1973)* 
8. Daewoo Electronics Co. (1974) 
9. Daesung Industrial Co. (1975)* 

10. Daehan Kyoyuk Insurance Co. 
(1975) * 

11. Peeres Cosmetics Co. (1975) * 
12. Daewoo Engineering Co. (1976) 
13. Daewoo Heavy Industries Co. 

(1976) * 
14. Daewoo Machinery Sales Co. 

(1976) 
15. Korea Steel Chemical Co. (1976)* 
16. Dong Woo Development Co. (1976) 
17. Sorak Development Co. (1977) 
18. Dae Chang Enterprise Co. (1978)* 
19. Daewoo Shipbuilding & Heavy 

Machinery Co. (1978)* 
20. Dongwoo Mgmt. Consulting Co. 

(1978) 
21. Poong Kuk Oil Co. (1978)* 
22. Saehan Motor Co. (1978) * 
23. Shin-A Shipbuilding Co. Ltd. 

(1978)* 
24. Daewoo ITT Co. (1979) 
25. Tong Heung Electric Co. (1979)* 



Table 3.16 

Names and Years of Establishment or Acquisition of Daewoo's 
Member Companies i.n 1988 

1. Daewoo Corp. (1967) 
2. Daewoo Securities Co. (1973)* 
3. Daewoo Investment & Finance Co. (1973) 
4. Daewoo Electronics Co. (1974) 
5. Daesung Industrial Co. (1975)* \ 
6. Daewoo Engineering Co. (1976) \ 
7. Daewoo Heavy Industries Co. (1976)* 
8. Korea Steel Chemical Co. (1976)* 
9. Dong Woo Development Co. (1976) 

10. Sorak Development Co. (1977) 
11. Daewoo Shipbuilding & Heavy Machinery Co. (1978)* 
12. Dongwoo Management Consulting Co. (1978) 
13. Poong Kuk Oil Co. (1978)* 
14. Daewoo Motor Co. (1978) * 
15. Shin-A Shipbuilding Co. Ltd. (1978)* 
16. Daewoo Engineered Product Co. (1979) 
17. Daewoo Telecornm. Co. (1980) 
** Daewoo Culture and Welfare Foundation (1980) 
** Daewoo Educational Institute (1980) 
18. Daewoo Precision Co. (1981) 
19. Orion Electric Co. (1981)* 
20. Daewoo Electronic Components Co. (1983)* 
21. Daewoo Automotive Components Co. (19~4) 
22. Daewoo Research Institute (1984) 
23. Kyung Nam Enterprises Co. (1984) 
24. Daewoo Carrier Corp. (1985) 
25. Daewoo HMS Co. (1985) 
26. Koram Plastic Co. (1985) 
27. Kyung Narn Metal Co. (1985)* 
28. Daewoo Sikorsky Aerospace Ltd. (1986) 
29. Daewoo Electric Motor Industries Co. (1987) 
30. Shinhan Engineering and Construction Co. (1987) 
31. Daewoo Capital Management Co. (1988) 

* Years of acquisition. 
** Nonprofit organizations. 
Source: Hoisa Yonkam (1989) 
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Table 3.17 

Growth of Daewoo's Exports 

Year Exports Year Exports 

1967 1 1977 362 
1968 3 1978 706 
1969 4 1979 1,120 
1970 9 1980 1,415 
1971 25 1981 1,914 
1972 53 1982 1,971 
1973 68 1983 2,493 
1974 78 1984 2,557 
1975 138 1985 3,009 
1976 259 1986 2,758 

Unit: us $ million. 
Source: Jones and Sakong (1980:364) and S. Kim (1987:194,277) 
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Table 3.18 

Names, Years of Establishment or Acquisition, and Industries of 
Daewoo's Member Companies in 1975 

1. Daewoo Industries Co. (1967) 

2. Koryo Leather Ind. Co. (1972)* 
3. Daewoo Development Co. (1973)* 
4. Dong Yang Securities Co. (1973)* 
5. Korea Capital Co. (1973)* 
6. Orient Investment & Finance (1973) 
7. Shinsung ~ong Sang Co. (1973)* 
8. Daewoo Electronics Co. (1974) 
9. Daesung Industrial Co. (1975)* 

10. Daehan Kyoyuk Insurance Co.' (1975)* 
11. Peeres Cosmetics Co. (1975)* 

* Years of acquisition. 

Industries 

Wholesale & Retail 
(International Trading) 
Leather 
Construction 
Finance 
Finance 
Finance 
Clothes 
Electronic 
Rubber (Shoes) 
Insurance 

Cosmetics 

Source: Jones and Sakong (1980) ~nd Hoisa Yonkam (1989). 
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Table 3.19 

Government Subsidies for Jonghap Sangsa in 1975 

The minimum reguisites to be designated as Jonghap Sangsa 

1. Paid-in capital of one billion won. 
2. Annual Export of U$50 million. 
3. Seven products with an export value in excess of U$500 thousand 

each. 
4. Ten overseas branch offices. 
5. Ten countries with an export value of over U$1 million each. 
6. Public offering of Jonghap Sangsa stocks. 

Government subsidies for Jonghap Sangsa 

1. Trade Administration. 

-Priority for government support in international bidding. 
-Relaxation of the requirements for joining various commodity 
export association. 

-Rights to import major raw materials for Jonghap Sangsa's own 
use. 

2. Financing. 

-Export Financing. 
-Inventory Financing. 
-Import financing for raw materials. 

3. Foreign Exchange Administration. 

-The use of revolving letters of credit. 
-Special treatment for branch offices of Jonghap Sangsa 

Source: Cho (1987:53-54) and S.Kim (1987:190) 
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Table 3.20 

Names and Industries of Companies Daewoo Acquired or Established 
in the 1970-1975 period 

J •• Dong Nam Textiles (1970) * 
2. Koryo Leather Ind. Co. (1972)* 
3. Daewoo Machinery Co. (1973)* 
4. Dong Kuk Precision Ind. Co. (1973)* 
5. Dong Yang Securities Co. (1973)* 
6. Korea Capital Co. (1973) * 
7. Orient Investment & Finance Co. (1973)** 
8. Osung Dyeing and Finishing Co. (1973)* 
9. Sam Ju Building (1973)* 

10. Sang Mi Industrial Co. (1973)* 
11. Shinsung Tong Sang Co. (1973)* 
12. Young Jin Construction Co. (1973)* 
13. Daewon Textile Co. (1974)* 
14. Daewoo Building (1974)* 
15 Daewoo Electronics Co. (1974)** 
16. Daehan Kyoyuk Insurance Co. (1975)* 
17. Peeres Cosmetics Co. (1975)* 

* Years of acquisition. 
** Years of Establishment. 

Industries 

Textile 
Leather 
Machinery 
Precision 
Finance 
Finance 
Finance 
Textile 
Real Estate 
Textile 
Textile 
Construction 
Textile 
Real Estate 
Electronics 
Insurance 
Cosmetics 

Source: Hankuk Ilbo Kyungje-bu (1985) and Hoisa Yonkam (1989). 
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CHAPTER FOUR 

STATISTICAL ANALYSES OF THE FACTORS LEADING TO THE RISE OF CHAEBOL 

In this chapter, statistical analyses are undertaken to assess the efficacy of the three 

approaches discussed in Chapter 1. The data for this study are cross-sectional. In this 

sense, some would argue that statistical analyses of this kind could not adequately assess 

which theories are more capable of accounting for the developmental process of chaebols 

because, to probe the origin of chaebols in earnest, data should have been collected and 

analyzed longitudinally. But it should be noted that "the theoretical point being tested has 

implications for the appropriateness of a particular research design, and vice versa." 

(Gottfredson and Hirschi, 1987:608). To put it another way, a longitudinal study can deal 

with factors leading to the rise of chaebols more adequately than a cross-sectional one if 

theories being employed in this study view those factors as a consequence of 

organizational evolution over time. In contrast, if those theories view differences across 

organizations as stable phenomena over time, the cross-sectional research can approach 

the rise of chaebols more adequately than the longitudinal one. The three approaches 

discussed in Chapter 1 do not necessarily presume that factors influencing the rise of 

chaebols are continuously changing over time. Rather, some of those factors, especially in 

the institutional environment (e.g., the strong state), appear to be relatively stable 

phenomena over time. Furthermore, the data being analyzed in this study entail 

organizations that are quite large. If large organizations cannot easily change their 

organizational structure because of structural inertia, which is a key point of "population 

ecology" or the "natural selection" perspective, then structural differences across large 

organizations are expected to be relatively stable over time. Therefore, I think that carefully 

designed cross-sectional studies can adequately test the validity of the three approaches in 

explaining the rise of Korean chaebols. 
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Statistical analyses being undertaken here are designed to examine the factors 

influencing the rise of chaebols. A central Issue Is, therefore, what makes chaebol business 

groups distinguishable from nonchaebol business groups. In order to evaluate those factors 

that have emerged through theoretical discussions in Chapter 1, I have developed some 

specific hypotheses predicated on the three approaches. 

I. Hypotheses 

A. The Adaptation Approach 

The key point of Chandler's argument is the interaction of growth strategy and 

organizational structure. Following Chandler's argument, it can be hypothesized that business 

groups pursuing growth-oriented strategies often use the chaebol form since that form 

enables business groups to coordinate and control their member companies more efficiently. 

Hypothesis 1 a: Business groups that pursue a growth strategy are more likely to 

use the chaebol form than business groups that do not pursue a growth strategy. 

Williamson's key point centers on the efficiency that the chaebol form would accomplish 

by reducing transaction costs. In imperfect markets, business groups tend to internalize 

transactions since transactions among member firms are more efficient than market 

contracts. As a result of increasing internal transactions, the size of business groups 

increased and the businesses diversified. Under these circumstances, the chaebol form 

functions beUer because It can enable business groups to minimize transaction costs. His 
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argument would lead to the following hypothesis: 

Hypothesis 1b: The likelihood that business groups use the chaebol form Increases 

as the size of business groups Increases. 

The central Issue of the theories of both Chandler and Williamson seems to be the 

"economic efficiency" that can be achieved through administrative coordination (Chandler) 

and reduced transaction costs (Williamson). Therefore, multidivisional organizations are 

supposed to show superior economic performance. Research by Williamson's followers (e.g., 

Armour and Teece, 1978 and Teece, 1981) generally provides support for this point. Since 

the developmental mechanism of conglomerate organizations can also be explaint:.d by the 

same MDF logic, Korean chaebols and Japanese business groups are also expected to 

exhibit beUer economic performance. 

Hypothesis 1c: Business groups that use the chaebol form are expected to show 

better economic performance than business groups that do not. 

B. The Political Economy Approach 

The interorganizational political economy theory emphasizes the interaction of the 

government's Industrial policies with the organization's adaptation. Once Industrial pOlicies are 

announced, those industries that become strategic because they are earmarked by the state 

attract potential entrants. However, decisions regarding selection of participants in strategic 

Industries are heavily Influenced by political connections, not by the rational criterion of 

efficiency. The government usually provides generous support and protection to selected 
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business groups. Such support and protection enables those elite capitalists to amass 

substantial profits. By utilizing those profits, these elites diversify businesses Into related and 

unrelated markets. The result of their continuing expansion Is claimed to be the chaebol. 

According to this theory, the most Important factors leading to the rise of Korean chaebols 

are thus political connections and participation In strategic industries. 

Hypothesis 2a: Business groups that have close political connections with the 

political apparatus are more likely to use the chaebol form than groups that do not. 

Hypothesis 2b: Business groups that extensively participate in "strategic" Industries 

designated by the Korean government are more likely to use the chaebol form than 

groups that do not. 

Intraorganizational political economy theory poSits that interests of the dominant coalition 

in an organization greatly Influence the organizational form. The most dominant coalition in 

Korean business groups is the founding family. The organizational form tends to be affected 

by the extent of the family's control over ownership and its participation in management. If 

the founding family effectively controls and coordinates subsidiary companies by holding a 

majority of stock and by participating extensively In management, then there are very few 

incentives for the family to use the chaebol form. However, business groups that are less 

tightly controlled and managed by the founding family are expected to use the chaebol form 

more often than other business groups. 

Hypothesis 3a: The higher the share of the founding family's stock holdings in 

subsidiary companies, the less likely the business group is to use the chaebol form. 
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Hypothesis 3b: The higher the percentage of founding family managers among 

the top management, the less likely the business group is to use the chaebol form. 

Control loss can become a serious problem to the family as well as to business groups 

that have many publicly owned member companies. Therefore, if a family that has many 

publicly owned companies believes that the chaebol form is conducive to enhancing its 

power base and protecting its Interests, then the family Is expected to prefer the chaebol 

form. Hence, business groups that have many firms listed in the Korean Stock Exchange are 

expected to use the chaebol form more often than other business groups. 

Hypothesis 3c: The greater the number of a business group's member companies 

that are listed in the Korean Stock Exchange, the more likely the group is to use 

the chaebol form. 

C. The Institutional Approach 

Several different institutional perspectives have been applied to the rise of chaebols. The 

institutionalized authority structure has been emphasized by Hamilton and Biggart (1988). 

Hattori (1987) focuses on paternalistic family structure as the most important factor leading 

to the rise of chaebols. However, the nature of data for this study does not enable me to 

test the propositions of either Hamilton and Biggart or Hattori. This study seeks instead to 

evaluate DiMaggio and Powell's theory (1983). The key point of DiMaggio and Powell's 

argument is that organizations facing environmental uncertainties tend to emulate other 

successful organizations. DIMaggio and Powell's argument can be applied to the claim that 

chaebols are modeled on the zaibatsu. This view, shared also by Cumings (1984-) ~nd Park 
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(1975), seems to be a legitimate claim since Korea was a colony of Japan for thirty-five 

years. In the colonial era, the zaibatsu was highly visible in Korea and was the most 

dominant form of organization throughout the Japanese Empire. According to this view, the 

"colonial legacy" can account for the rise of the chaebol in the sense that Korean 

organizations adopted the proven form of successful organization (i.e., the zaibatsu form) 

when they were confronted with a murky environment after sudden independence and the 

Korean War. 

Hypothesis 4a: Business groups that had Institutional, cultural, and personal ties 

with Japanese zaibatsu or other Japanese business organizations during the colonial 

era are more likely to use the chaebol form than business groups that did not have 

such ties. 

DiMaggio and Powell's theory can also be applied to explain the spread of chaebols in the 

1970s and 1980s in Korea. This view would posit that because the chaebol had been 

accepted since the 1950s as a successful form of organization, the elite capitalists who 

accumulated wealth in the 1960s and 1970s adopted the chaebol form in the 1970s and 

1980s. Since DiMaggio and Powell's theory claims that organizations facing environmental 

uncertainties tend to emulate other successful organizations in similar environments, it is very 

important to adequately define the similar environments. With regard to this, it has been 

argued that the industry in which a firm produces its main product is a good theoretical 

proxy for the environment (Fligstein, 1985). So one of the ways to capture the isomorphic 

pressures in the relevant environment would be to identify specific industries that are highly 

susceptible to mimetic pressures. Becoming a chaebol is not an easy task because of huge 

requirements for human, financial, and material investments. Therefore, business groups 

attempting to copy the chaebol form should have substantial internal resources. Insofar as 
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business groups have enough Internal resources to Invest elsewhere and strong motivation 

for further expansion into other Industries, they are expected to watch other business groups 

in the similar environment, that is, the Industry In which they produce. They would 

subsequently seek to follow In the tracks of the most successful groups In the Industry. The 

key Issue here Is, which Industries are most likely to produce more chaebols? They could 

be Industries that have once prospered but now are confronted with environmental 

uncertainties, since DiMaggio and Powell (1983) argue that mimetic Isomorphism is 

particularly prevalent among organizations faCing environmental uncertainties. Following 

DiMaggio and Powell, I would argue that those industries, which are either losing their 

Industrial supremacy or having chronic problems of seasonality and unpredictability of 

environmental demands, can be considered to face environmental uncertainties. The textile 

industry would be a prime case of a declining Industry in the sense that it had been the 

most developed and prosperous industry in the early stages of industrialization of Korea but 

has already lost its supremacy. As shown In Tables 4.1 and 4.2, the representation of 

industries among large Korean firms in three decades shows that the textile industry was the 

most prosperous industry In the 1950s through the 1970s. In particular, this industry ranked 

twenty-two firms in the list of the 100 largest firms and nine firms in the top twenty firms in 

the 1960s when Korea's industrialization was just under way. Since then, its supremacy 

appears to have been declining. In the 1980s, no textile firms ranked in the top twenty. 

Table 4.3 also shows the decline of the textile Industry. The textile Industry was the 

dominant force In Korea's export boom in the 1960s and 1970s. But its dominance has been 

declining since the late 1970s and the 1980s. During the period between the 1950s and 

1970s, many business groups that had the textile Industry as their core industry could have 

accumulated Significant amounts of capital. Those business groups with adequate funds in 

hand diversified to many related and unrelated markets to follow the paHern of the 

successful form of organization. 
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The construction Industry tends to have the problems of continual seasonality as well as 

fluctuation of environmental demands (Stinchcombe, 1959). Therefore, the construction 

industry appears to be a good example of an Industry that has the chronic problems of 

seasonality and unpredictability. As shown in Table 4.1, the construction industry seems to 

have boomed In the 1950s and the 1980s. Clearly its rise in the 1950s was due to the 

reconstruction boom after the Korean War (1950-1953). Another cycle of the construction 

boom started In the mid-1970s and continued until the mid-1980s. The main force of this 

boom came from the Middle East, since the OPEC countries in that region started many 

construction projects. Hence, many business groups that had construction firms as their core 

accumulated huge amount of capital in the 1950s and the 1970s. 

In this context, the textile and construction industries would be more likely to produce 

chaebols than other industries. 

Hypothesis 4b: Business groups that have either the textile (.Ir construction industry 

as their founding industry are more likely to use the .chaebol form than other 

business groups. 

II. Data and Method 

Data used in this study were collected from Hoisa Yonkam (Corporation Directory) 

published In 1989 by Mae-II Kyungje Shinmunsa (Maeil Daily Economic News Co., Ltd.) of 

Korea. This directory contains a considerable amount of information, especially for the 

publicly owned firms. Information includes distribution of stock ownerShip, educational 

background of top management, financial figures including sales distribution by product, 

industrial diversity, and so on. Furthermore, Hoisa Yonkam identified nearly all business 
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groups In Korea as of the end of 1988. The sample of this study consists of those 143 

business groups col"f1)rising 1298 firms altogether.' Following the qualifications explained 

later, those groups were categorized as either chaebol or non-chaebol. 

The dependent variable for analysis Is whether a business group Is a chaebol or not. 

Coding decisions about whether a business group Is a chaebol or not were made on the 

basis of three conditions for the chaebol discussed In Chapter 1. The first condition Is that 

the chaebol Is controlled and managed by the founding family. Diversity of business is the 

second condition. The third condition is concerned with the structural characteristic that the 

chaebol has a group-level office to coordinate and control its subsidiary companies. 

The first condition was assessed by investigating ff the founding family Is the majority 

stockholder of subsidiary companies and participates in management of those companies. 

Following the scheme that Palmer et al. used In their study (1987), I considered a group as 

family owned if more than 4 percent of each company's stock of a business group was 

owned by either the founding family or the group's core companies that were under family 

control. A group was considered to be family controlled If any family members participated In 

management of subsidiary companies as top managers. If business groups were family 

owned and family controlled, I considered them to meet the first condition. As to the second 

condition, I used the method devised by Jung (1987).2 Jung classified Korean business 

groups into five types: specialized, dominant, vertical, related, and unrelated. Only unrelated 

types of business groups were considered to satisfy the second condition.3 If a business 

group had a group-level office coordinating and controlling all of its subsidiaries, I considered 

it satisfied the third condition. Business groups that satisfy all three conditions specified thus 

tFor a complete list of 143 business groups and other information, see Appendix A. 

'Jung devised his classification system on the basis of the system proposed by Rumelt (1974). 

'In order to be an "unrelated" type of business group, "related ratio" should not exceed 70 percent "Related 
ratio" refers to the share of sales from businesses, which are closely related to each other in terms of technology 
and transaction, out of total sales of a business group. 
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far were coded "1" for chaebol and other groups were coded "0" for nonchaebol. 

Chandler's argument was tapped by the number of industries as reflected in the study by 

Palmer et at (1987). Industrial variety represented by the number of industries in which a 

business group participates is believed to imply whether a business group prefers growth

oriented strategies. The Korean Standard Industry Classification system was used to figure 

out the number of industries. That claSSification system covers thirty-eight industries ranging 

from agriculture and forestry to general service industries (see Appendix B). Which industry 

each firm of a business group belongs to was determined on the basis of distribution of the 

firm's main products. 

The key point of Williamson's argument, size variation among business groups, was 

operationalized by the number of employees in a group as recorded in the 1989 Hoisa 

Yonkam. 

To test the efficiency hypothesis (Hypothesis 1c), two variables were employed. The first 

variable was return on capital (ROC), which refers to the rate of profit after tax on paid-in 

capital of a business group. The second was return on assets (ROA), which represents the 

rate of profit after tax on total assets of a business group. These two variables have been 

used to account for economic performance of either individual firms or business groups of 

Korea and Japan in other studies (e.g., Caves and Uekusa, 1976; Chang and Choi, 1988; 

Nakatani, 1984). 

To capture the effect of the interorganizational political economy, two measures were 

used. The first measures whether business groups have had actual political connections and 

have received the government's protection and support. Three criteria were used for this 

purpose. The first criterion is whether the founder himself has, or any of his family members 

have, been an influential political figure(s) or powerful business leader(s). The second • 

criterion is whether a business group has owned any monopoly or oligopoly enterprises. If a 

group's core firm is a monopoly or oligopoly enterprise protected by the govemment, it would 
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be reasonable to assume the business group received preferential treatment from the 

government. The third criteria is concerned with Jonghap Sangsa. Although it is not easy to 

maintain the prestigious status of Jonghap Sangsas, there is no doubt that the firms 

designated as Jonghap Sangsa have been receiving invaluable protection and support from 

the government. If a business group has owned a Jonghap Sangsa, then that group is 

considered to have received preferential treatment from the government. This first measure 

was operationalized by coding these business groups, which are believed to have political 

connections according to the three criteria, "1" and others "0." 

The second measure is concerned with the adaptation of business groups to the 

government's industrial policies. A most noteworthy industrial policy of the Korean 

government was its ambitious plan to develop heavy and chemical industries. The Korean 

government designated the following six industries as strategic industries subject to 

preferential treatment: shipbuilding, general machinery, petrochemical, electronics, steel, and 

nonsteel metal industries. To capture the effect of a business group's participation in those 

strategic industries, the share of sales from strategic industries out of total sales of a 

business group was estimated. Thus, the second measure is the ratio of sales generated by 

member firms in strategic industries to total sales of a business group. 

The three hypotheses of the intraorganizational political economy approach were 

relatively easy to operationalize. The percentage of stock directly controlled by the founding 

family and the percentage of family managers among the top managers were used to 

estimate the extent of control exercised by the founding family over stock ownership and 

management. To see how the problem of control loss affects the use of the chaebol form, 

another variable was created by estimating the percentage of firms listed in the Korean 

Stock Exchange in 1988 out of the total member firms of a business group. 

To operationalize the argument that the present chaebol is a copy of the prewar 

zaibatsu, I analyzed the entrepreneurial history of each business group and determined if 
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each group could have possibly been exposed to the Influence of Japanese zalbatsus and 

Japanese economic organizations In general. In order to make coding decisions, I used the 

following three criteria: (1) whether the founding firm of a business group used to be a 

Korean subsidiary or operation of any zalbatsus or of other Japanese enterprises In the 

colonial era; (2) whether the founder of a business group had worked for any zalbatsus or 

other Japanese firms In the colonial era; and (3) whether the founder of a business group 

had been a former bureaucrat of the colonial government. If a business group satisfied any 

one of the three criteria, the group was coded "1" and others "0." 

DiMaggio and Powell's (1983) argument regarding the spread of the chaebol form in the 

1970s and 1980s was operationalized by coding business groups in which either the textile 

or the construction industry was their main industry in terms of sales, "1." Others were 

coded "0." 

To evaluate the hypotheses discussed in the previous section, two types of regression 

equations were estimated. Arst, the likelihood that a business group used the chaebol form 

of organization was estimated by using the maximum likelihood logistiC regression. This 

logistic regression analYSis enabled me to evaluate all but one hypothesis. Hypothesis 1 c 

could not be estimated using the logistic regression because the dependent variable of that 

particular hypothesis Is not binary. To adequately test Hypothesis 1 c, two OLS regression 

equations were estimated. 
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III. Results 

Means, standard deviations, and correlations reported in Tables 4.4 and 4.5 suggest 

that chaebol business groups were more industrially diverse, larger, and older than 

nonchaebol business groups. The percentage of family managers and stock owned by the 

founding family In chaebol business groups was relatively smaller than nonchaebol 

counterparts. Chaebol business groups had more political connections and more companies 

listed in the Korean Stock Exchange. The results also confirm the importance of the main 

industry of business groups. Having the textile or construction industry as the primary 

industry of a business group is positively correlated to the likelihood that the group uses the 

chaebol structure. 

Coefficients for regression analyses are reported in Tables 4.6 and 4.7. Hypotheses 

elaborated in the theory section were first evaluated by estimating three different logistic 

regression equations because of high correlations between three variables: the number of 

industries and size (r=.638), the number of industries and political connections (r=.640), and 

size and political connections (r=.597). 

The results shown in Table 4.6 seem to indicate that the Chandler and Williamson 

explanations (Hypotheses 1 a and 1 b) are valid in accounting for the rise of Korean chaebols. 

Industrial variety increases the likelihood that business groups use the chaebol form. Size 

variation also has a positive effect on the likelihood. However, the results obtained with OLS 

regressions in Table 4.7 do not let me assert that the fundamental arguments of the two 

scholars are plausible in the case of Korean chaebols. OLS regression results clearly 

indicate that the chaebol structure does not help organizations accomplish economic 

efficiency (Hypothesis 1c). As Chandler and Williamson argue, growth strategies and size 

variations may influence Korean organizations to use the chaebol form. But it is not clear if 

the form is used because of its superior capability to resolve the problem of inefficiency. 
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This result seems to Imply that concems other than economic efficiency may have been 

working Inside Korean organizations. This Implication seems to open doors to other 

Interpretations regarding the rise of Korean chaebols. 

Hypothesis 2a predicts that having political connoctions Increases the likelihood that 

business groups use the chaebol form. The results shown in Table 4.6 provide support for 

this hypothesis. This Is an Indication that business groups with close connections to the 

political apparatus are more likely to become chaebols than other business groups. However, 

the share of sales from strategic industries of business groups does not have any effect on 

the likelihood of becoming a chaebol (Hypothesis 2b). 

Hypotheses 3a, 3b, and 3c are not supported by the results. Variables representing 

those hypotheses are percentage of stock controlled by the founding family, percentage of 

family managers among top management, and percentage of firms that offer their stock to 

the public. None of the three variables has a significant effect on the likelihood that business 

groups use the chaebol structure. This seems to be an indication that the founding family's 

preference does not dictate internal decision-making p'rocesses and thus the intra

organizational political economy argument may have been overdrawn In the case of Korean 

business groups. 

The results are also inconsistent with predictions of Hypothesis 4a that the chaebol 

emulated the zaibatsu. When operationalizing the variable representing the influence of the 

zaibatsu, I used somewhat wider criteria to incorporate as much influence of zaibatsus or 

Japanese business organizations into the equations as possible. Therefore, my test was 

conservative. Such Inconsistent results lead me to reject the hypothesis that the chaebol 

copied the zaibatsu. 

Hypothesis 4b predicts that business groups that have core firms In textile and 

construction Industries are more Inclined to adopt the chaebol form. The results provided 

support for this hypothesis. This institutional isomorphism argument indicates that the primary 
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industry of business groups would be an important factor Influencing them to use the 

chaebol form. In other words, business groups formed around core firms In textile and 

construction Industries are more inclined to use the chaebol form to cope with their 

environmental uncertainties. 

IV. Discussion 

This chapter explored the factors that lead Korean business groups to use the chaebol 

form of organization. The results clearly support the interorganizational political economy 

theory. Hence, the popular belief that Korean chaebols emerged mainly because of their 

close relations with the political regime has been substantiated with quantitative analyses. 

This study also demonstrates that the chaebol form has often been used by business groups 

that are faced with environmental uncertainties and confirms the claim 01 the institutional 

perspective that political economy and efficiency-oriented arguments are not the major 

explanation for the rise of Korean chaebols. Business groups that are faced with 

environmental uncertainties would exhibit a tendency to adopt the proven form of successful 

organization. This study does not, however, substantiate the speculation that the chaebol is 

a copy of the zaibatsu. I WOUld, therefore, conclude that the rise of chaebols has little to do 

with the colonial legacy that the zaibatsus left behind during the colonial years. 

This study, however, provides somewhat mixed evidence for the plausibility of the 

adaptation approach in the case of Korean chaebols. The results show that growth strategy 

calls for structural reform and size has a positive and direct effect on the use of the chaebol 

form. But the finding that efficiency has little to do with the use of the chaebol form casts a 

doubt over the validity of the two efficiency-oriented theories. The two theories predict that 

better economic performance will take place because of the superior capability of the 
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chaebol structure in efficiently coordinating administrative activities (Chandler) and minimizing 

transaction cost (Williamson). However, business groups using the chaebol structure did not 

show superior economic performance. 

With regard to this finding, two related questions remain to be answered: Why are 

chaebol business groups less efficient than their nonchaebol counterparts? Why do business 

groups prefer the chaebol form even if it does not provide economic efficiency? 

Chaebol business groups may not have shown better economic performance because 

most Korean business groups tend to use the absolute amount of total sales as the most 

important criterion of business success. Profits are a matter of less significance than sales. 

Social and pOlitical status of J)usiness groups is determined on the basis of sales figures. 

The primary goal of Korean b; 1::::. ,ess groups is to maximize sales, not profits. Hence, most 

Korean chaebols have sought a sales-maximizing and expansion-orionted strategy. The result 

that chaebol business groups are less efficient than their nonchaebol counterparts would be 

a natural consequence of this tendency to put much more weight on sales volume than 

profits. 

Why do business groups prefer the chaebol form, notwithstanding that the form does not 

p:'r,;vide economic efficiency? Political economists would say that Korean business groups 

use this form because the authoritative state prefers large and concentrated organizations 

like chaebols. Institutionalists would argue that this form is preferred by Korean business 

groups because other leading business groups use this form. The results obtained in this 

study seems to support both claims. In other words, the chaebol became a preferred 

organizational structure among large business groups because of political and institutional 

concerns rather than efficiency concerns. 

Because this is the first attempt of this kind to explain the origin of Korean chaebols, my 

research design and operationalization of variables might have allowed for only a crude test 

of some of the theoretical approaches. Hence. the results should not be taken as conclusive 
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evidence that each of the theories was either valid or invalid in relation to the case of 

Korean chaebols. 



129 

TABLE 4.1 

Distribution of Industries where the 100 Largest Firms 
of Korea Have Been Engaged 

1955 1965 

Industry No. of Industry NO. of 
Firms 

Int'l 25 
Trading 

Textile* 13 

Construct'n* 9 

Food 8 
Wholesale & 5 
Retail 

Bank & Insur. 5 

Chemical 4 
Machinery 4 

Transportat'n 4 
Machinery 

Shipping 4 

Service 4 
Pharmac'tical 3 
Rubber 3 

Electric & 2 
Electronics 

Cement & 2 
Ceramics 

Printing 1 
Paper 1 
Fishery 1 
Mining 1 
Metal 1 

Firms 

Textile* 22 

Rubber 9 

Whole~ale & 9 
Retail 

Bank & Ins. 8 
Food 8 

Wood 5 

Metal 5 
Paper 5 

Chemical 4 

Int'l 4 
Trading 

Mining 4 
Construct'n* 3 
Electric 2 
Electronics 

Cement & 2 
Ceramics 

Shipping 1 

Glass 1 
Machi'nery 1 
Pharmac'tical 1 
Cosmetics 1 
Printing 1 
Transportat'n 1 
Machinery 

1976 

Industry No. of 
Firms 

Textile* 12 

Int'l 10 
Trading 

Food 10 

Construct'n* 9 
Metal 8 

Transportat'n 6 
Machinery 

Rubber 5 
Electric & 5 
Electronics 

Chemical 5 

Cement 4 

Wood 4 
Shipping 3 
Bank & Ins. 3 

Petroleum 3 

Machinery 2 

Service 2 
Mining 2 
Cosmetics 2 
Leather 1 
Fishery 1 
Pharrnac'tical 1 

Paper 1 
Wholesale & 1 
Retail 

1984 

Industry No. of 
Firms 

Construct'n* 18 

Int'l 15 
Trading 

Bank & Ins. 10 

Metal 9 
Transportat'n 8 

Machinery 
Textile* 7 

Petroleum 5 
Electric & 5 
Electronics 

Chemical 4 

Food 4 

Shipping 4 
Rubber 3 
Wholesale & 2 

Retail 
Machinery 2 

Cement 1 

Precision 1 
Mining 1 
Pharmac' tical 1 

Source: recompiled from data given in Jung (1987:201-215) 
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Industry 

TABLE 4.2 

Distribution of Industries where the Top 20 Firms of 
Korea Have Been Engaged 

1965 1976 1984 

No. of Industry No. of Industry No. of Industry 
Firms Firms Firms 

130 

No. of 
Firms 

------------------------------------------------------------------------
Textile* 4 Textile* 9 Int'l 4 Int'l 7 

Trading Trading 
Construct'n* 3 Wood 2 Petroleum 3 Construct'n* 3 
Food 3 Food 2 Metal 3 Petroleum 3 
Wholesale & 3 Rubber 2 Construct'n* 2 Electric & 2 
Retail Electronics 

Chemical 2 Others 5 Textile* 2 Insurance ., 2 
Others 5 Others 6 Others 3 

Source: recompiled from data given in Jung (1987:201-215) 
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TABLE 4.3 

Share of Textile and Wearing Apparel in Total Exports, 1962-1985 

Year Textiles Wearing Apparel (T + W)/Exports 

1962 12.1 2.0 14.1 
1965 19.4 11. 9 31.3 
1970 15.2 25.6 40.8 
1975 13.6 22.6 36.2 
1980 10.2 16.8 27.0 
1985 6.9 14.7 21. 6 

Source: E. Kim (1987:183) 
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Table 4.4 

Comparison of Means and Standard Deviations (in Parentheses) 
of Variables between Chaebol and NonChaebol Business Groups 

Total Chaebol Non-Chaebol t-value 
(N=143) (N=44) (N=99) 

------------------------------------------------------------------------
Chaebol .31 

( .46) 

No. of Industries 5.69 9.84 3.84 -11. 43 
(4.01) (4.33 ) (1.94) 

Size 9417 19306 5023 -4.46 
(No. of Employees) (18831) (29955) (7529) 

Share of Sales from .12 .15 .10 -1.20 
Strategic Industries .24) .19) .25) 

Political Economy .16 .45 .03 -7.48 
.37) .50) .17) 

Percentage of Family .48 .38 .52 2.69 
Stock Ownership .30) .14) .34) 

Percentage of Family .20 .14 .23 3.76 
Managers .14) .10) .14) 

No. of Listed 1.97 3.97 1. 07 -7.28 
Companies (2.58) (3.61 ) (1.13) 

Percentage of Listed .20 .26 .17 -3.41 
Companies .15) .12) .15) 

Japanese Connection .30 .54 .20 -4.52 
.46) .50) .40) 

Textile & .27 .50 .18 -4.29 
Construction .45) .51) .38) 

Age 32.65 36.20 31.07 -2.45 
(11.76) (10.27) (12.08) 

Return on .279 .175 .325 3.84 
Capital (.288) ( .145) (.322) 

Return on .028 .017 .032 4.22 
Total Assets ( . 024) (.016) (.026) 

------- .. _--------------------------------------------------------------
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Table 4.5 

Correlations among Variables+ 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 
------------------------------------------------------------------------------------------------------
1. 1.00 

2. 0.69* 1.00 

3. 0.35* 0.64* 1.00 

4. 0.10 0.19* 0.18* 1.00 

5. 0.53* 0.64* 0.60* 0.25* 1.00 

6. -0.22* -0.17* -0.09 -0.15* -0.16* 1.00 

7. -0.30* -0.37* -0.2S* -0.19* -0.34* 0.30* 

S. 0.52* 0.76* 0.77* 0.24* 0.63* -0.30* 

9. 0.2S* 0.17* O.lS* O.OS 0.25* -0.62* 

10. 0.36* 0.40* 0.31* 0.07 0.44* -0.21* 

11. 0.34* 0.17* 0.21* -O.OS 0.25* -0.10 

12. 0.20* 0.21* 0.19' -0.02 0.23* -0.23' 

13. -0.24' -0.20* -0.06 -0.16* -0.19' -0.02 

14. -0.29* -0.2S· -0.19* -0.12 -0.23* 0.10 

+ Coefficients are for Pearson correlations • 
• P <.05 

1. Chaebol 
2. Number of industries 
3. Size (number of employees) 
4. Sales from the strategic industries 

1.00 

-0.36* 1.00 

-0.25* 0.51* 

-0.22' 0.39* 

-0.21* 0.17' 

-0.20' 0.30* 

0.15" -0.13 

0.33* -0.23* 

5. Political economy (political connections and favors) 

1.00 

0.23* 

0.20* 

0.2S* 

0.07 

-0.10 

6. Percentage of ownership controlled by the founding family 
7. Percentage of managers from the founding family 
S. Number of companies listed in the Korean Stock Exchange 
9. Percentage of companies listed in the Korean Stock Exchange 

1.00 

0.21' 

0.46' 

0.03 

-0.16* 

10. Connections of business groups with Japanese during the colonial era 
11. Core companies from textile or construction industry 
12. Age of business group 
13. Return on capital 
14. Return on total assets 

1.00 

0.06 1. 00 

0.07 0.07 1.00 

-0.10 -0.02 0.71* 1.00 
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Table 4.6 

Coefficients and Standard Errors (In Parentheses) 
of Logistic Regression Analyses 

Variables 

No. of Industries 

Size 

Political Economy 

Sales from Strategic 
Industries 

Percentage of Family 
Stocks 

Percentage of Family 
Managers 

Percentage of Listed 
Firms 

Japanese Connection 

Textile & 
Construction 

Age 

Constant 

2 X Log likelihood 

* P <.10 
** P <.05 
*** P <.01 
**** P <.005 

1 

.837**** 
( .173) 

-.491 
(1.440) 

-.112 
(1.543) 

-1.594 
(2.927) 

3.181 
(2.582) 

-.004 
( .708) 

2.072*** 
( .715) 

.002 

.026) 

-6.804 
(1.856) 

70.19 

Chaebol 

2 

.846**** 

.244) 

.007 

.941) 

-.749 
(1.064) 

-3.237 
(2.191) 

1. 501 
(1.796) 

.712 

.513) 

1.170*** 
( .471) 

.005 

.020) 

-7.996 
(2.200) 

127.10 

3 

2.748**** 
( .728) 

-.230 
(1.115) 

-1. 018 
(1.066) 

-2.299 
(2.151) 

.976 
(1. 835) 

.652 

.537) 

1.240*** 
( .492) 

.011 

.019) 

-1.358 
(1.075) 

122.45 
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Table 4.7 

Coefficients and Standard Errors (in Parentheses) 
of OLS Regression Analyses 

variables 

Chaebol 

Size 

Sales from Strategic 
Industries 

Percentage of Family 
Stock 

Percentage of Family 
Managers 

Percentage of Listed 
Firms 

Japanese Connection 

Textile & 
Construction 

Age 

Constant 

* P <.10 
** P <.05 
*** P <.01 
**** P <.005 

Return on Capital 

-.206**** 
( .060) 

.002 

.026) 

-.127 
( .104) 

-.028 
( .101) 

.294 

.193) 

.195 

.206) 

.042 

.061) 

.102* 

.057) 

.096 

.075) 

-.109 
( .318) 

.148 

Return on Total 
Assets 

-.008* 
( .005) 

-.004 
( .002)** 

-.001 
( .008) 

-.003 
( .008) 

.041 

.016) 

.001 

.017) 

-.002 
( .005) 

.003 

.005) 

.010 

.006) 

.026 

.026) 

.191 
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CHAPTER FIVE 

A COMPARATIVE STUDY OF THE ZAIBATSU AND THE CHAEBOL 

The purpose of this chapter is to probe the origin of Korean chaebols and to compare 

Korea's chaebol and Japan's zaibatsu. The extent of family control over ownership and 

family participation In management, the extent of diversity in terms of the number of 

industries where chaebols and zaibatsus were engaged, and the size of each chaebol and 

zaibatsu will be compared. The process of development of the Big Three zaibatsus (Mitsui, 

Mitsubishi, and Sumitomo)' will be analyzed to see if the course of their development had 

any relevance to the rise of chaebols. By so doing, this chapter will make a contribution to 

understanding the origin of Korean chaebols. 

Recently several studies have been undertaken to compare the most important forms of 

the present business organization in Korea and Japan: the chaebol of Korea and the kigyo 

shudan of Japan (e.g., Hamilton and Biggart, 1988; Orru, Biggart, and Hamilton, forthcoming; 

Yoo and Lee, 1987). Orru, Biggart, and Hamilton (1990) argued that apparent structural 

differences exist between the chaebol and the kigyo shudan. Yoo and Lee (1987) also 

pointed out differences between the two forms in terms of management practice and 

ownership structure. Those studies correctly assessed the inherent characteristics of the two 

organizations and claimed that the two current organizations display structural differences 

more than commonalities. However, they did not elaborate on the possible linkage between 

the present chaebol and the prewar zaibatsu. Cumings (1984-) implied the possible effect of 

zaibatsus on the emergence of chaebols, noting that Koreans have "fostered zaibatsu-like 

conglomerates, with extensive family interpenetration, and Ideologies of familial hierarchy and 

150me would include Yasuda as one of the largest zaibatsus even if Yasuda was not so industrially diverse as 
Mitsui, Mitsubishi, Sumitomo. If Yasuda is included, this group of zaibatsus has been called the "Big Four." 
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filial loyalty" (13). Johnson (1987) also noted that the chaebol is similar to the zaibatsu 

except that the former does not have its own bank. Some would assert that such similarity 

between the two organizations can be attributed to the "colonial legacy." Since Korea was a 

colony of Japan for thirty-five years from 1910 to 1945, it may not be unusual for the 

present Korean business groups to have adopt the organizational structure of Japan's prewar 

business groups. It is a frequently observed phenomenon that, after achieving 

independence, former colonies adopt the political, social, and economic systems that the 

colonial powers used during their colonial occupation. 

The theory of institutional isomorphism developed by DiMaggio and Powell (1983) can be 

used to make a similar argument. In the colonial period, the zaibatsu had been not only a 

prevailing form of organization but also a dominant force of industrial development in Japan. 

Mimetic Isomorphism could account for the rise and development of chaebols because the 

form of organization proven to be successful and that the Korean government and Korean 

business elite observed was the zaibatsu-like organization. 

This view stressing the similarity between the chaebol and the zaibatsu has been 

challenged by some scholars. Hattori (1984, 1987, and 1989) maintained that, despite the 

superficial similarities represented by family control over ownership and diversified 

businesses, the two organizations are different in the following three respects. First, zaibatsu 

founding families did not participate in management as actively as chaebol founding families. 

Second, the roles played by professional managers in zaibatsus were much more critical 

than those in chaebols. Third, chaebols did not have their own commercial banks and 

general trading companies during their formative and developmental stages. 

What would the major factors responsible for these differences be? According to HattOri, 

they are variations in length of business history, in control mechanism, and in family 

concept. First, leading zaibatsus (e.g., Mitsui and Sumitomo) had a business history of more 

than three centuries, which was much longer than the oldest chaebol's history of fifty years. 
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Second. the chaebol founder family's active participation in management generated a 

different mechanism for controlling and integrating subsidiary companies. The absence of 

holding companies in chaebol business groups may reflect this difference. The family's 

extensive participation In management seems to be closely linked to the third factor. 

difference of family concepts In Korea and Japan. In Japan the family concept Is not 

restricted to blood relationships. In contrast. Korean families have been formed strictly on the 

basis of blood relationships. Hence. the inheritance of a family business by nonfamily 

members with no blood relationship Is very rare. But it is common in Japan to expand the 

family concept through the process of "adoption." If a family cannot find capable family 

members to run Its business. It adopts qualified nonfamily members and lets them run the 

business (Hattori. 1989:93-94). From the Korean viewpoint. a family bUSiness is a property 

strictly owned by the family. It is thus quite natural that all family members. regardless of 

their qualifications. should be responsible for operating their business. Hattori further argued 

that institutionalization of the family-dominated and pyramidal structure of chaebols was due 

primarily to the traditional paternalistic family structure. 

If the view stressing the colonial legacy has validity. the zaibatsu and the chaebol are 

expected to exhibit struCfnral similarities. If Hattori's argument is plausible. the two 

organizations are expected to show more structural differences. A comparison between the 

chaebol and the zaibatsu becomes necessary to assess the two arguments about the effect 

of Japan's zaibatsus on the rise and spread of chaebols. 

I. Japan's Zaibatsu 

The "zaibatsu" refers to the prewar business group that primarily consisted of trading. 

financial. and manufacturing firms. Zaibatsu firms were closely knit together around a holding 
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company that was controlled by the founding family. Banks and trading firms were the most 

important subsidiary organizations of each zaibatsu (Caves and Uekusa, 1976:60). Banks 

and other financial Institutions enabled zalbatsus to readily raise the necessary capital for 

further expansion. Trading firms were the agents to buy and sell goods Internally and 

externally for zaibatsu manufacturing firms. Hence, three important reasons for tremendous 

growth of zaibatsus In prewar Japan were their easy access to capital through their own 

banks and financial institutions, timely and efficient supplies of vital raw materials through 

their trading firms, and well-qualified managers (Hirschmeier and Yui, 1981 :153). 

Yasuoka (quoted by Hattori, 1989: 81) claimed that Japan's large business groups began 

to adopt the zaibatsu structure during the period from 1909 to 1920. Mitsubishi was the first 

business group to adopt the zaibatsu structure by incorporating its holding company as 

Mitsubishi & Partners, Ltd., in 1893. Mitsui and Sumitomo followed Mitsubishi in 1909 and 

1921, respectively. 

According to Yoshino (1965: 119), the prewar zaibatsus can be classified into three 

categories. The first category is the so-called Big Four (M!tsui, Mitsubishl, Sumitomo, and 

Yasuda). This group, particularly the first three zaibatsus, had well-diversified industrial and 

financial businesses. The second consisted of several smaller business groups than the first, 

including Furukawa, Okura, Asano, and others. Finally, a group of zaibatsus newly emerged 

in the 1930s belong to the third. This group Included Nissan, Nisso, Nakajima, and others. 

Yoshino claimed that when a more strict definition of zaibatsu is applied, the total number of 

zaibatsus does not exceed twenty or so. However, there is no consensus about which of the 

twenty or so business groups were zaibatsus and which were not. Everyone agrees that 

Mitsui, Mitsubishi, Sumitomo, and Yasuda were zaibatsus. However, there has been 

controversy about which of more than ten smaller business groups were zaibatsus. In this 

context, it would be useful to consider how the Holding Company Liquidation Commission 
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(HCLC)2 made decisions about the status of each business group. After the war, the HCLC 

officially designated ten business groups as zalbatsus that were to be disbanded, taking Into 

account the degree of family control over holding and subsidiary companies, the degree of 

diversification, and the size of each business group. Of the three criteria, the size of each 

business group was of most significance (Hadley, 1970:22). The ten business groups 

designated by the HCLC were Mitsui, Mitsubishi, Sumitomo, Yasuda, Nissan, Asano, 

Furukawa, Okura, Nakajima, and Nomura. Some of the criteria used by the HCLC seem to 

be questionable.3 But the virtual absence of consensus regarding the status of smaller 

zaibatsus leaves few alternatives but the HCLC's designation. 

In the next section, a brief business history of the Big Three (Mitsui, Mitsubishi, and 

Sumitomo) provides a picture of the zaibatsus' developmental p'rocesses. 

A. Business History of the Big Three 

Of the Big Three, Mitsui and Sumitomo had already become the wealthiest merchant 

houses in the Tokugawa period (1673-1868)4. Mitsui made wealth from cloth (drapery) 

retailing and financing (money exchange) businesses in the Tokugawa period. Sumitomo 

accumulated a fortune in the Tokugawa period from copper-related refining and mining 

businesses. Mitsubishi was a newly risen enterprise that made a fortune from shipping-

'After World War II, the U.S. occupation forces ordered the Japanese government to dissolve all zaibatsus that 
had been controlled by the founding family. The Holding Company Uquidation Commission was formed to serve this 
purpose. 

3For instance, Ayukawa, the founder of Nissan, did not own any stock in Nissan's holding companies. But the 
HCLC still designated Nissan as one of the zaibatsus controlled by a group of related individuals. 

~e Tokugawa period started when Tokugawa leyasu conquered all rivals and established the Shogunates or 
hereditary military dictatorships. 
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related businesses after the Meiji Restoration' in 1868. 

MitsuI. The business history of the Mitsui family dates back to the seventeenth century. 

In 1673 they made a start by opening a cloth retail store and added a financing business a 

decade later. In the Tokugawa period, Mitsui had already become one of the wealthiest 

merchant houses through cloth retailing and financing businesses (HattOri, 1989:81; 

Morikawa, 1974:47). Toward the end of the Tokugawa period, Mitsui was confronted with a 

crisis that could have led to Its complete downfall. The Tokugawa officials, who were in 

desperate need of financial resources for the Meiji Restoration War, imposed a huge amount 

of forced loan on Mitsui that was well beyond Mitsui's financial capability. Mitsui eventually 

managed to overcome the crisis through Mizaemon Minomura's (Mitsui's then general 

manager) personal connections with a Tokugawa official. During the Meiji Restoration War 

following its financial crisis, Mitsui put itseH on the side of the restoration party, which rose 

up against the Tokugawa shogunate rule. Mitsui made a substantial contribution and became 

the financial agent of the restoration party after the party's victory. With this timely political 

decision initiated by Minomura, Mitsui paved the way to becoming the largest zaibatsu in the 

prewar days by making the best use of political and economic favors provided by the new 

Meiji government (Hirschmeier, 1964:213-214). 

After the Meiji Restoration, Mitsui began to diversify into many industries. In 1876 Mitsui 

established two of its key subsidiaries, Mitsui Bank and Mitsui Bussan (the general trading 

company). In 1888 Mitsui set up another cornerstone for its future development by acquiring 

the Miike Coal Mine from the Japanese govemment (which was reorganized into the Mitsui 

Mining Co. in 1892). After the Meiji Restoration in 1868, Mitsui's major businesses consisted 

of banking, trading, and mining (Morikawa, 1974:47-8; Yasuoka, 1974:84). 

"Restoration" means the removal of political power of the (Tokugawa) Shogunate and the return to direct rule 
by the (Maiji) Emperor. Hence, it was the restoration of Imperial rule and the turning back to the traditional 
Japanese political system. But the restoration in 1868 was not a popular revolution with the masses because the 
restoration movement was carried out by a relatively small number of young, able samurai of lower rank. There was 
a war between the restoration party and the party on the side of the Tokugawa shogunate (Yoshino, 1965:20). 
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Mitsui's development after Wor1d War I (1914-1919) was due mainly to the growing 

prosperity of its major subsidiary companies, Bussan, Mining, Bank, Oji Paper Mills, Shibaura 

Electric Works, and Hokkaldo Mining and Shipping. For Instance, Mitsui Bussan expanded Its 

businesses Into shipbuilding In 1917, raw cotton In 1920, and chemical fiber In 1926. Mitsui 

Mining further consolidated its coal mining business and also expanded Into Iron mining and 

chemical bUSiness (Nakagawa, 1974: 32-33). 

In the period of the 1920s and the 1930s between the two world wars, every zaibatsu 

recorded an unprecedented rate of growth which was due partly to ever-increasing military 

expenses and expanding war preparations of the 1930s. Such tremendous growth Inevitably 

forced each zaibatsu to face the challenge of how to maintain a balance between the two 

countervailing forces of growth and control. 

Traditionally, Mitsui's subsidiaries showed a tendency toward decentralization. Since the 

Mitsui zaibatsu was formed after some of its core businesses (e.g., trading, banking, and 

mining) had been established, the core subsidiaries were much older than the central office. 

The core subsidiaries thus resisted the central office's efforts toward centralization and 

suboptimized their own goals. They were also reluctant to accept the Mitsui family's attempts 

to Integrate them under a single authority. 

In order to more effectively Integrate activities of its decentralizing subsidiary companies 

under an authoritative organization, Mitsui kept looking for the best working mechanism. In 

this endeavour, the Mitsui Family Provisional Deliberation Council (the Deliberation Council) 

was established in 1891 as an administrative organ to supervise Mitsui's ever-growing 

subsidiaries. Two years later the Deliberation Council was replaced by the Joint Family 

Council, which in turn was reorganized into the Board of Directors of the Mitsui Company in 

1896. The board became the central headquarters of the Mitsui zaibatsu. But the board did 

not function well because of the sustained tradition of decentralization. In 1901 the 

Administrative Department was created to take over the board. The department was given 
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considerable authority to supervise operations, to revise the article, to formulate policies, 

appoint directors, control reserved funds, and to plan the rationalization of each company 

(Morikawa, 1974:53). However, even the department was not able to accomplish the 

objective of effectively coordinating subsidiary companies because of the stubborn desire of 

key subsidiary companies for autonomy. In 1909 Mitsui Gomel was officially Incorporated as 

a holding company of the Mitsui zaibatsu (Hirschmeler and Yul, 1981 :223-230; Morikawa, 

1974:55). 

However, the conflict between centralized control and operational autonomy kept 

hampering the newly created central headquarters. As a resuH, even Mitsui Gomei failed to 

effectively Integrate the subsidiary companies. Mitsui Gomei was no more than a 

coordinating committee consisting of the representative of each operating company 

(MOrikawa, 1974:55). 

In sum, Mitsui went through a series of organizational reforms. Through those structural 

changes. the Mitsui family and the head office kept striving to consolidate their authority 

while coping with the countervailing forces stemming from perSistent pursuit of autonomy by 

subsidiary companies. As a resuH. the organizational structure of Mitsui was seemingly more 

centralized than other zaibatsus. 

Mitsubishi. Mitsubishi was established in 1870 In the early Meiji era by Yataro Iwasaki. 

who had a strong association with influential political figures of the Meiji government. 

Mitsubishi developed first as a shipping enterprise. It made its first big fortune in military 

transportation businesses in 1874 and 18n (Yasuoka. 1974:86). This fortune enabled 

Mitsubishl to further expand to related businesses. In 1871 Mitsubishl started to run coal 

mines to secure fuel supplies for their ships and In 1875 purchased the Yokohama Iron 

Works to repair ships. In order to facilitate bill handling for the shipping business. It opened 

a money-exchange office in 1876 (which later became the Mitsubishl Bank). However. in the 

next year Mitsubishl relinquished its shipping business to Nippon Yusen Kaisha (NYK). which 
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was newly formed through a merger between Mitsubishi and Kyodo Unyu Company. Yet 

Mitsubishi could receive substantial profits and dividends, which were guaranteed by the 

Meiji government, from NYK since it remained the largest shareholder of the company. With 

those monetary resources Mitsubishl started to further diversify its businesses. In 1887 it 

acquired the Nagasaki Shipbuilding Yard from the government. Since then it acquired more 

metal and coal mines, consolidated banking business, established the Kobe Shipbuilding 

Yard, and started a real estate bUSiness in Tokyo. Mitsublshl also gradually expanded into 

such diversified areas as Insurance, paper, farming, brewery (beer), and glassworks 

(Morikawa, 1974:49-50). 

The massive development of Mitsubishi into the second-largest zaibatsu in the prewar 

era was due primarily to the strong leadership of Koyata Iwasaki, the fourth president of 

Mitsubishi. Under his leadership, Mitsubishi became very active in diversification in heavy 

industries. Mitsubishi's diversification in the 1920s was propelled by the decline of profitability 

of one of its major businesses, coal mining, and the recession of the shipbuilding business 

on account of the worldwide disarmament movement at that time (Nakagawa, 1974:32). 

Mitsubishi also went through a series of organizational restructuring efforts. After the 

death of Yataro Iwasaki, the founder, in 1885, his younger brother Yanosuke Iwasaki took 

over Mitsubishi's leadership. In 1886 Yanosuke established Mitsubishi-sha (Mitsubishi Co.) to 

coordinate its diversified subsidiary companies and became its president. Mitsubishi-sha had 

several departments (mining, accounting, and general affairs) and many subsidiary firms. But 

Mitsubishi-sha was not yet regarded as a full-fledged central office to control and coordinate 

all subsidiaries. 

In 1893, Mitsubishi & Partners, Ltd., was newly established as a central office to succeed 

Mitsubishl-sha (Morikawa, 1970:67). This company diversified its lines of business by either 

expanding existing product departments or establishing new departments. Since the 

departments (mining, banking, mining sales, shipbuilding) were under the direct control of 
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Mitsubishi & Partners, ltd., they were not given much autonomy and discretion. In 1908, 

Mitsubishi Initiated an organizational reform by decentralizing Its control structure. All 

departments under the direct control of Mitsubishl & Partners, ltd., became autonomous 

divisions that were quite comparable to self-supporting divisions of U.S. multidivisional 

organizations. Although Mitsubishi's previous product departments were under the centralized 

control of the headquarters, its new divisions were given more autonomy and a considerable 

amount of divisional discretion (Morikawa, 1970: 69-70). 

In 1916, Koyata Iwasak\, the son of Yanosuke Iwasaki, became the fourth leader of 

Mitsublshl. He Initiated an Important organizational reform by making each division of 

Mitsubishi & Partners, ltd., an independent jOint-stock company and Mitsubishi & Partners, 

ltd., a holding company. Through this structural reform, Mitsublshi went back to the previous 

course of centralization and the newly incorporated subsidiary companies lost the autonomy 

that they had enjoyed as autonomous divisions (Morikawa, 1970: 73-4). 

Mitsubishi's changes In organizational structure can be characterized by progressive and 

retrogressive alternations from centralization to decentralization, and back to centralization 

again. The initially centralized structure enabled top management to delegate some authority, 

which later helped to establish decentralized divisions. Subsequent decentralization made it 

possible for autonomous divisions to limit continued expansion of centralized control. Such a 

relatively less centralized, but more Integrated (under a strong leadership of the Iwasaki 

family), control system than Mitsui's enabled Mitsublshi's top management at the head office 

to concentrate on the strategic issues and keep itself distanced from the Interests of 

subsidiaries. "This certainly helped make It easier for President Koyata to display one-man 

control" (Morikawa,1970:83). 

Sumitome. Sumitorno's bUSiness history started in 1590 when Aiemon Soga opened a 

copper crafting shop In Kyoto. Although Soga did not have a blood relationship with the 

Sumitome family, marrying the elder sister of Masatomo Sumitomo made him one of the 
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Sumitomo family members. From the late sixteenth century until the early Meiji period, 

copper mining had been the Sumitomo's primary business. In 1691 Sumitomo purchased the 

Besshl mine, which later become Its primary fInancial source. Through copper mining 

businesses, Sumitomo became one of the leading merchant houses in the Tokugawa period. 

Around the year of the Meiji Restoration in 1868, Sumitomo had to go through the most 

serious crisis in Its business history. Intemally, The Besshi mine became very unprofitable 

toward the end of the Tokugawa period because of flooding and was In such bad shape that 

it could not operate without govemment subsidies. When subsidies were suspended because 

of the outbreak of the restoration war, a workers' riot took place. Under these 

circumstances, the Sumitomo family considered selling the mine. At this juncture, Saihai 

Hirose, then general manager of the Besshi mine, persuaded the Sumitomo family not to sell 

the mine and stopped the riot by negotiating an extension of rice deliveries. 

Externally, Sumitomo was In danger of losing control of the Besshi mine because it had 

very close ties with the fallen Tokugawa shogunate and warlords. Through Hirose's critical 

contributions, Sumitomo could was able to seHle the dispute with the new Meiji government 

over the ownership of the Besshi mine and regain its control of the mine. After managing 

this crisis, he endeavored to tum the mine around. To save the mine, Sumitomo relinquished 

businesses other than copper-related ones. Through Hirose's all-out effort, management of 

the mine became normalized and its financial conditions greatly improved. In appreCiation of 

his critical contribution, Sumitomo made Hirose General Manager. He became the first non

family, professional manager to run the Sumitomo group (Gerlach, 1987: 51; Hirschmeier, 

1964:226-229; Yasuoka, 1974:85-6). 

The Improvement of financial conditions of the mine around 1888 enabled Sumitomo to 

. invest In other businesses. From the Besshi mine, Sumltomo diversified into many related 

businesses, capitalizing on new business opportunities created by the new political and 

economic reform of the Meiji period. After 1888, Sumitomo became very active in 
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diversification of Its businesses. It established Sumltomo Bank In 1895 and expanded Into 

coal mining. fertilizer manufacturing. and other enterprises during the early 1900s. However. 

during the first several decades of the Meijl period. Sumitomo remained primarily In the 

copper business centering around Its 8esshi mine. After World War I. Sumitorno expanded 

into electricity. coal mining. and the steel business. It further diversified Into life insurance. 

trust banking. and heavy and chemical Industries such as steel. electrical products. glass. 

fertilizer. chemical fertilizer. shipping and warehousing. and trust businesses (Yasuoka, 

1974:86). As a result of this diversification, Sumitomo became a business empire that had 

been the most organically developed and the most heavily industrialized among the Big 

Three (Nakagawa, 1974:35). 

In 1896 Sumitomo Honten was established as a holding company to coordinate and 

control the growing number of subsidiary companies. This holding company was reorganized 

as the Sumitomo Goshigaisha (Sumitomo Limited Partnership) in 1921. The head of the 

Sumitomo family, Kichizaemon Sumitomo, became the chairman of the holding company, but 

he was not actively involved in managerial activities. Sumitomo was in fact run by the 

general manager. Sumitomo Goshigaisha was incorporated as Sumitomo Honsha in 1937, 

but this company was virtually controlled by the Sumitomo family since its shares were never 

offered to the public (Gerlach, 1987:52). 

Since Sumitomo diversified into related businesses, its organization was well structured 

and Its control system was centrally Integrated by the head office. For Instance, all 

subsidiary companies were requested to submit various types of ten-day, monthly, and 

annual reports to the central headquarters (Sumitomo Goshigaisha). Those reports and plans 

were coordinated by the head office according to Sumitomo's strategic plans and then 

submitted to the board of directors for approval. In addition, many internal regulations were 

explicitly stipulated in the Sumitomo Family Constitution and Company Manual (Gerlach, 

1987:52). 
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Discussion. Leading zaibatsus started to emerge dprlng the economic reform period of 

the early Meiji era and further developed as a dominant economic organization through three 

wars' and economic depressions after World War I. It Is thus natural that they were affected 

by, and then adjusted to, those drastic environmental changes. In this volatile environment, 

the founders' entrepreneurial talents and political connections with the government emerged 

as the most Important Ingredients that led a handful of business groups to become powerful 

zaibatsus (Hlrschmeler, 1964:221-222). Mitsublshl seems to be a showcase Illustrating the 

importance of two factors. Yataro Iwasaki had a very close association with the then finance 

minister of the Meiji government. Through his political influence and connections, Mitsubishi 

got huge sllbsldies and privileges. He also had a talent to correctly assess environmental 

demands and grab entrepreneurial opportunities generated by the environment through every 

means available. 

The cases of Mitsui and Sumitomo, which developed with the Tokugawa merchant 

capital, illustrate that they grew into big zaibatsus because they could transform themselves 

into industrial capitalists by breaking their political and economic ties with the old tradition 

(Hirsch meier, 1964:240). Without those reforms Initiated by the professional managers, the 

two merchant houses would not have survived. The development of Mitsui and Sumitomo 

into zaibatsus also elucidates the significance of political connections and entrepreneurial 

talents (of profeSSional managers). Mitsui could emerge in the Meiji era as the number one 

business group because of its close relationship with Meiji government officials. Sumitomo 

wourd have lost control of the Besshi mine and eventually faded away if it had not had 

amicable relations with Meiji government officials. The critical parts played by professional 

managers (e.g., Minomura of Mitsui and Hirose of Sumltomo) in the process of the 

development of Mitsui and Sumitomo remind us of the significance of outstanding managers. 

-rhe three wars refer to the S1no.Japanese War (1894-1895). the Russo.Japanese War (1904-1905). and World 
War I (1914-1919). 
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The history of the Big Three reveals that their phenomenal growth was due to "a 

combination of personal ability, chances given by the specific economic conditions, and last, 

but not least, to heavy-handed favors bestowed on them by the government" (Hirschmeier 

and Vui, 1981 :138). 

II. Japan's Zaibatsu and Korea's Chaebol 

In this section, Korea's chaebol is compared with Japan's zaibatsu. Since the chaebol 

and the zaibatsu have been characterized by their connection to family business, industrial 

diversity, and huge size, those three factors dictate the direction of analysis. 

It has already been stated that the ten largest business groups of the prewar era had 

been officially designated as zaibatsus by the HCLC. My data indicate that as of the end of 

1988, there were forty-five chaebols in Korea. To have a more balanced picture about the 

chaebol and the zaibatsu through this comparative analysis, It would be necessary to 

compare the equal number of zalbatsus and chaebols. For the purpose of this study, the top 

ten chaebols were selected for further analyses. Hence, the second haH of this chapter 

seeks to compare the top ten zaibatsus and chaebols in terms of size, structure of 

ownership and management, and industrial diversity. 

A. Size 

A comparison of size variation between the two types of organizations is made on the 

basis of the number of subsidiary firms. The number of subsidiary firms may not sufficiently 

represent size variation. However, other alternative measures representative of size variation 

do not seem to be appropriate for this study. For instance, it is not possible to compare the 
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two organizations with financial data because of different time frames. The number of 

employees, which is frequently used as a measure of size, could not be used because 

employment data about each zaibatsu are not available. Hence, the number of subsidiary 

firms may be the best available measure that could adequately reflect size variation 

between the two organizations. 

Table 5.1 shows how large the Big Four zaibatsus were in terms of the number of firms. 

In 1945 Mitsui had 294 subsidiary companies as of the end of the war. Mitsui had 241. 

Sumitorno and Yasuda had 166 and 60, respectively. Hence, the Big Four had 761 

subsidiary companies under their direct control. An average zaibatsu owned about 120 

subsidiary companies in 1945. 

Such big size of Japanese zaibatsus can be contrasted with the much smaller size of 

Korean chaebols. Tables 5.1 and 5.2 display the difference in size between the two 

organizations. An average chaebol had about 30 companies in 1988. Lucky-Goldstar 

managed 56 firms and Samsung had 45 firms. Hyundai and Daewoo ran 38 and 31 firms, 

respectively. Through this analysis, it becomes clear that the size of an average zaibatsu 

was much bigger than that of an average chaebol. 

B. Family Business 

Ownership. By definition, a chaebol should be owned and managed by the founding 

family. Hence all chaebols are family businesses. With the notable exception of Nissan, the 

ten zaibatsus also had been owned by founding families, since the HCLC considered as one 

of the criteria for zaibatsus the degree of family control over the holding company and 

subsidiary companies. Therefore, the issue is not whether a chaebol or a zaibatsu was a 

family business, but the degree of family control over ownership. 
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As displayed in Table 5.3, the founding family of each chaebol was the largest 

stockholder in all ten chaebols as of the end of 1988. On average, 12 percent of a 

chaebol's stock was directly controlled by the family. Furthermore, about half (49.1 percent) 

of the chaebols were rTlJtually owned by several core subsidiary companies, which were in 

tum controlled by the family. Therefore, more than 60 percent (61.1 percent) of the stock 

was controlled either directly by the family or indirectly by each chaebol's core companies. 

The zaibatsu exhibited a similar pattern (see Table 5.4). The percentage (5.1 percent) of 

stock held by the zaibatsu family was relatively small. So was the percentage accounted for 

by either the holding company (38.4 percent) or the core subsidiary companies (8.1 percent). 

At any rate, more than half (51.6 percent) of a zaibatsu's stock was controlled directly or 

indirectly by the founding family. 

In sum, chaebols have been, and zaibatsus had been, owned and controlled by founding 

families either through their direct stock holdings or through indirect cross-stock holding by 

core subsidiary companies. 

Managerial Structure. Table 5.5 indicates that in all ten chaebols the founding family 

members participated in management. Overall. about 6 percent of top executive posts were 

occupied by family members. The index of managerial deciSion-making power accounted for 

by family members represented about 12 percent (12.25 percent). A higher index indicates 

that most family members were occupying higher posts because higher posts were more 

heavily weighted. Without exception, one of the family members took the office of chairman 

or president. Four of the ten chaebols (Hyundai, Daewoo. Hanjin, and Lotte) are still led by 

the founders themselves. All four founders are the chief executive officers and are actively 

involved in major strategic and tactical decision making. Six other chaebols are headed by 

either the eldest sons (Lucky-Goldstar, Ssang Yong. Hyosung, and Korea Explosives), the 

third son (Samsung), or a younger brother (Sunkyong) of the founders. 
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Umlted data availability does not enable me to Investigate the managerial structure of all 

ten zaibatsus. Only the data of the Big Four were available. However, these data seem to 

provide sufficient Information regarding the trends In the prewar era. Table 5.6 Indicates that 

the founding family of Mitsui did not participate In management. The head of the Mitsui 

family assumed the office of president of the holding company. All subsidiary companies 

were run by professional managers. Sumitorno seems to have followed Mitsui. The head of 

the Sumitomo family was president of the holding company. But he was not involved in 

operations of Sumitorno subsidiary companies. Managerial responsibilities were in the hands 

of professional mangers. As Mitsui and Sumitomo grew into zaibatsus, the owner families 

were no longer involved in management, and professional managers were given the total 

responsibility for running Sumitorno (Hattori, 1989:81). Hence, the two Tokugawa merchant 

families followed the tradition of "reign, but not rule." 

In Mitsublshi and Yasuda, both of which were newly risen merchant families after the 

Meiji Restoration, the founding family members did have a say over management. Although 

managerial responsibilities of Mitsubishi were mostly in the hands of professional managers, 

the Iwasaki family members exercised strong leadership throughout the prewar era. Starting 

from Yataro Iwasaki, the founder, to Yanosuke Iwasaki, and Koyata Iwasaki, they were 

leaders who exercised very strong Influence In business operations of the Mitsublshi 

zaibatsu. In a slightly different fashion, the Yasuda family also exercised strong influence in 

mancigement. As Indicated in Table 5.6, the Yasuda family actively participated in 

management. More than half (53.66 percent) of top executive posts of major subsidiary firms 

were occupied by Yasuda family members. Zenjiro Yasuda, the founder, did not realize the 

necessity of qualified professional managers because of his overconfidence from his own 

successful career. Therefore, he retained tight control over his zaibatsu until his death at the 

age of 83 (Morikawa, 1984:17). 
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With regard to the six small zalbatsus, It seems that the roles played by professional 

managers In each zaibatsu were not so different from those In Mitsublshl and Yasuda. Since 

the six small zalbatsus developed after the Meljl Restoration, the founders and their families 

retained control over su!:i',)ldlary companies. For Instance, the Asano zaibatsu did not allow 

professional managers to advance to top management since Solchiro Asano, the founder, 

stayed In power for a long time, as Zenjiro Yasuda did. But In those zalbatsus a group of 

outstanding professional managers started to emerge from the strict organizational hierarchy 

at the later stage of development in the 1930s and 1940s. The emergence of professional 

managers in each zaibatsu seems to have been an inevitable trend at the time since Mitsui 

and Sumitomo, and Mitsublshl, to a certain extent, were managed by professional managers. 

In order for each zaibatsu to survive the competition, keeping up with the emerging trend 

toward managerial capitalism seems to have been an unavoidable strategy. 

How did giant business groups like Mitsui achieve unity across their more than 200 

subsidiary companies? It is not likely that a single administrative organization can coordinate 

and control all companies. Unity had been achieved through a system of hierarchical control. 

The holding company coordinated and controlled several core subsidiaries, which in turn 

tightly controlled their own subsidiaries at the lower level. In a typical zaibatsu all 

subsidiaries were gradated into several levels. They were classified as "designated 

subsidiaries," "ordinary subsidiaries" of the top holding company, or "subsidiaries of the 

deSignated subsidiaries" (Hadley, 1970:27). In each of the ten zaibatsus, there was a holding 

company at the top and several key subsidiaries under the direct control of the holding 

company (see Figures 5-1, 5-2, and 5-3). 

The control structure of the chaebol looks quite different. As shown in Figure 5.4, 

chaebols do not have holding companies. At the top of each chaebol exists a special office 

for the chairman that has been created to coordinate the chaebol's business activities and 
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control subsidiary companles7
• This office Is under the direct command of the chairman and 

functions as a central office. But none of the chaebols Incorporated their headquarters as a 

legal entity like the holding companies of Japanese zalbatsus. The absence of holding 

companies In Korean chaebols might be due to their much smaller size than Japanese 

zaibatsus. Control mechanisms of business groups with forty subsidiary companies may not 

have to be as complex as those of business groups with more than two hundred subsidiary 

companies. 

This analysis clearfy indicates an important structural difference between the chaebol and 

the zaibatsu. In prewar zalbatsus, most managerial responsibilities were carried out primarily 

by professional managers. That is, management had been separated from ownership. In 

contrast, chaebols have been owned and managed by founding families. It seems that such 

variations In managerial structure between the two organizations account for the emergence 

of different control mechanisms. The absence of holding companies in Korean chaebols may 

be aHributable to the extensive participation of the founding family members in management. 

As long as the top posts are occupied by the founding family members, Korean chaebols 

may not need a more sophisticated and complex form of control mechanism typified by an 

expansive holding company. 

C. Diversity 

The degree of industrial diversity can be measured by the number of industries in which 

each zaibatsu or chaebol was engaged. Since it is not clear what kind of industrial 

classification system Japan used in the prewar years, the Korean Standard Industry 

'For instance, Samsung named this office the Office 01 Executive Staffs, Lucky·Goldstar the Office 01 Group 
Planning and Coordination, Hyundai the Office 01 G~neral Planning, and Daewoo the Office 01 Planning and 
Coordination. 
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Classification System (see the Appendix B for details) was used for the comparative 

purpose. As Tables 5.1 and 5.2 indicate, Japanese zalbatsus were much more diversified 

than Korean chaebols. On average, Japanese zalbatsus had engaged in about twenty 

industries, which is contrasted with about fourteen industries for Korean chaebols. The Big 

Three in Japan were Involved In businesses In twenty-nine, thirty-one, and twenty-six 

industries, respectively. Those figures contrast with nineteen, eighteen, eighteen, and 

fourteen of the top four chaebols, respectively. Through this analysis, It becomes clear that 

the top ten zaibatsus were more industrially diverse than their Korean counterparts. 

III. Summary and Discussion 

The analysis of business history of the Big Three reveals the importance of two factors, 

that is, political connection and entrepreneurial talents. In the period of 1868 to 1945, those 

zaibatsus went through the Meiji Restoration war, the two Sino-Japanese wars, the Russo

Japanese War, and the two world wars. Such drastic changes and historic events in the 

sociopolitical environments of prewar Japan provided a fertile ground for many business 

groups to grow into big business empires In a short period of time. It is the ten zaibatsus 

that succeeded in capitalizing on demands of the times through their political connections 

and entrepreneurial talents. 

These environmental changes seem to be comparable to the radical environmental 

changes of Korea. Changes in Korea included liberation from colonial rule, the Korean War, 

the military coup, and the political assassination. Hence, those two factors were also of 

Importance for the rise and development of Korean chaebols discussed in Chapters 2 and 3. 

The comparative study In the second section indicates that Korean chaebols are not 

structurally similar to Japanese zaibatsus. Superficially, they look similar In terms of family 
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control over ownership and Industrial diversity. But there exists a more critical structural 

difference between the two organizations. Japanese zaibatsus had used the so-called 

konzern structure, which Is typified by an Incorporated holding company at the top and many 

joint stock companies under the direct control of the holding company. Korean chaebols do 

not have holding companies as an administrative organ to coordinate and control their 

subsidiary companies. They have only a special office that is under the direct command of 

the chairman or the founding family. Chaebols may not need a large and complex type of 

administrative organization like a holding company because with a much smaller and less 

complex administrative organization they could effectively control and coordinate the relatively 

small number of subsidiary companies. 

Therefore, this chapter would imply that "the colonial legacy" has little to do with the rise 

of Korean chaebols. Rather, HattOri's view seems to have more cogency. That Is, Korean 

chaebols are not isomorphic with Japanese zaibatsus since structural differences between 

the two outweigh superficial similarities. 



Table 5.1 

Number of subsidiary companies of each zaibatsu and 
number of industries in which at least one 

company of each zaibatsu was engaged 

Name of 
Zaibatsu 

Mitsui 
Mitsubishi 
Surnitomo 
Yasuda 
Ayukawa (Nissan) 
Asano 
Furukawa 
Okura 
Nakajima (Fuji) 
Nomura 

Average 

No. of 
Companies 

294 
241 
166 

60 
179 

59 
53 
58 
68 
19 

119.7 

No. of 
Industries 

29 
31 
26 
20 
20 
18 
12 
21 
16 
14 

20.7 

Source: recompiled from Nihon Zaibatsu to 
Sono Kaitai (Japan's Zaibatsu and their 
Dissolution) (Holding Company Liquidation 
Commission, 1951) and Hadley (1970). 
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Table 5.2 

Number of subsidiary companies of each chaebol and 
number of industries in which at least one 

company of each chaebol was engaged 

Name of 
Chaebol 

Samsung 
Hyundai 
Lucky-Goldstar 
Daewoo 
Sunkyong 
Ssangyong 
Hanjin 
Hyosung 
Lotte 
Korea Explosives 

Average 

No. of 
Companies 

45 
38 
56 
31 
17 
21 
16 
22 
29 
26 

30.1 

No. of 
Industries 

19 
18 
18 
14 
11 
14 
10 
13 
15 
16 

14.8 

Source: compiled from Hoisa Yonkam (1989). 
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Table 5.3 

Ownership distribution controlled by chaebol families and core 
subsidiary companies as a percentage of issued shares 

Name of 
Chaebol. 

Sarnsung 
Hyundai 
Lucky-Goldstar 
Daewoo 
Sunkyong 
Ssangyong 
Hanjin 
Hyosung 
Lotte 
Korea Explosives 

Average 

Families 

5.7 
20.9 
7.4 
7.6 

19.8 
4.5 

23.5 
6.9 

15.4 
8.2 

12.0 

Core Cos. 

45.7 
46.1 
50.4 
46.5 
40.7 
68.4 
35.2 
44.4 
61. 6 
51. 9 

49.1 

Source: Dong-A Ilbo (October 5, 1989: 5). 

Total 

51. 4 
67.0 
57.8 
54.1 
60.5 
72.9 
58.7 
51.3 
77.0 
60.1 

61.1 
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Table 5.4 

Ownership distribution controlled by zaibatsu families, 
holding companies, and their subsidiary companies 

as percent of issued shares 

Name of Family Holding Core Total (Family 
Zaibatsu Cos. Cos. Share in 

(H .C.) H.C. ) 
----------------------------------------------------------------------
Mitsui 12.3 48.7 11.4 72.4 63.8) 
Mitsubishi 1.9 30.8 24.2 56.9 47.8) 
Sumitomo 13.7 22.8 27.5 64.0 83.3) 
Yasuda 1.2 44.0 6.9 52.1 90.0) 
Ayukawa (Nissan) 0 60.6 2.4 63.0 0 ) 
Asano 2.3 41. 0 0.4 43.7 52.2) 
Furukawa 1.0 27.6 2.9 31.5 57.6) 
Okura 3.5 38.7 5.6 47.8 ( 87.1) 
Nakajima (Fuji) 1.6 33.8 0 35.4 (100 ) 
Nomura 13.8 36.2 0 50.0 (100 

Average 5.1 38.4 8.1 51. 6 

Source: recompiled from Nihon Zaibatsu to Sono Kaitai (Japan's 
zaibatsu and their Dissolution) by Holding Company 
Liquidation Commission (1951) and H~dley (1970). 

) 
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Table 5.5 

Chaebol Founding Family Members' Participation in Management 

Name of 
Chaebol 

Sarnsung 
Hyundai 
Lucky-
Goldstar 

Daewoo 
Sunkyong 
Ssangyong 
Hanjin 
Hyosung 
Lotte 
Korea 
Explosives 

(A) 

492 
650 
531 

330 
187 
213 
226 
192 
203 
201 

(B) 

11 2.24%) 
20 3.08%) 
42 7.91%) 

8 2.42%) 
11 5.88%) 

9 ( 4.23%) 
29 (12.83%) 
15 ( 7.81%) 
25 (12.32%) 

8 ( 3.98%) 

(C) (D) (E) 

6 1625 68 ( 4.18%) 
12 1925 173 ( 8.99%) 
28 1789 267 (14.92%) 

2 1071 80 ( 7.47%) 
5 627 83 (13.34%) 
3 734 72 ( 9.81%) 
6 755 183 (24.24%) 
6 719 143 (19.89%) 
4 790 158 (19.89%) 
3 636 80 (12.58%) 

---------------------------------------------------------------------
Average 3225 178 ( 5.52%) 10671 1307 (12.25%) 
----------------------------------------------------------------------
(A) Number of top managerial positions in chaebol. 
(B) Number of top managerial positions occupied by founding family 

members. 
(C) Number of founding family members participated in management. 
(D) Total points of managerial decision-making power.* 
(E) Points of managerial decision-making power accounted for by the 

family managers.* 
* Managerial decision-making power is points and calculated using 

the following system: Chairman and President=10; Vice President 
=5, Representative Director=4; Executive Director=3; and Director 
of subsidiary company=l. 

Source: compiled from Hoisa Yonkam (1989). 
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Table 5.6 

Zaibatsu founding family member's participation in management 

Name of 
Zaibatsu 

(A) (B) (C) (D) (E) 

Mitsui 88 1 ( 1.11%) 1 254 10 ( 0.04%) 
Mitsubishi 144 17 (11.81%) 2 328 30 ( 9.15%) 
Sumitomo 97 5 ( 5.26%) 1 299 14 ( 4.68%) 
Yasuda 41 22 (53.66%) 7 150 76 (50.67%) 
------------------------------------------------------------------------
Average 370 45 (12.16%) 11 1031 130 (12.61%) 

(A) Number of top managerial positions in zaibatsu. 
(B) Number of top managerial positions occupied by founding family 

(C) 
(D) 
(E) 

* 

members. 
Number of founding family members participated in management. 
Total points of managerial decision-making power.* 
Points of managerial decision-making power accounted for by the 
family managers. * 
Managerial decision-making power is points and calculated using 
the following system: Chairman and President=10; Vice President 
=5, Representative Directorc 4; Executive Director=3; and Director 
of subsidiary company=l. 

Source: compiled from Hadley (1970). 
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Figure 5.1 

A Typical Zaibatsu's Control Structure 

I Family I 

Holding Company I 

Core Core Core Core 
Co. Co. Co. Co. 

Subsidiary Subsidiary Subsidiary Subsidiary 
Co. Co. Co. Co. 
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Figure 5.2 

Mitsui's Control Structure 

I Mitsui Holding Co. (Mitsui Honsha) I 

I 
IOther subsidiary companies 

I I I I 

Mitsui Mitsui Mitsui Mitsui 
Trading Chemical Shipping Mining 

I I I I 
Subsidiaries Subsidiaries Subsidiaries I Subsidiaries 

r-
Hokkaido Colliery & Tokyo Shibaura Electric 

Steamship 

I 
I Subsidiaries I I Subsidiaries I 



165 

Figure 5.3 

Mitsubishi's Control Structure 
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Figure 5.4 

Sumitomo's Control Structure 
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Figure 5.5 

A Typical Chaebol's Control Structure 
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This study has dealt with the rise of Korean chaebols from the perspective of 

organization theory. It is a well-known fact that Korea's Impressive economic achievement of 

the past two decades has been attracting scholastic Interest. However, very few studies were 

undertaken to examine the organizational dynamics of Korean chaebols, which have been a 

powerful locomotive to lead the whole economy of Korea. Not until recently have academic 

efforts in this regard been exerted to understand organizational patterns of Korean chaebols 

(e.g. Hamilton and Biggart, 1988; Kim and Hahn, 1989). This is another addition in the 

endeavour to enhance the understanding of Korean chaebols. 

My study has basically dealt with cross-cultural issues. As Lincoln (1989) argues, it is 

incorrect to regard organizational studies of a comparative nature as "the preserve of 

scholars devoted to explanations which are chiefly culturalist and historicist in nature, 

stressing the unique features of each societal case as a source of its prevailing 

organizational patterns" (1989:1). Rather, cross-national variations can become a fertile 

ground to widen the scope of each theory, thereby enriching its theoretical framework. In this 

sense, Korean organizations, which have developed in a very different cultural and economic 

soil, can pose a very interesting case to nationally developed American theories of 

organization. The Korean case is, I think, particularly Interesting because the Korean 

economiC system can be characterized by "monopoly capitalism." According to Western (neo

classical) economiC theories, monopoly capitalism is generally detrimental to the nation's 

economiC development. However, the Korean case presents an opposite example that the 

national economy can prosper even under "monopoly capitalism." Hence, Korean variations 

may call for substantial qualifications of Western theories of economic organization as well 
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as economic development. 

This study has sought to probe the origin of Korean chaebols, the dominant force of 

Korean economic development, by employing theories that have been developed to account 

for the rise of American business organizations. This study has thus attempted to accomplish 

two objectives. The first is to examine factors that led Korean business groups to adopt the 

chaebol form. The second Is concerned with the assessment of the usefulnesf of Western 

organization theories in explaining the origin of Korean chaebols. In the course of seeking to 

accomplish the objectives, this research has contributed to expanding the scope of those 

theories to organizations in underdeveloped and developing countries. 

I. Summary 

In Chapter 2. Samsung. the first and the oldest chaebol, was examined. The case of 

Samsung indicates that Its connection with the political elite and Its adaptation to shifting 

government Industrial policies were key factors leading Samsung to emerge as the number 

one chaebol in the 1950s. Hence. the interorganizational political economy approach seems 

to be the most capable of accounting for the rise of Samsung in the 1950s. 

Chapter 3 dealt with three more chaebols that emerged under the Park regime. 

The case of Lucky-Goldstar shows that market imperfection inherent in the 1950s and 

the 1960s led Lucky-Goldstar to continuously Internalize transactions through diversification 

Into related markets. But the critical momentum In Its business history. which paved the way 

to Lucky-Goldstar's emergence as one of the leading chaebols. was generated by Its 

capitalizing on political connections with the state. Lucky-Goldstar's participation in the oil 

refining business crystallizes the effect of political connections on its development. Hence. 

the case of Lucky-Goldstar indicates that Williamson's transaction cost economics and inter-
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organizational political economy concepts are beHer approaches to explain its evolution to 

the chaebol structure. 

An examination of Hyundai's development Implies that one theoretical perspective is not 

sufficient to describe the complex process of Hyundal's evolution to the dominant chaebol. 

Political economy seems to have been the major factor In Its Initial development in the 

1950s and 1960s under the government-led construction boom and in its remarkable 

development in the 1970s through participation in heavy industries. 

From Williamson's perspective, the emergence of Hyundai's three multidivisional firms 

(Hyundai Heavy Industries, Hyundai Automobile, Hyundai Construction) can be interpreted as 

a continued internalization of transactions to circumvent imperfect markets. At the time 

Korea's heavy industries were so underdeveloped that Internal transactions may have been 

much more efficient than market transactions. 

The proliferation of Hyundai's subsidiary companies in the 1970s can be more 

persuasively explained by the theory of institutional isomorphism. Employing key points of 

this theory, it could be argued that Hyundai aHempted to make itself similar to old chaebols 

(e.g., Samsung and Lucky-Goldstar) in order to make external constituencies aware of its 

rise as the number one chaebol. In this sense, the theory of institutional isomorphism seems 

better able to explain the internal motive for Hyundai to adopt the chaebol form than other 

theories. 

The rise of Daewoo, the fourth-largest and the newest chaebol, can be accounted for 

cogently by the political economy. Rapid growth of Daewoo since its founding in 1967 has 

been largely attributable to the Korean government's export-driven economic development 

policy. Especially, Oaewoo's rapid diversification into many unrelated markets in the 1970s, I 

would argue, resulted from its all-out effort to make itself one of the prestigious Jonghap 

Sangsa (a large-scale general trading company). Hence, Oaewoo's growth was not due to its 

preplanned growth strategy or its concern with transaction-cost efficiency. Rather, Daewoo's 
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aggressive diversification in the 1970s can be explained by Its adaptation to the 

government's Industrial poUcies. 

The institutional Isomorphism perspective can offer the quite different analysis that 

Daewoo's organizational refonn of adopting the chaebol fonn was initiated to obtain 

legitimacy from external constituencies. InstitutionaUsts would argue that Daewoo paUerned 

Itself after the prevailing organizational fonn at the time to make external constituencies 

aware that It was ready for Jonghap Sangsa status. This perspective seems to be very 

useful in understanding Daewoo's motive In adopting Its particular fonn of organization. 

Chapter 4 quantitatively explored the factors leading Korean business groups to use the 

chaebol fonn of organization. The resuhs clearly support the interorganizational political 

economy theory, which Indicates that Korean chaebols emerged mainly because of their 

close relations with the political regime. 

This analysis also indicates that the chaebol fonn has often been used by business 

groups that are faced with environmental uncertainties. These business groups exhibited a 

tendency to adopt the proven fonn of successful organization more often than other business 

groups. The resuhs have, however. not substantiated the speculation that the chaebol is a 

structural imitation of the Japanese zaibatsu. This finding Is further confinned by the 

comparative study discussed in Chapter 5. 

This quantitative analysis provides somewhat mixed answers about the validity of 

Chandler's and Williamson's theories. Chandler's thesis that a growth strategy calls for 

structural refonn appears valid il J the case of the Korean chaebol. Williamson's argument 

seems to also be plausible in that the size expansion of business groups did affect the use 

of the chaebol fonn. But this study indicates that the use of the chaebol fonn had HUle to do 

with economic efficiency. Since economic efficiency is the rational consequence of 

administrative coordination and transaction cost economics, this resuh seems to cast a doubt 

over the validity of the two efficiency-oriented theories. 
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Chapter 5 dealt with comparative issues between the chaebol and the zaibatsu. The 

comparative study indicates that, notwithstanding the superficial similarity between the two 

organizations in terms of family control over ownership and industrial diversity, there existed 

a more critical structural difference between the two organizations. The Japanese zaibatsu 

used the so-called konzern structure, which is characterized by the pyramidal and 

hierarchical organization centering around an incorporated holding company at the top and 

many joint stock companies under the direct control of the holding company. In contrast, 

Korean chaebols do not have holding companies as an administrative organ to coordinate 

and control their subsidiary companies. It has only a small-scale office that is under the 

direct command of the chairman or the founder family. A complex type of administrative 

organization like a holding company may not be necessary because of the relatively smaller 

size of the typical chaebols than zaibatsus. Therefore, this finding does not indicate that the 

Korean chaebol is structurally similar to the Japanese zaibatsu, which led me to reject "the 

colonial legacy" perspective. 

II. Conclusion 

Case studies and quantitative analyses in the preceding chapters Illustrate which factors 

have made more contributions to explaining the rise of Korean chaebols and which theories 

are 'more useful in explaining the evolutionary process of Korean chaebols. First, it seems 

that the interorganizational political economy has been the dominant factor that contributed to 

transforming mediocre business groups into large chaebol groups. In particular, an 

organization's relationship with the state was of utmost significance. In other words, the 

major factor affecting the rise of chaebols is claimed to be the organization's political 

connections with the state and its adaptation to the government's Industrial policies. In this 
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sense, some would argue that entrepreneurship in East Asian countries has been greatly 

affected by the presence of a strong state. Although the predominant role of the state in 

the economic landscape does not necessarily discourage or hinder entrepreneurial activities, 

the presence of the strong state implies that Korean entrepreneurs should exhibit quite 

different entrepreneurial behaviors, which may reflect the potential effect of the strong state 

on their business success. In this respect, Kim (1976) claims that the strong state brought 

about lOa major shift in the entrepreneurial role from that of an active initiator to a passive 

adaptor" (465). 

This interorganizational political economy approach, which is believed to be the most 

important theoretical perspective in accounting for the rise of Korean chaebols, does not, 

however, seem to have theoretical finesse as a middle range theory that can explain the rise 

and development of specific organizational forms. There Is no doubt that the basic premise 

of the interorganizational political economy approach is critically different from that of the 

adaptation approach. However, with regard to the rationale that a certain organization prefers 

a specific form to other forms, the Interorganizational pOlitical economy approach does not 

seem to have the prowess to clearly offer a plausible explanation. The crude nature of this 

theory in accounting for the rise of particular organizations can be easily compared with 

other theories. The adaptation approach, when it is applied to the case of the Korean 

chaebol, would posit that Korean organizations prefer the chaebol form because of the 

efficiency achieved through administrative coordination (Chandler) and minimizing transaction 

costs (Williamson). The Intraorganizational political economy approach would claim that the 

chaebol form is adopted when the dominant coalition, the founding family, prefers the form. 

However, the interorganizatlonal political economy approach does not seem to say much 

about the internal forces that actually make organizations change their structure. Since 

political economists correctly evaluate the state's critical role in the evolutionary process of 

chaebols, this political economy approach might be the best approach to explain how and 
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why some Korean business groups rapidly grow and diversify. Indeed, Korean political 

regimes have tacitly favored a group of business elite who usually have been loyal to the 

regimes, thus helping them to diversify to many industries. But it is very rare even in Korea 

for the "omnipotent" state to explicitly request private enterprises to take a certain form of 

organization. Hence, this approach, streSSing the collusion between the state apparatus and 

some opportunistic bUSiness elite, might have difficulty in explaining the intemal mechanism 

of organizational change to a particular form primarily because organizational change, like a 

shift to the chaebol structure, is initiated by the organization itself, not by the state. 

Therefore, it would be fair to state that the interorganizational political economy approach 

has not been formulated as a coherent framework to explain the rise of a "specific" 

organizational structure. 

The theory of institutional Isomorphism, the second theoretical perspective, postulates 

three mechanisms that make organizations in institutional environments structurally 

homogenous over time. The first is coercive isomorphism, which results from institutional 

pressures imposed by one organization on another as a condition for its support or approval. 

The pressures exerted by the state on organizations in the national boundary constitute 

major coercive consequences. Second, there is mimetic isomorphism. According to this 

mechanism, organizations facing environmental uncertainty demonstrate a tendency to imitate 

other successful organizations in similar environments. The third is normative isomorphism, 

which is brought about by professionals as they seek to impose their own normative 

standards on their organizations. Needless to say, the key mechanism capable of accounting 

for the rise of the Korean chaebol is the second one, that organizations confronting 

environmental uncertainties change their structures by modeling themselves on the most 

popular and successful structures of other organizations. To put it another way, there may 

exist norms specifying appropriate structures, and these norms influence organizations in a 

similar environment because such norms are an effective means of obtaining legitimacy from 
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external constituencies. 

In a parallel fashion, the mechanism of coercive isomorphism is also capable of 

explaining widespread use of the chaebol form in the 1970s and 1980s. The Korean 

government has been exerting numerous institutional pressures and, in some cases, imposed 

a certain form of organization on Korean enterprises. As shown in Chapter 3 with regard to 

the government's selection of Jonghap Sangsa, the government's guidelines In fact delineate 

which organizational structure the state prefers, even if the state does not explicitly request 

that private enterprises adopt a specific form of organization. 

Some would argue that the institutional isomorphism approach can therefore become an 

alternative or complementary theory to politically motivated or efficiency-oriented theories. But 

this theory presupposes the existence of a "prototype" organization that provides ideal 

patterns for Imitation. Hence, this theory does not seem to adequately explain the rise of the 

first generation of chaebols like Samsung and Lucky-Goldstar, whereas it offers a plausible 

interpretation about the rise of Hyundai and Daewoo, both of which emerged later as leading 

chaebols. Theoretical adequacy or inadequacy of this institutional approach, therefore, seems 

to stem from whether there exist prototype organizations after which other organizations are 

patterned. For instance, Hyundai and Daewoo could imitate Samsung and Lucky-Goldstar, 

but the latter did not have any models. 

The cases of Hyundai and Daewoo also Indicate that this perspective does not seem to 

offer an alternative Interpretation about the unprecedented diversification and expansion of 

some business groups in the 1960s and 1970s. Becoming a chaebol is not an easy task 

because of the huge requirements for human, financial, and technological resources. It is 

therefore inconceivable that a business group without enough resources could imitate the 

developmental pattems and structures of some leading chaebols. In this sense, the political 

economy approach seems to be able to more persuasively deal with the preconditions for 

the rise of Korean chaebols. But, as portrayed in the cases of Hyundai and Daewoo, the 
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more immediate internal motive of organizational change to the chaebol fonn may be more 

cogently explained by the institutional isomorphism perspective. Hence, the Korean case 

seems to imply that the theories of institutional isomorphism and political economy could 

complement, rather than compete with, each other. And the Korean case also seems to 

imply that the institutional isomorphism approach should be regarded as a theory that can 

better deal with organizational change than with organizational creation. 

The third theoretical implication is that Chandler's theory accounting for the rise of 

Korean chaebols is weak. The four case studies seem to show that the weakness stems 

from its premise that a growth strategy is formulated on the basiS of economic and 

technological development. Furthermore, the important finding that the chaebol may not be 

an efficient form of organization indicates that we should reevaluate Chandler's argument, 

especially demonstrated in The Visible Hand of 1977, that a nation's economic and 

technological development precedes the rise of particular types of organization. In this 

regard, Hamilton and Biggart (1988), who take Korean chaebols as an example to dispute 

Chandler's argument, assert that organizational structure preceded economic development in 

Korea. Their point is that the chaebol structure "can be traced more persuasively to 

premodern political practices, to pre-war Japanese industrial policy, and to the borrowing of 

organizational design for industrialization from Japan than to those factors specified by either 

Chandler or Williamson" (Hamilton and Biggart, 1988: 568-569). Although their sketchy 

analysis about the preconditions for chaebol evolution is partly incorrect,l their key point 

seems to remain plausible because the chaebol structure had already existed before Korea's 

economic and technological development began in earnest. For instance, 5amsung and 

Lucky-Goldstar, the two oldest chaebols, were already in existence even before Korea's 

economic development was in full swing. Therefore, the Korean case may call for substantial 

'The case study of Samsung in Chapter 2 indicates that structure preceded economic development. But none of 
the case studies and quantitative analyses indicate that the origin of the Korean chaebol can be traced to 
industrialization during the Japanese colonial occupation. 
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modification of Chandler's key proposition that the rise of modem enterprises is primarily 

driven by economic and technological changes. 

Also, this study seems to imply that Williamson's transaction cost economics has a 

limited capability to account for the rise of the Korean chaebol. The fundamental proposition 

of this theory Is that transaction cost efficiency determines transaction governance structure. 

This theory is therefore strongly universalist because it makes little provision for societal and 

cultural differences (Lincoln, 1989:33). The relative weakness of this theory may be inherent 

in its "universal" nature. An Interesting question In this regard Is which of the key 

assumptions of this theory makes little sense in Korea, and what would be the implications 

and predictions if this theory were modified? 

Lincoln (1989), following Ronald Dore's argument (1987), has raised the interesting issue 

that transaction costs may be lower in the Japanese economy than in Western economies. 

The claim is that opportunism, information asymmetry, and uncertainty may not take place in 

the Japanese economy since transactions of Japanese organizations have been governed by 

relational contracts that occur on the basis of trust, obligation, and goodwill. Hence economic 

actors in Japan may not be the rational utility-maximizers, in the language of neo-classical 

economics, and "Japanese economic relations tend not to have the properties that 

transaction cost economics ascribes to economic transactions" (Lincoln, 1989:33-34). Getting 

back to Korean organizations, an Issue of int~t(;st here is whether the central assumptions of 

transaction cost economiCS are plausible In the Korean economy. It has already been shown 

that nearly all Korean business groups have been predominantly controlled and managed by 

a founder and his family members. Transaction costs, in such a "corporate patriarchy,02 

headed by the founder or his immediate offspring, can be minimized because managers 

from the founding family, constituting the dominant coalition In nearly all Korean business 

groups, may not have to behave opportunistically and undertake a careful "cost-benefit" 

~rru at. al (1989) called Korean business groups ·corporate patriarchy." 
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analysis. Furthermore, nonfamily managers' opportunistic behaviors can also be deterred 

because family managers usually are In higher positions, enabling them to monitor and 

control nonfamily managers. In this sense, kinship relationships can tame opportunism 

(Palmer et aL, 1987:43). It Is therefore expected that very few transactions will be 

undertaken by the utility-maximizing and opportunistic "economic man" In this "corporate 

patriarchy." Hence, some of Williamson's central assumptions, especially opportunism, are 

not as plausible In the Korean economy as they were in the Japanese economy. 

If transaction costs are lower in the Korean economy, where family capitalism is still a 

sweeping mode of production and transaction, than in other advanced economies, one would 

claim that Korea's family-dominated organizations may not be an underdeveloped form of 

organization that should be replaced by the Westem type of "economic" or "utility

maximizing" organization. As the Japanese way of Interweaving "economic" transactions with 

"noneconomic" considerations of trust, obligation, and goodwill does not hinder efficient 

allocation of resources, the Korean method of economizing on transaction costs by way of 

family capitalism may not occur at the expense of economic efficiency. 

The interesting result of Chapter 4 that the chaebol is not an efficient form of 

organization in terms of economic performance seems to Indicate that broader concerns 

other than economic efficiency influence Korean organizations to shift to the chaebol 

structure. The "embeddedness" perspective that social structures influence economic actions 

(Granovetter, 1985) may provide a plausible reasoning with regard to the lesser effectiveness 

of efficiency-oriented theories in explaining the rise of Korean chaebols. According to this 

perspective, social structures are important for two reasons. Rrst, social structures may lead 

economic actors to pursue interests other than efficiency, which is realized by saving 

transaction costs. Second, social structures may Influence the relative efficiency of alternate 

transaction modes themselves (Palmer et. aI, 1987:43). Under the Korean societal structures, 

efficiency that can be obtained through administrative coordination and low transaction costs 
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may have been a minor consequence. Instead of concern for economic efficiency, the 

Korean business elite may have been more concerned with how to establish better 

relationships with the state, to control markets, and to exploit labor. 

The important implication is that some fundamental assumptions of Williamson's theory 

are not plausible in Korea, and substantial qualifications of the theory appear to be 

necessary for the theory to explain KOiean phenomena. 

One of the intriguing findings Is that the intraorganizational pOlitical economy was not a 

critical factor In explaining the rise of Korean chaebols. It is especially interesting because 

this approach provided a meaningful alternative to Chandler's thesis in explaining the rise 

and spread of multidivisional forms among large U.S. corporations (see Fligstein, 1985; 

Palmer et aI., 1987). The weakness of the approach, I would claim, may be due to the 

overwhelming dominance of the founding family over other competing coalitions in Korean 

organizations. 

Before concluding this study, I would like to raise two issues that may indicate problems 

for the unqualified use of Western theories and also stimulate more research Interests in the 

future. 

It has already been shown that both efficiency-oriented and power-motivated arguments 

have some theoretical problems. These problems of politically oriented theories and 

efficiency-motivated theOries, which have been developed by Westem scholars, may be due, 

in part, to Western theorists' different perceptions on the role of the state in economic 

matters. In the West, the state traditionally has not intervened in private economic activities. 

And Westerners appear to have perceived that polity is one thing and economy Is another., 

Hence, they tend to dichotomize the state and the market. This dichotomization crystallizes 

into the ongoing controversy about markets and formal organizations, two conflicting 

mechanisms for allocating and controlling resources. Market mechanisms allocate resources 

through bargaining. Formal organization, which Williamson calls "hierarchy" but political 
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sCientists would rather call "the state," is a means of allocating resources through authority 

relations. 

In contrast to the Western perception, "the Confucian philosophy advocated the unity of 

economy and polity. Its Ideology recognized that economic weHare was important, if not 

essential, to political stability" (yoshino, 1965:14). According to the Confucian philosophy, 

polity and economy are not conflicUng, but rather complementary concepts. In Korea, which 

was strongly influenced by Confucianism, the state has intervened in the domestic economy 

as necessary. In this sense, Korean chaebols may not be a product of either market forces 

representing "economy," or political forces representing "polity," but a consequence of both 

forces. 

Here emerges the third mechanism to allocate resources. It is the "business group" 

structure, which includes chaebols. Under this structure, the individual firm can economize on 

transaction costs by transacting internally with member firms. At the same time, it can avoid 

the scale diseconomies or control loss that would have occurred if it had expanded 

internally. The business group structure emerges when the net benefit of forming a group 

exceeds that of implementing transactions within the firm or through the market (Goto, 

1982:61). In this context, "the group is an institutional device designed to cope with market 

failure as well as internal organization failure" (Goto, 1982:69). The "business group" can be 

argued to be the organization structure in which the Confucian ideal is put into reality. The 

structure of the chaebol as a typical business group is embedded in Korean social structures 

that have been greatly influenced by Confucianism. 

The second issue Is concerned with the weakness of the intraorganizational political 

economy approach. I have argued that the intraorganizational political economy has not been 

a critical factor in explaining the rise of Korean chaebols because of the overwhelming 

dominance of the founding family over other competing coalitions. This phenomenon is 

closely interrelated with the future of the Korean chaebol as an organizational form. 
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In most advanced economies, family-centered enterprises like chaebols have been 

gradually disappearing. In other words, traditional capitalism, that is, family capitalism and 

financial capitalism, has been replaced by managerial capitalism where ownership is 

separated from management, and enterprises are run by profeSsional, salaried managers 

(Chandler, 19n, 1980, 1984). Hence, it is naturally expected that managerial capitalism will 

soon appear if Korea is going to be one of the advanced economies as it deSires. If so, it is 

also expected that the dominant coalition, the founding family, will soon lose its power and a 

new organizational form will appear, or current chaebols will reform their structure. However, 

this issue does not seem to be that simple since all of the advanced economies have quite 

different political, economic, and social backgrounds from Korea. The only exception is 

Japan. In Japan, it seems to be obvious that in large business organizations (e.g., kigyo 

shudan and keiretsu) ownership is separate from management, and professional managers 

thus run the enterprises in Japan. Nevertheless, it does not seem to me that Japan is under 

the very managerial capitalism that is now prevailing in the West, especially in the United 

States, because Japanese commercial banks have a big stake in most of the large 

enterprises. As an indication of the overwhelming influence of commercial banks, there exist 

three bank-centered business groups (e.g., Sanwa Bank Group, Fuji Bank Group, and 

Daiichi Bank Group). Hence, it would be fair to say that the current system in Japan is a 

delicate mixture of financial and managerial capitalism. 

As is the case with Japan, Korea may develop different systems even after it reaches 

the level of economic development comparable to the advanced economies. One may argue 

that the current Korean system may not be genuine family capitalism. It is true that the 

founder and his family members controlled chaebols. However, those family members, who 

are mostly well-educated in the United States and Japan, are actively participating in 

management as full-time managers and are working closely together with many profeSSional 

managers. The current system in Korea, which Western scholars would call family capitalism, 
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may instead be a Korean type of mixed form of capitalism. 

What would each of the three theories predict with regard to the future forms of Korean 

organization? According to the adaptation approach, emphasizing the effect of organizational 

growth on administrative coordination and transaction oosts, the future Korean organization 

will imitate a structure that can be found in some European countries. In this structure the 

founder or his family members, who mostly work as full time managers, still own a majority 

of stock and participate in strategic decisions. But most managerial decisions are made by 

professional managers who have no ownership. This system is closer to managerial 

capitalism but also has the important aspect of family capitalism. According to the adaption 

approach, the adoption of this system may be inevitable since it is inconceivable for a 

handful of the founding family members to coordinate ever expanding subsidiary companies 

in the future. 

It is widely accepted that the state's power over the private sector will gradually decline 

in the future, and the private sector represented by chaebols will challenge the state's 

dominance in an economic landscape. Therefore, if we suppose that the power of the 

founding families will not drastically diminish in the short run, the political economy approach 

would predict that the preference of dominant coalitions, the founding family, in Korean 

organizations will dictate the future structure of Korean organization. 

The decline of the state's power can also have a bearing on the institutional 

isomorphism theory, as the state may not easily impose a particular organizational structure 

on private enterprises. Hence the mechanism of coercive isomorphism may not work as well 

in the future as it does now. But the mechanism of mimetic isomorphism is expected to 

keep working, so that the chaebol fonn will flourish in the future. However, the chaebol form 

may undergo considerable changes since the theory would rather predict that nonnative 

isomorphism may also become an important mechanism in future organizations where 

professional managers are expected to gain power. If the mechanism of normative 
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isomorphism gains momentum, the future managerial system of Korean organizations may 

look like a delicate mixture of family capitalism and managerial capitalism. 

This question about the future form of Korean organizations, given the historical 

development described here, provides a very interesting research agenda to be further 

carried out in the future. 
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KOREAN STANDARD INDUSTRY CLASSIFICATION (38 INDUSTRIES) 

Classification No. 

1100 
1200 
2000 
3110 
3130 
3210 
3220 
3230 
3240 
3300 
3410 
3420 
3510 
3522 
3523 
3540 
3530 
3550 
3620 
3692 
3710 
3720 
3820 
3830 
3830 
3840 
3850 
4000 
5000 
6000 
6100 
6200 
7100 
8100 
8200 
9100 
9200 

Name of Industry 

Agriculture 
Fishery 
Mining 
Foods 
Beverage 
Textile 
Apparel 
Leather 
Footwear 
Wood 
Paper 
Printing 
General Chemical 
Pharmaceutical 
Cosmetics 
Petroleum 
Coal 
Rubber 
Glass 
Cement 
Metal 
Assembled Metal 
Machinery 
Electric 
Electronic 
Transportation Machinery 
Precision 
Other Manufacturing 
Construction 
Wholesale and Retail 
Tourism (Travel Service) 
Hotel 
Shipping 
Banking and Financial 
Insurance 
Culture 
Service 
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APPENDIX B 

NAMES, THE NUMBER OF SUBSIDIARY COMPANIES, INDUSTRIES OF 
143 BUSINESS GROUPS IN KOREA AS OF THE END OF 1988 

Group No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 

No. of Sub- No. of 
sidiary Cos. Industries 

Kabul 16 
Kangnam 10 
Kangwon Industrial 10 
Kyungbang 5 
Kyesung Paper 8 
Korea Wonyang Fisheries 3 
Korea Iron & Steel Works 8 
Coryo Gen. Enterprise 8 
KOHAP 7 
Kukje Pharmaceutical Ind. 5 
Kuk Dong Construction 9 
Kuk Dong Petroleum 5 
Kumho 12 
Kirin 5 
Kia Motors 12 
Namsung 4 
Nam Young 5 
Nong Shim 5 
Daegi 6 
Dainong 6 
Dae Dong 5 
Daelim 14 
Daesun Distilling 5 
Daesung Industrial 16 
Daeshin Securities 5 
Dae Yeong 3 
Daewang 7 
Daewoo 31 
Daewoong Pharmaceutical 5 
Daewon Kang Up 5 
Taihan Textile 6 
Daihan Paint & Ink 3 
Taihan Electric W~re 5 
Daehan Flour Mills 4 
Korea Line 12 
Tongkook 9 
Dongkuk Steel Mill 13 
Dong Bang (Oil & Fat) 4 
Dong Bu 14 
Dong Sung Chemical 5 
Dong-Ah Construction 16 

10 
5 
8 
4 
3 
3 
4 
5 
6 
5 
5 
4 
7 
4 
5 
1 
3 
4 
5 
8 
3 

11 
3 

11 
2 
1 
4 

14 
1 
1 
8 
2 
5 
2 
5 
3 
5 
1 

10 
3 

11 
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42 Dong-A Pharmaceutical 14 7 
43 Tong Yang Cement 9 10 
44 Oriental Chemical 11 6 
45 Dong-Oh 4 2 
46 Dong Won Industrial 11 7 
47 Dong Il (Textile) 6 3 
48 Dong Hwa Electronics 5 3 
49 Doosan 21 13 
50 Life 5 5 
51 Lucky-Goldstar 56 18 
52 Lotte 29 15 
53 Myung Yun Industrial 4 3 
54 Lotte Travel Service 6 4 
55 Mi Won 16 12 
56 Muhak Brewery 3 2 
57 Bum-A 9 3 
58 Pan Ocean Shipping 4 4 
59 Byuck San 14 11 
60 Brother 6 2 
61 Bong Myung 13 10 
62 Pusan pipe 6 3 
63 Sajo Industrial 7 5 
64 Samdo 6 4 
65 Samlip Food 7 5 
66 Sanuni 11 7 
67 Sambu Construction 7 5 
68 Samsung 45 19 
69 Samseong Publishing 5 2 
70 Samyangsa 6 5 
71 Samyang Foods 8 5 
72 Sam Yung Chemical 5 4 
73 Samick Musical Instrument 4 1 
74 Samil Textile 3 2 
75 Samchully 10 9 
76 Sam Hwa 5 4 
77 Sam Hwa Trading 5 3 
78 Sam Hwan 11 7 
79 Ssang Ma 6 3 
80 Ssang Bang Wool 13 7 
81 Ssang Yong 21 14 
82 Sunkyong 17 11 
83 STC 10 10 
84 Sung Shin Cement 9 6 
85 Global Enterprise 11 4 
86 Sepoong 7 7 
87 Shin Dong-Ah 11 9 
88 Silla Trading 5 6 
89 Shinil Enterprise 3 3 
90 Shinwhasa 5 3 
91 Anam Industrial 8 6 
92 Aekyung 9 3 
93 Young Jin Pharmaceutical 4 4 
94 Young Poong 10 7 
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95 Olympos 3 3 
96 On Yang Pulp 9 3 
97 OPC 8 6 
98 Woosung Construction 6 5 
99 You One Construction 3 3 

100 Yuh an Pharmaceutical 8 3 
101 Ilshin Industrial 6 4 
102 Ilshin Spinning 3 3 
103 Il Jin 6 5 
104 Long Te~ Credit Bank 5 1 
105 Chonbang 4 3 
. :>6 Chosun Brewery 5 4 
107 Cho Yang 12 5 
108 Chong Kun Dang 6 3 
109 Jinro II 6 
llO Chin Yang 4 3 
III Chun Kyung Shipping 6 2 
ll2 Chun Il Express 5 1 
ll3 Chung Nam Spinning 6 4 
ll4 Kolon 19 12 
ll5 Crown Confectionery 7 3 
ll6 Taekwang Industrial 8 5 
ll7 Pacific Chemical 20 16 
ll8 Tae Hwa 3 2 
ll9 Tong II 21 20 
120 POSCO 13 7 
121 Poong San 6 3 
122 Hankuk Glass 5 1 
123 Korea Electronics 4 1 
124 Korea Explosive 26 16 
125 Han Nong 7 2 
126 Hando 4 3 
127 Halla 6 7 
128 Hanbo 5 4 
129 Hanyang 4 3 
130 Hanil Synthetic Fiber 12 9 
131 Hanil Cement 5 4 
132 Hanjoo 4 3 
133 Hanjin 16 10 
134 Hanchang 5 5 
135 Hae Sung 5 5 
136 Haitai II 8 
137 Hyundai 38 18 
138 Hyundai Cement 5 4 
139 Hyupjin Enterprise 4 4 
140 Honam Flour Mills 7 6 
141 Hwa Seung 9 5 
142 Hyosung 22 13 
143 Rocket Electric 5 4 

-----------------------------------------------------------------
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