South Korea — Chaebol Governance and Sustainability Reform

Case Overview

South Korea’s large family-controlled conglomerates—known as chaebol—have been central
to the country’s rapid industrialization and global competitiveness. Groups such as Samsung,
Hyundai Motor, SK, and LG dominate key sectors including semiconductors, autos, energy,
and electronics. Their scale, export orientation, and technological sophistication have made

South Korea a high-income economy within a single generation.

At the same time, chaebol governance structures have long raised concerns among investors,
regulators, and civil society. Concentrated family control, complex cross-shareholdings,
related-party transactions, and limited board independence have created persistent risks

related to accountability, minority shareholder rights, and capital allocation discipline.

This case examines whether—and how—sustainability and ESG frameworks can function as
catalysts for governance reform in chaebol-led systems, without undermining the long-term

investment horizons and strategic coordination that underpin their success.



Institutional and Market Context

Chaebol governance reflects a distinctive institutional history. During South Korea’s
developmental state era, close coordination between government and large industrial groups
facilitated rapid capital accumulation, export growth, and technological upgrading. Family
control ensured continuity and long-term commitment, but also entrenched power and limited

external oversight.

As South Korea integrated more deeply into global capital markets, governance expectations
shifted. Foreign ownership increased, stewardship codes were introduced, and domestic
pension funds adopted more active voting and engagement policies. However, governance
reform has been incremental rather than transformational, shaped by cultural norms

emphasizing hierarchy, loyalty, and consensus.

Sustainability has emerged as a new lens through which governance concerns are reframed—
linking traditional shareholder issues with climate risk, labor standards, and long-term

resilience.



The Strategic Sustainability Challenge

Chaebol governance creates a paradox for sustainability:

o Strengths
o Long-term investment horizons
o Ability to mobilize capital at scale

o Integrated group-level strategy

o Weak checks and balances
o Entrenched control

o Limited transparency around intra-group transactions

From a sustainability perspective, these risks manifest in several ways:

e Board oversight of climate and transition risk may be constrained
» Executive incentives may prioritize growth over resilience

e Minority shareholders may have limited influence over ESG priorities

Investors and regulators increasingly view ESG reform as a pathway to improving

governance outcomes that traditional legal reforms have struggled to achieve.



ESG as a Governance Lever

In recent years, ESG frameworks and stewardship engagement have been used to push for:

e Greater board independence and expertise
e Clearer separation between ownership and management
o Enhanced disclosure of related-party transactions

o Integration of climate and social risks into enterprise risk management

These efforts often rely on private, relationship-based engagement rather than public
confrontation. Change occurs through negotiation, peer comparison, and reputational

pressure—reflecting the realities of influence in South Korea’s corporate system.

However, progress remains uneven. Some chaebol affiliates have adopted global best
practices, while others resist deeper reform, raising questions about the limits of ESG-driven

change.



Decision Point

By the mid-2020s, South Korea faces a strategic governance question:

Can ESG and sustainability frameworks meaningfully reform chaebol governance

without eroding the strategic advantages of family-controlled conglomerates?

Boards must decide how far to open decision-making structures. Investors must determine
when patience becomes complacency. Policymakers must balance competitiveness with

accountability.



Learning Objectives

After discussing this case, students should be able to:

1. Understand the structural features of chaebol governance

2. Analyze the strengths and weaknesses of concentrated ownership for sustainability
3. Evaluate ESG as a tool for governance reform

4. Assess the role of stewardship in culturally constrained environments

5. Compare chaebol governance with other Asian ownership models



Discussion Questions

1. Are chaebol governance structures fundamentally incompatible with global ESG
expectations?

2. How can sustainability frameworks strengthen board oversight without undermining
long-term strategy?

3. What role should domestic and foreign investors play in driving governance reform?

4. When should stewardship escalate from engagement to voting or public pressure?

5. What lessons does the chaebol system offer for other emerging-market

conglomerates?



