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ABSTRACT

An Interdisciplinary Study on Restrictions on Equity Investment

Byoung-Cheol Lee
Advisor : Prof. Jae-Heoung Kim
Department of Law,

Graduate School of Chosun University

Good corporate governance encourages voluntary choice in markets. Corporate
laws protecting related interest parties are, therefore, a most effective way in
shaping corporate governance structures.

More specially, corporate laws should minimize the compulsory clauses to
protect interest groups, allowing more discretion to management and to induce
efficient management decisions.

On the other hand, is also needs to provide outside shareholders an opportunity
to better understand the problems of corporate governance of companies, to
prevent arbitrary decisions of a large shareholders and the lack of transparency.

Restrictions on Equity Investment(ROI) regulates that any corporation belonging
to a designated business corporation group shall be prohibited from acquiring or
owning stocks of another domistic companies in excess of 25% of its net asset.

The system was enacted prevent dominent share holders(chae-bul) from pursuing



their private interest through the small investment into their subsidiaries, and to
improve the corporate governance.

In this study, I consider the history, the policies and the contents of the ROI as
well as its problems., substitution countermeasures. Specially, I put emphasis on
trying to find out the problems of ROI and the substitution countermeasures for

this system.

This paper critically reviws the rationale of ROI provided in Lim(2003), and
also the proposal by the Korea Fair Trade Commision(KFTC) to base regulation
using the "Indices of Ownership Control Disparity”(IOCD). I find that IOCD is
problematic if it is used as a criterion for exempting firms from ROIL

In conclusion, it is desirable that the ROI shall be abolished in near future.
Because this system has much more problems than any other systems that were
enacted in commercial law and securities exchange law.

Futhermore, this system exists still now only in Korea.

In recent, holding company, outside directors, disclosure, audit committee,
consolidated financial statements etc are enacted in commercial law and securities

exchage law to improve corporate governance in Korea.

& Key Words &

Restrictions on Equity Investment, Ownership Control Disparity. corporate
governance, holding company, affiliate company, business concentration,
disclosure, outside director, business specilization, corporation governance,

reverse discrimination of domestic company
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1989, 12. 22. 88&7H2)x FA A Th T #AZA 1993, 7. 29. R2AM0(Y A|245% # 3
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AR ANFAANAME 7oz Frta HASA T

ook X 2
HUB i o w2
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o 25 2 E (Ludwig Erhard)t BA19] 2@ A7 Atz Sol4 2w
A= BT AFFADA] £t AAL AW AANGL AFsA o 2 A}
84 ABAZ 9HE ARAY 29e AT dPe 2P} AN Aol FAe
Erlolets £ue Fohe] WEE 9@ BAwE BEE @457 s ALH

g HAAEe GNE BE AAEA 52 AAdn ARAAE o
dwto] b8 A £
Azolets A6l 712@ AHelga, A A3
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70) Blum, Reinhard, "Marktwirtschaft, soziale,” in Wille Albers, Karl Born et al.(eds.), Handworterbuch der
Wirtschaftswissenschaft, Band 5, Stuttgart/New York: Gustav Fischer, 1980, pp. 158-159.
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78) Eucken, W, 1990, pp. 30-41 ; Miiller-Armack, Alfred, 1990, pp 77-78.
79) Miiller-Armack, Alfred, 1956, p 391.
80) ¥r&7], AA=E, 2003, p 66.
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83) Miiller-Armack, Alfred, "The Social Aspect of the Economic System,” in Wolfgang Stiitzel, Christian
Watrin, Hans Willgerodt, Karl Hohmann (eds.), Standard Texts on the Social Market Economy, 1947, pp.
9-10.

84) Miiller-Armack, Alfred, “Soziale Marktwirtschaft,” in E. von Beckerath, C. Brinkmann et al (eds.),
Handworterbuch der Sozialwissenschaft, Stuttgart: Gustav Fisher, Band 9, 1956, pp. 390-392.
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85) FEucken, W, Ordnungspolitik, Miinster: LIT Verlag. 1946, pp 16-17 : Miiller-Armack, Alfred,
Wirtschaftslenkung und Markwirtschaft, Miinchen: Kastell Verlag, 1960, pp94-96.

86) Miiller-Armack, A, 1956 ; Zacher, Hans F. "Social Market Economy, Socil Policy, and the Law,”
Zeitschrift fir gesamte Staatwissenschaft, Band 138, 1982, pp. 369-371.
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87) sololae ARAAS FAAHA U FAFIAE Vel atel, BT WS Ve A0
gk FAek Qo] el wigk HalelA wEHE Hojw wMogta lji vl 9l Hayek, F.A. Law,
Legislation and Liberty, Vol. 3, The Political Oder of Free People, Chicago: The University of Chicago
Press, 1979.
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@ o glek 540 AAREe] oe AR AYEe Age] A&H 24715E AL Bu ok 54
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89) Eucken, W, "A Policy for Establishing a System of Free Enterprise”(1952), in Standard Texts on the
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97) AFMA] nlagAd 2 AFEMNY A7} ok8te AFF <& (deadweight loss)> A X719} #RE =H A
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98) AA7Fe dEol et thE=(A. Downs)®] B3R AXA Z=(ogrolling)oll <3 ¥ we- A}
s|H o2 nFASA E3 ALg] Y AEle ofy|§HA %E}{— Ae Holi 9t} Downs, A, An Economic
Theory of Democracy, New York : Harper&Row. 1957.

BEARY FoAA FoU-=EF2S AA7I} H5EY A g FFHE HEENE =53 9
Fiorina, M, and Noll, N., "Voters, Bureaucrates and Legislators”, Journal of Public Economics 9, 1978.

A= E] FFol #F Y27hI(W. Nisdanen)®] #ZAEF o] oJstH A5 A A4S A A HAYLrE Bt
Hepgh s A FFAHI 2 AAFES AASA EHu, SRS A wEEojoF T ALS A Yol #HEH
284S 4 A sted AHEFgoER AR HEaEAdS A dAute FL =352 drt Niskanen, W,
Bureaucracy and Representative Government, Chicago : Aldine-Atherton, 1971.

99) A (J. Buchanan) 2.2 WX T3 4ANT e ARAATI= 4R Gao] Ao o3 HIYsH =
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