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Journal of Regulation Studies Vol.13 No.2 December 2004

Regulation on Stock Holding in Holding Company

Sam-Hyun Chun

As the most suitable alternative in ensuring the transparency of a corporate governance
structure, the government has pressed hard on large conglomerates to adopt a holding
company system. Nevertheless, in the wake of the LG Card liquidity crunch and
Samsung Everland’s translation to financial holding company, controversies are now
flaring up as to whether the holding company system can function well as a proper
model under the current Korean situation.

In field of holding company regulation, the biggest problem is that the stock holding
of holding company is compelled by law on positive or negative lines.

The biggest reason behind the government’s regulation of stock holding in the holding
company system is that each affiliate can carry out its independent management. The
government sees that this will, in tum, curb illegal inter-affiliate trading and especially
guarantee the transparency in the governance system. According to the government’s
interpretation, even if the LG Card insolvency crisis and Samsung Everland’s translation
to financial holding company caused great confusion in the financial market, the holding
company system itself should have played a role of firewall in preventing the individual
company’s insolvency from spreading to other Group affiliates.

The bigger problem is that neither the government nor the financial circles properly
understands the system or actually permits it.

Realistically, it is too early to pin excessive expectations on the function of holding
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companies. Nevertheless, it is incorrect for the government to intervene in corporate
management form. The government should not forcibly recommend the adoption of the
holding company system as an altermative in improving the corporate governance
structure. Corporate management form is something each company should choose to
adopt. Eventually, the government should let the market finally decide on the corporate

management form.

Key words : Holding Company, large conglomate, stock holding, government ‘s

regulation, inter-affiliate trading



