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Foreword

There is a compelling neatness about the Korean iteration of shareholder
activism. The syllogism is that national wealth is enhanced through cor-
porate growth; the legitimate definition of wealth is political as well as
economic; therefore, the process of monitoring corporate power is nec-
essary – shareholder activists, thus, are performing a public good.

The asserted congruency of corporate and national interest colors share-
holder involvement with purpose. It is a device through which the power
of the chaebol can effectively be addressed without disturbing the delicate
equilibrium of public and private power. “The virtuous cycle between cor-
porate governance reform and shareholder activism” compels the con-
clusion that financial support for this institution should be forthcoming
either from the corporation itself or from the government. Unhappily,
the incapacity of societies to deal with the disabling conflicted interests
of institutional investors – the largest global shareholders – deprives 
the movement of the breadth and depth of support necessary for full
effectiveness.

The splendid tradition of courageous personal activism that has dis-
tinguished the last half century of Korean history is a unique and welcome
addition to the global tapestry of corporate governance.

Robert A.G. Monks
Principal, Lens Governance Advisors 

& Chairman,
Governance for Owners, LLP
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Introduction: Shareholder Activism
and Corporate Governance Reform

In recent years, there has been growing interest, both political and aca-
demic, in the operation and reform of international systems of corporate
governance.1 Of particular interest, in the wake of the 1997 Asian crisis,
have been the use of shareholder rights and the encouragement of share-
holder activism2 in reforming corporate governance regimes (e.g., IMF
staff, 1998).

Among policymakers, the general consensus has been that there exists
a virtuous cycle between corporate governance reform and shareholder
activism. With policy support, shareholders can monitor and thus assert
their interest to corporate management more forcefully than before. This
shareholders’ self-assertion forces managers to adopt a more shareholder-
interest-centered stance than before. Shareholder- or investor-centered
management brings about more efficient operations, and thus the national
economy as a whole can secure the foundation for sustainable growth.
It is widely believed that the sustainable growth of the economy is one
of the key policy goals a national government should achieve, and accord-
ingly, corporate governance reform encouraging shareholder activism is
regarded as desirable. Meanwhile, as a shareholder-centered view of firms
becomes gradually more widespread, demands for the protection of share-
holder interests will also increase, which will in turn reinforce shareholder-
centered corporate governance reform.

The significance of shareholder activism within the overall process of
corporate governance reform can be summarized as in Figure 0.1. For this
reason, encouraging shareholder monitoring has been recommended 
as an important goal for corporate governance reform (e.g., Iskander,
Meyerman, Gray and Hagan, 1999). International organizations such as
the Organization for Economic Co-operation and Development (OECD)
and the International Bank for Reconstruction and Development (World

xvii



Bank) have helped developing and transition countries increasingly with
the design and implementation of shareholder empowerment programs
(World Bank, 1999). To take an example of a recent reform in an Asian
developing country, the Malaysian government amended the Securities
Commission Act in April 2000, allowing shareholders to pursue civil actions
against companies, directors and their advisors3 (World Bank, 2000).
Similarly in European transition economies, recent legal reforms have
concentrated on investor protection and empowerment (Pistor, 2000).

The growth of shareholder activism

Apart from the causal relationship between policy change and the growth
of shareholder activism, which will be discussed in Chapters 3, 5 and 8,
shareholder activism has increased quite dramatically in recent years. To
take an example from the US experience, the number of shareholder res-
olutions on corporate governance issues (excluding those proposed by
individual shareholders) has increased more than seven-fold over the
last two decades (Figure 0.2). Although there have been some fluctuations,
the trend line in Figure 0.2 clearly shows a steady growth during the
period.

Observers maintain that shareholder power is now spreading on a global
scale. In January 1999, for example, Phillips and Drew Fund Management,
Hermes Lens Asset Management and other large shareholders ousted
David Montgomery from the position of chief executive of the UK media
firm Mirror Group (Sherer, 1999). Since the early 1990s, Deutsche
Schutzvereinigung für Westpapierbesitz (DSW), Deutsche Bank’s mutual-
fund arm, has quietly prodded German companies to boost shareholder
returns. The results of DSW’s efforts were the restructuring of the three
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pillars of Germany Inc.: the conglomerate Siemens, the retailer Metro, and
the chemical manufacturer Hoechst (Flynn, 1998). Shareholder activism
can be observed in other corners of the world: to cite but a few, Hungary
(Central European, 1999), Malaysia (Jayasankaran, 2000), China and Chile
(Sherer, ibid.). Sherer (1999) concludes “[f]or years, agitating by stock-
holders was largely a US convention, held down overseas by long-held
customs, practices or laws. . . . Now the picture is starting to change (n.p.)”.

Studying the rise of shareholder activism

Considering the relatively long history of activism by other stakeholders
such as employees and consumers, shareholder activism is a relatively
recent form. Nevertheless, the current rapid growth of shareholder activism
has attracted considerable academic attention and consequently a large
body of research has accumulated over the last two decades. Two early
channels for publication were law and financial economics journals, but
recent research outlets include journals of general management, business
and society, and business ethics. Current articles on shareholder activism
appear not only in journals specializing in corporate governance, but
also in those in labor (Chakrabarti, 2004) and the environment (Monks,
Miller and Cook, 2004). Much work has been done to understand the rise
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of shareholder activism (Gillan and Starks, 1998; Karpoff, 1998). Although
some scholars have reviewed the literature in this area (Black, 1998;
Gillan and Starks, 1998; Karpoff, 1998; Romano, 2001), there is still a need
to understand this in a more systematic way.

Four chapters in Part I review the achievements in the area of shareholder
activism and seek to analyze them in a more critical and comprehensive
way. Chapter 1 questions what shareholder activism and its emergence
mean and which aspect the study of shareholder activism has paid, and
should pay, attention to. Using a general framework of decision-making,
the following three chapters introduce three different approaches which
previous scholars have taken, explicitly or implicitly, to explain the rise
of shareholder activism. Each approach looks at a different stage, or aspect,
of the emergence process and presents a different theoretical foundation.
The first approach in Chapter 2 looks at the objective and observable
existence of a problematic state so as to explain the occurrence of share-
holder activism. Chapter 3 introduces the second approach, exploring the
conditions under which a dissenting shareholder finally chooses activism
among many various alternatives to correct an unsatisfactory situation.
The third approach in Chapter 4 criticizes the rational unitary actor model
of the previous two approaches, whether explicitly or not, and suggests
a political and symbolic approach based on social movement theory to
understand the rise of shareholder activism.

The case of Korean shareholder activism

The emergence of shareholder activism and related corporate governance
reforms in Korea have been warmly commended by Western economists.
For example, John Plender (2000), former chairman of Pensions and
Investment Research Consultants Ltd (PIRC) and a lead writer of the
Financial Times, once dubbed them the most impressive gain in Asian
corporate governance reform. Other observers also cite the Korean case
as an outstanding example of the global spread of shareholder power
(e.g., Sherer, 1999; Wright, 1999). The leading activists are described as a
“classic activist group” (Forbes, 2001) and as the creator of a shareholder
rights movement (EIU, 2001). Thanks to this remarkable success, Jang
Hasung, a leader of Korean shareholder activism, was chosen as one of
50 Asian Stars by Business Week in 1998 and 1999, and as one of Asia’s
best Advocates of Shareholder’s Rights by Asia Week in 2000. Along with
Adrian Cadbury and Ira Millstein, he was selected to receive one of the
first International Corporate Governance Network (ICGN) Annual Awards
in 2001.

xx Introduction: Shareholder Activism and Corporate Governance Reform



The prominent Korean shareholder activism was led by the People’s
Solidarity for Participatory Democracy (PSPD), a civil society organization.
Originally it did not own shares of any target firms, nor was it concerned
with enhancing shareholder rights. The PSPD’s major concern is, as its
name implies, participatory democracy, a political issue. Nevertheless,
since its first shareholder activism against the Korea First Bank (KFB) in
1997, the PSPD has been leading Korean shareholder activism and has
won international praise, as noted above. Despite its political nature, the
PSPD is now piloting one of the most successful shareholder activism
campaigns in developing countries.

What makes its success even more surprising is that the atmosphere in
which the shareholder activism had emerged was not at first sight par-
ticularly favorable. Conventionally, Korea was thought to be a country
where shareholders had been poorly protected, at least in practice, and
almost inactive in corporate governance. It is a popular belief that, ever
since the economy and the capital markets started developing in Korea
since the 1960s, shareholder rights had usually existed only in legal text-
books and provisions. It has been believed that this poor corporate gov-
ernance was one of the main causes of the 1997 financial crisis (e.g., IMF
staff, 1998). Although the Korean government has continuously strength-
ened shareholder rights since 1998, even a survey of the public opinion
on business reveals that most Koreans believe that business profits should
be returned to the society rather than to the shareholders (Maeil Business
News, 1999).

However, in December 1997, in the midst of the 1997 financial crisis,
the PSPD launched its first shareholder activism; and its achievements
since then have been highly praised. From this viewpoint, the PSPD exem-
plifies a unique case where an alternative activist group, a civil society
organization, may complement or even encourage the monitoring role
of more traditional activists such as institutional investors. Therefore, a
question arising from the PSPD case is: “How could the shareholder
activism led by the PSPD, a civil society organization, grow and thrive in
the poor soil of Korea to become a success story of corporate governance
reform in developing countries?”

The explosive development of shareholder activism in Korea might well
become a matter of great concern for scholars (e.g., Kim and Kim, 2001;
Choi and Cho, 2003; Milhaupt, 2004). Milhaupt (2004), for example,
sees the dramatic rise of the PSPD and the series of remarkable victories
achieved by PSPD-led shareholder activism as a real “puzzle”. However,
we have at least three challenges in applying the first and the second
approaches reviewed in Part I to explain the PSPD case. First, an assumption
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that the PSPD tries to solve the problem of low stock returns through its
shareholder activism is not plausible prima facie. Therefore, we need to
examine what problems the PSPD is trying to solve and what meaning
shareholder’s financial interests, if any, bear in the PSPD shareholder
activism. Second, we need to change the exit-voice alternatives that the
existing theories of shareholder activism consider. If the PSPD, as a civil
activist organization, tries to reform a current situation of a firm, it can
regard neither exit nor takeover as appropriate alternatives. The alterna-
tive set of the PSPD as a civil society organization may contain tradi-
tional political voice options such as petitions, demonstrations, and
boycotts. In this sense, it becomes important to examine how shareholder
activism, an unusual voice tool, has entered into the PSPD’s alternative
set and why the PSPD has chosen it. Third, if the PSPD wants to take share-
holder activism without having shares of the target firm, it will need to
co-operate with shareholders of the firm to some extent. In this sense,
we can apply the first or the second approaches to shareholder activism
to the supportive shareholders rather than to the PSPD. However, this
does not appear to be sufficient to explain the emergence of the PSPD
activism fully.

For the reasons above, we think the third approach of social movement
theory can address the three points above relatively well when we explore
the rise of Korean shareholder activism.4 The three chapters in Part II
investigate the three elements of social movement theory (political
opportunity, framing process and resource mobilization) respectively.
Chapter 5 investigates the political relations between the government,
the PSPD and other civil activists. Chapter 6 addresses the process in
which the activists view a situation, decide to use shareholder activism
to change it and legitimize their action. Chapter 7 identifies what resources
the Korean activists required and how they mobilized them successfully.
Chapter 8 concludes with the findings and their implications for policy-
makers, scholars and corporate managers interested in corporate gover-
nance reforms, especially those achieved through shareholder activism.

xxii Introduction: Shareholder Activism and Corporate Governance Reform
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1
Defining the Object of Study

3

Shareholder activism is at the centre of this investigation and, as will be
shown in Chapters 2 to 4, scholars generally try to relate it to other inde-
pendent variables in order to explain its occurrence. It is, therefore, cru-
cial for scholars of shareholder activism to clarify this key concept. No
single study can cover the whole domain of shareholder activism com-
pletely. Nevertheless, a clear understanding of the boundary and features
of the object of study will enable a researcher to position his/her study in
a broader context. On an aggregate level, a clear boundary of shareholder
activism also allows scholars to discover less explored areas in which they
may be interested for future study.

How can we define shareholder activism? We have observed a wide
range of actions so far. When corporate governance scholars talk about
shareholder activism, their focus would be usually on names such as the
California Public Employee Retirement System (CalPERS) (e.g., Nesbitt,
1994; English, Smythe and McNeil, 2004). On the other hand, when busi-
ness ethics scholars mention the same term, they would recall action
against Apartheid (e.g., Teoh, Welch and Wazzan, 1999; Graves, Waddock
and Rehbein, 2001). How can a definition of shareholder activism
encompass these various types of actions? Which aspects of shareholder
activism should we consider when we define it? What does the ‘emer-
gence’ of shareholder activism mean when we say that most studies have
addressed it?

In order to answer these questions, this chapter first reviews definitions
suggested by previous scholars. It will then introduce three dimensions
of shareholder activism (target, actor and action) and seek more clarifi-
cation on the suggested definitions of shareholder activism. Thirdly, we
will consider various meanings of its ‘emergence’ which studies of share-
holder activism can address.1



Previous definitions of shareholder activism

Some scholars have defined the term ‘shareholder activism’ in an explicit
way. For Bernard Black, shareholder activism is seen as “any formal or
informal effort to monitor corporate managers or to communicate a
desire for change in a company’s management or policies” (1990, p. 522,
fn.3). Later he views it as “proactive effort to change firm behavior or
governance rules” (emphasis in original, 1998, p. 459). Here Black does
not include any ‘reactive’ action such as voting on an issue presented by
someone else in his definition of shareholder activism.

Hernández-López (2003) defines shareholder activism as “any action a
shareholder may take, based on his [sic] rights as a shareholder, with the
objective of influencing the management of the corporation” (p. 128,
fn.2). In this definition, he makes it clear that shareholder activism is
waged on the basis of shareholder rights.

Gillan and Starks (1998) maintain that an investor who is taking share-
holder activism tries to change the status quo through ‘voice’ without a
change in corporate control. They conceive shareholder activism as an
intermediate action in a continuum of responses to corporate perform-
ance, which has two extreme types of responses (that is, selling shares
and taking over control of the firm). Gillan and Starks’ idea raises an inter-
esting point regarding the definition of shareholder activism. A definition
normally consists of two elements: (1) the wider class to which the con-
cept belongs (genus); and (2) features by which the concept can be distin-
guished from other concepts in the wider class (differentia) (Worlfram,
2005). Gillan and Starks suggest that the wider class to which shareholder
activism belongs is the various ways in which shareholders express their
dissatisfaction with the current state of a firm. According to Hirschman
(1970), dissatisfaction can be expressed in two forms – exit and voice.
When dissatisfied shareholders take an exit option by selling their stocks,
the consequent declining stock price should warn the company that some
shareholders are unhappy with a certain aspect of its policy. In a voice
option, on the other hand, shareholders express their dissatisfaction
directly to management to change corporate policy or behavior. The main
difference between the two is that the exit option, when taken, terminates
the existing relationship between the dissenting shareholders and the
firm while the voice option allows the shareholders to maintain their
status. Takeovers are an extreme way of expressing dissatisfaction. Since a
successful takeover attempt will render the dissenting shareholders control
over the company, it will also change the nature of the shareholders’ ori-
ginal relationship with the company. Therefore, a feature distinguishing
shareholder activism from other responses is, as Gillan and Starks (1998)

4 Shareholder Activism



suggest, no fundamental change in the initial relationship between the
activist shareholders and their target firm.

Three dimensions of shareholder activism

The definitions reviewed above shed light on some important aspects of
shareholder activism. However, we can examine the definitions in a
clearer way by introducing three dimensions of shareholder activism –
target, actor and action. Table 1.1 breaks down the previous definitions
according to the three dimensions.

Target

The previous definitions all suggest that the target of shareholder activism
is a company-specific status quo. In terms of activism target, we can con-
sider three questions: (1) Does shareholder activism encompass an attempt
to change the regulations that affect shareholder rights generally?; (2)
Can we include the current situation that activist shareholders endeavor
to change in the definition of shareholder activism?; and (3) Can we also
include the ultimate motive of activist shareholders in the definition of
shareholder activism?

Defining the Object of Study 5

Table 1.1 Three dimensions of previous definitions

Target Actor Action

Black (1990) a company’s — any formal or
management or informal effort to
policies monitor corporate

managers or to
communicate a
desire for change

Black (1998) firm behavior or shareholder proactive effort to
governance rules change

Hernández- the management shareholder any action based on
López (2003) of the corporation rights as a

shareholder with the
objective of
influencing

Gillan and the status quo investor change through
Starks (1998) (of a corporation) ‘voice’ without a

change in corporate
control

Source: Rho (2006).



Firm level? Or regulatory level?

Hirschman (1970) proposes that the voice option includes not only direct
appeal to management but also ‘indirect’ appeal to management through
other authority to which management is subordinate or attentive. Such
authority may exist either in an internal body such as a board of directors
or an external entity such as a regulatory body or the media. If a definition
of shareholder activism incorporates Hirschman’s voice as a distinguishing
feature, does this mean that it should embrace shareholders’ attempt to
change social, not company, rules in their favor?

Davis and Thompson (1994) appear to imply that it should. Although
they measure shareholder activism in terms of a company-specific action
(that is, shareholder resolutions submitted to individual firms), they also
mention activist investors’ success in changing the regulatory rules by
which they may influence corporate governance in general.

However, as the previous definitions endorse, shareholder activism is
concerned mainly with a company-specific situation. Although regulatory
changes are an important determinant of the rise, and success, of share-
holder activism as illustrated in Chapter 2, they are not a primary con-
cern of activist shareholders. For example, the Medical Committee for
Human Rights filed a legal action against the US Securities and Exchange
Commission (SEC) and as a consequence the US Court of Appeals for the
District of Columbia Circuit allowed the use of shareholder proposals on
business matters with a social impact in July 1970 (Talner, 1983). This is
praised as a memorable achievement in the history of US shareholder
activism, but the primary target of the Medical Committee was to prevent
Dow Chemical from manufacturing napalm, an inhumane weapon. The
historic court decision was a spinoff obtained from the fact that the SEC
endorsed Dow’s omission of the Medical Committee’s proposal from its
proxy statement and obstructed the action against Dow.

Although Davis and Thompson (1994) mention activists’ attempt to
change regulatory environments, they frequently use more general terms
such as “politics of corporate control” or “shareholder-rights movement”
instead of “shareholder activism” when they mention both company-
specific and regulatory targets of activist shareholders (see also Thompson
and Davis, 1997).

Objects of change

If shareholder activism seeks to change the current situation of a com-
pany, what is the nature of this situation? Activist shareholders have raised
a wide range of issues. Recent US shareholder resolutions show the main
concerns of activist shareholders range from executive compensation 
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to board-related issues and poison pill rescission in the 2005 proxy season
(Georgeson Shareholder, 2005). Another survey of 2004/2005 resolutions
in the US reveals that shareholders are also concerned about discrimin-
ation (for example, sexual orientation and board diversity) and social and
environmental reporting (for example, emissions reduction, genetically
modified organisms, HIV and sustainability) (ICCR, 2005).

Can a definition of shareholder activism delimit the firm’s situation? The
previous definitions do not include any issue-related elements. A reason
for this is that it is difficult and also risky to use specific issues in a defin-
ition of shareholder activism. Shareholders have the right to raise any issues
they wish within the remit of the law. The inclusion of an issue may risk
precluding any other issues which may arise in the future from the bound-
ary of shareholder activism.

We now consider the taxonomy of shareholder activism. Scholars and
practitioners frequently divide shareholder activism into two broad cat-
egories: (1) corporate governance activism; and (2) social issue activism.
The two surveys cited above exemplify this dichotomy well. Since 1987,
Georgeson Shareholder has investigated shareholder resolutions centered
on corporate governance issues, while the Interfaith Center on Corporate
Responsibility (ICCR) compiles information about social issue resolutions.

This dichotomy must, however, be used with care, since a single issue
may be interpreted from different perspectives. For example, both the
Georgeson Shareholder and ICCR surveys contain shareholder resolutions
on executive compensation. From the perspective of corporate govern-
ance, mainly influenced by agency theory, which Chapter 2 will elaborate
on, this issue can be understood as an instrument for aligning managers’
incentives with shareholders’. On the other hand, from the social point
of view, executive compensation can be viewed as an issue of distributive
justice – an unfairly excessive income gap between the top executives
and the lowest-level employees.

Strict use of the dichotomy may also lead to highly segregated or imbal-
anced research on shareholder activism. Gillan and Starks (1998), for
example, acknowledge that shareholder activists are often social activists,
but they maintain that nevertheless it is corporate governance issues that
are critical from the economic perspective. Although some scholars have
studied shareholder activism focusing on social issues (e.g., Teoh, Welch
and Wazzan, 1999; Graves, Waddock and Rehbein, 2001), most have cen-
tered on the narrowly financially defined corporate governance issues.
Today we can witness that the term ‘shareholder activism’ tends to be
monopolized by purely economic, corporate governance activism and that
social issue activism is renamed ‘socially responsible investment’ or ‘ethical
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investment’.2 As discussed above, however, the definition of shareholder
activism cannot be limited by means of its issues and the concept of
shareholder activism encompasses social issue activism. To conclude, the
study of shareholder activism as a whole should keep its balance across
various issues.

Immediate or ultimate goal?

In the previous section, we discussed objects of change. These are the
immediate results of successful shareholder activism. To borrow some
Karpoff’s (1998) six definitions of the ‘success’ of shareholder activism,
these immediate goals include high vote support for a shareholder pro-
posal, actions sought by the activist and adopted by the target firm, other
corporate actions taken as a result of shareholder pressure, and changes
in operations or management. However, they may be a means by which
shareholder activists try to achieve longer-term goals. For example, the
remaining definitions of success in Karpoff (1998), such as increase in share
values and in accounting measures of performance, are the goals that
activist shareholders seek in the long term but cannot materialize in the
short term. A question here is whether we can include an activist’s ultim-
ate motive in the definition of shareholder activism.

Attempts have been made to include the activist’s motive in the defin-
ition of shareholder activism. A recent example is a suggestion made by
Jamie Allen, Secretary General of Asian Corporate Governance Association
(ACGA), defining shareholder activism as any “action . . . to . . . raise
company value over time” (ACGA, 2005, n.p.).

Here we need to distinguish the use of definition from the normative
and from the descriptive perspective. The definition including the activist’s
motive has a normative aspect. This view comes mainly from the regula-
tors, who argue that if a shareholder’s voice against a firm is to be recognized
as shareholder activism and duly protected by the regulatory authority,
it should aim to increase certain economic value. The US SEC’s attitude
towards the Medical Committee’s proposal in our previous example illus-
trates this view. The SEC allowed Dow Chemical to omit the Medical
Committee’s proposal in its proxy statement because the proposal was
concerned with social rather than economic aspects. On the other hand,
the purpose of this chapter is to clarify the descriptive definition of
shareholder activism. The main question is how a definition of share-
holder activism can encompass the various types of actions which have
already happened. To this end, for the same reasons discussed above in
relation to the immediate objects of change, it is not only difficult but also
harmful to include the ex ante motive in the definition. Furthermore, it
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should be noted that even though we allow a normative definition of
shareholder activism to include a certain motive, the boundary of legit-
imate motives can change depending on the wider socio-political envir-
onment. Again, the Medical Committee case succinctly demonstrates
this point with the US Court of Appeals finally expanding the scope of
legitimacy. As in the previous discussion on the objects of change, there-
fore, the study of shareholder activism as a whole, which looks at existing
shareholder activism, should pay balanced attention to activism with
various motives.

Actor

The previous definitions reviewed in the first section indicate, almost
unanimously, that the actor of shareholder activism is a shareholder. It
is true that there can be no shareholder activism without a shareholder.
Hernández-López (2003) points out that the power base of shareholder
activism is shareholder rights. Two more points that need clarification here
are: (1) whether a shareholder is always a ‘leading’ actor in shareholder
activism; and (2) whether the definition of shareholder activism should
contain the shareholder proactivity, as Black’s (1998) account proposes.

In relation to this point, recent developments focus our attention on the
burgeoning role of mediating groups in the field of shareholder activism.
There are various types of mediating groups operating in this area. In the
UK, for example, trade associations of financial institutions such as the
Association of British Insurers (ABI) and the National Association of
Pension Funds (NAPF) serve as a communication channel for their mem-
bers’ collection action. Organizations such as Pensions and Investment
Research Consultants Ltd (PIRC) and Ethical Investment Research and
Information Service (EIRIS) offer independent services to their clients.
US examples of mediating groups are the Council of Institutional Investors
(CII), Institutional Shareholder Services (ISS), Investor Responsibility
Research Center (IRRC), ICCR, and Wilshire Associates. In Europe, the
European Sustainable and Responsible Investment Forum (Eurosif) covers
ethical investment issues and the Association for Sustainable and
Responsible Investment in Asia (ASrIA) is working in the region. Although
less prominent, there are also some collective vehicles for individual
shareholders – for example, the now extinct United Shareholders
Association (USA) in the US, the United Kingdom Shareholders Association
(UKSA), the Australian Shareholders Association (ASA) and the Association
of Minority and Smaller Investors in India.

Traditional rating agencies such as Standard & Poor’s and Moody’s 
have expanded their services to corporate governance areas. Some of the
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corporate governance service organizations outlined above produce their
own corporate rating indices (for example, ISS’s Corporate Governance
Quotient). New rating agencies specializing in corporate governance or eth-
ical aspects are also growing rapidly. Board Analysts, CoreRatings, Deminor
Rating, GovernanceMetrics International, and the Open Compliance
Ethics Group are such examples. There are also rating agencies focusing on
the emerging markets – CRISIL Ltd and ICRA Ltd in India, for example.

These developments pose a challenge to our job of defining shareholder
activism and the scope of activism studies. How can we embrace the grow-
ing importance of mediating groups in our definition and research of
shareholder activism? Which group is usually leading shareholder activism,
shareholders or mediating groups? How can we distinguish between
proactive, leading actors and passive, supporting actors in particular
activism? These questions should be answered in relation to action, the
third dimension of shareholder activism.

Action

The previous definitions raise two points in terms of the actions share-
holder activists can take. The first point is concerned with sub-activities
of shareholder activism such as monitoring and voice (Gillan and Starks,
1998). The second point is about possible methods of implementing the
sub-activities, especially with regard to voice. Black (1990) and Hernández-
López (2003) do not restrict voice options in their definitions. They take
the view that shareholder activism can take any form of voice, whether
formal or informal. This section examines these two points and Black’s
(1998) shareholder proactivity thesis.

Monitoring and voice

Previous definitions of shareholder activism suggest two distinct sub-
activities – monitoring and voice.3 What relationship can we find between
monitoring, voice and shareholder activism? Black (1990) explains that
shareholder activism comprises two activities: (1) monitoring corporate
managers; or (2) communicating a desire for change with them. His def-
inition implies that both monitoring and voice are distinct elements of
shareholder activism. In contrast to this view, Rho (2004) suggests that
shareholder activism is a part of shareholder monitoring, “a logical
extension of shareholder monitoring” (p. 3). Which view depicts the rela-
tionship between shareholder activism and shareholder monitoring
more accurately?

The interpretative gap comes from two different notions of both
shareholder activism and monitoring. Figure 1.1 illustrates this concep-
tual difference. A simple model of human action has two elements. 
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First, a decision-maker will collect data that he/she may be interested in
from the outside world and analyze them. Second, if the decision-maker
finds a gap between the reality established from the data and his/her ideal
state, he/she will try to fill the gap. This stage can be termed as ‘corrective
action’. To this model, previous definitions of shareholder activism add
three possible means of corrective action – exit, voice and takeover. These
elements are shown in Figure 1.1.

In this framework, a narrower notion of ‘monitoring’ means collection
and analysis of company data and it does not include any subsequent cor-
rective action. This is the meaning of ‘monitoring’ employed by Black
(1990). On the other hand, a broader concept of ‘monitoring’ implies both
data collection/analysis and subsequent corrective action. Rho (2004) uses
the term ‘monitoring’ in this way when he says “Shareholder moni-
toring comprises two essential activities: (1) collection and analysis of
corporate data; and (2) corrective action when these data reveal an unsat-
isfactory level of corporate performance” (p. 3). In this usage, monitoring
involves any type of corrective action including exit, takeover and voice.
Likewise, the term ‘shareholder activism’ has two different meanings. In
narrower terms, shareholder activism refers to a ‘voice’ option of corrective
action only (Rho, 2004). In broader terms, it contains data collection/
analysis as well as a voice option as a corrective action (Black, 1990).4

Since Black (1990) combines a narrower notion of ‘monitoring’ with a
broader one of ‘shareholder activism’, monitoring is a part of shareholder
activism in his definition. For Rho (2004), shareholder activism is a part
of monitoring because he employs a broader concept of ‘monitoring’
and a narrower one of ‘shareholder activism’ (see Figure 1.1).5
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Methods of voice

There are various ways of implementing a voice strategy: private negoti-
ation (sometimes termed ‘jawboning’), public announcements of target
firms, shareholder resolutions, questioning corporate policies at a share-
holders’ general meeting, proxy fights, litigations (including derivative
suits6), appeals to a regulatory body, the media, and public opinion, and
so on. Shareholder activism comprises, but is not limited to, all of these
voice methods.

A point to mention here is that most studies use the voice methods as an
operational definition of shareholder activism. In other words, researchers
can observe shareholder activism when one of the voice methods is visibly
active. Two operational definitions most frequently used in previous stud-
ies are: (1) a shareholder proposal (Daily, Johnson, Ellstrand and Dalton,
1996; Gillan and Starks, 1996; Karpoff, Malatesta, Walkling, 1996; Johnson
and Shackell, 1997; Bizjak and Marquette, 1998; Carleton, Nelson, and
Weisbach, 1998; Del Guercia and Hawkins, 1999; Prevost and Rao, 2000);
and (2) an announcement of target firms (Opler and Sokobin, 1995; Smith,
1996; Strickland, Wiles and Zenner, 1996; Huson, 1997; Carleton, Nelson,
and Weisbach, 1998).

Operational definitions in previous studies concentrate on a limited
number of methods. A reason for this concentration is that observation
of these two methods is easier than for other methods and so scholars 
can easily obtain large sample data. Although a limited number of 
academic attempts have been made in other areas (for private negotia-
tion, Black and Coffee, 1994; Carleton, Nelson and Weisbach, 1998;
Chidambaran and Woidtke, 1999; for litigation, Romano, 1991;
Grundfest and Perino, 1996; Beck and Bhagat, 1998), the other voice
methods are still awaiting more academic attention. Considering the
fact that the most popular voice method varies from country to country,
this imbalance may result in relatively limited understanding of a 
certain economy’s shareholder activism. For example, unlike the high-
profile activism by US investors, the activism by UK investors has long
remained behind the scenes (Black and Coffee, 1994). Therefore, with
the two popular operational definitions, we can only draw a very limited
picture of the UK landscape.

Who does what? – On shareholder proactivity

In the previous discussion on the ‘actor’, noting the growing importance
of mediating groups, we raised two questions: whether a shareholder is
always ‘leading’ shareholder activism and whether shareholder proactiv-
ity should be included in the definition of shareholder activism. The 
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following case can give us some insight into the dynamic relationships
between activist shareholders and mediating groups.

The Local Authority Pension Fund Forum (LAPFF) is a group of pen-
sion funds which operate under the Local Government Pension Scheme
in the UK. It is a kind of mediating group functioning as a communication
channel for its members. In its meeting in September 1995, LAPFF noted
the changes Royal Dutch Shell had had to make regarding Brent Spar. It
also expressed concern over certain aspects of the company’s operations
in Nigeria (PIRC, 1996). It considered that these situations exposed a poten-
tial weakness within the company’s social and environmental policy.
Following its client’s concern, PIRC, investment adviser to LAPFF and
another type of mediating group, carried out research and dialogue with
Shell on behalf of LAPFF. PIRC presented a shareholder resolution contain-
ing five recommendations to the company’s 1997 annual general meeting
(AGM). After a series of actions, PIRC felt that Shell had made significant
progress in the company’s social and environmental policy (PIRC, 1998).

Who led the activism in this case? It is very difficult to determine for sure
which group – a local authority pension fund, LAPFF, or PIRC – had a
leading role in the shareholder activism against Shell. The individual
groups involved in this activism each played a role throughout. Identi-
fying a leading figure would require an in-depth investigation of the whole
process. There is no reason to believe a priori that a particular shareholder
presided over the activism throughout. Therefore, we can suggest a more
realistic picture of the interactions between shareholders and mediating
groups as shown in Figure 1.2.
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Taking into account the varying degrees of intervention from mediating
groups, we can say that in most cases, throughout the course of share-
holder activism, shareholders and mediating groups are constantly inter-
acting. For example, a rating agency provides the most updated company
data and relevant analysis to shareholders. Shareholders select companies
they think should be under closer scrutiny and ask another mediating
group (like PIRC in the previous case) to investigate these firms further.
After investigation, the mediating group reports back to the shareholders
with some recommendations on possible actions the shareholders can
take. Shareholders decide a course of action on the basis of the recom-
mendations and other available information and ask the mediating group
(or another mediating group) to carry out their decision. These inter-
actions between shareholders and mediating groups are also influenced by
a broader socio-political context. For example, when LAPFF noticed the
issues of Brent Spar and the Nigerian operations, these issues had already
appeared in the public domain.

From this discussion, we cannot say firmly that shareholders are always
proactively leading shareholder activism. It is certain that they have
authority to make a key decision in the process of shareholder activism.
At the same time, it is possible that mediating groups, and frequently the
media, can exert the power of gate-keeping and agenda-setting (McCombs
and Shaw, 1972) over the shareholders. Shareholders obtain some, if not
all, critical information from mediating groups, who have already fil-
tered and reconstructed the raw data to produce such information.

Meaning of emergence

In the previous section of ‘methods of voice’ we have discussed the dif-
ficulty of identifying the exact time when a particular instance of share-
holder activism occurred. Shareholder activism is not one but a series of
actions. It is also normal for dissenting activists to express their dissatis-
faction in a more moderate informal way. However, it is natural for our
limited understanding to use the first observable event in defining the
occurrence of shareholder activism operationally. Even allowing for this
shortcoming, there are at least three levels of emergence, or rise,7 which
our study can consider.

The example of US resolutions cited in the Introduction provides us a
good starting point for this discussion. The number of shareholder reso-
lutions on corporate governance issues has increased steadily more than
seven-fold over the last two decades (Figure 0.2). In this case, the rise of
shareholder activism denotes its steady increase on an aggregate level.
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The overall increase of shareholder activism can be caused by the increase
of activists, or the increase of activism per activist, or both.

To discover the driver of the steady growth of US resolutions, the aver-
age numbers of resolutions per activists are calculated between 1995 and
2005. On average US shareholder activists presented 4.6 resolutions to
the target firms over the last decades. Figure 1.3 illustrates that there were
two periods when activists tendered more resolutions than the average
(1995–97 and 2003–05). The number of activists has increased during
the whole period and the relatively higher number of resolutions during
the two sub-periods caused the higher averages.

We investigate further which activist group proposed the most reso-
lutions. Interestingly the three sub-periods witnessed that different groups
were the most active. Between 1995 and 1997, the Investors Rights
Association of America (IRAA), an association of individual investors, pre-
sented the largest number of shareholder resolutions (e.g., 65 resolutions
in 1996). Between 1997 and 2000, ICCR, a group of religious organizations,
was the most active. However, their activism was quite moderate (18 reso-
lutions in 1997 and 2000), and other groups maintained an average level
of activism. This kept the overall number of resolutions relatively low dur-
ing the period. The most active groups since 2003 are trade unions. 
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In Figure 1.4, we show one of the most forceful examples, the United
Brotherhood of Carpenters and Joiners of America (UBCJA). UBCJA’s
activism (49 resolutions in 2005) is relatively moderate in comparison
with that of IRAA, but this time other fellow trade unions such as the Sheet
Metal Workers’ International Association (SMWIA) and the American
Federation of Labor and Congress of Industrial Organizations (AFL-CIO)
are also jumping on the bandwagon (28 resolutions from SMWIA and 
20 from AFL-CIO in 2005). This sent the total number of resolutions 
skyrocketing.

The results suggest that although there has been a constant increase in
the number of activists, a small number of activist groups could contribute
greatly to the overall growth of shareholder activism. In this sense, in
order to understand the overall growth of shareholder activism, the first
meaning of emergence, we also need to investigate two organizational
levels of emergence: (1) how a potential activist group which has not
previously used shareholder activism gets to grips with it, and (2) what
makes it continue, or even boost, its shareholder activism.
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2
Explaining Activism (1): Existence
of a Problem

17

The first approach explains the occurrence of shareholder activism in
terms of the existence of an unsatisfactory situation before the activism.
A large number of studies, and almost all in corporate finance, have taken
this approach, which investigates whether relatively underperforming
companies have been more likely to experience shareholder activism.
Although it is not always expressed explicitly, the two major theoretical
grounds of this approach are equity theory of human motivation and
agency theory.

Theoretical backgrounds

Equity theory

Equity theory, formulated by George Caspar Homans (1951; 1961) and
popularized by the work of J. Stacy Adams (1965), proposes that perceived
inequality is an ultimate motivational force. According to this theory,
when they believe that they are treated less favorably than comparable
others, shareholders, like other human beings, will take an action to
eliminate the inequity (Adams, 1965 cited in Donnelly, Gibson and
Ivancevich, 1995). In the theories of human motivation, there are two
distinct groups: (1) content theories and (2) process theories. Equity the-
ory is a part of process theories, which try to explain and describe the
process of how human behavior is energized, directed, sustained, and
stopped (Donnelly, Gibson and Ivancevich, 1995). Therefore, equity
theory does not say much about what specific things motivate people,
which is a major concern of content theories. The first approach to the
rise of shareholder activism compensates for the lack of motivation con-
tent by borrowing from agency theory.



Agency theory

In agency theory, a firm is viewed as a nexus of contracts (Fama and Jensen,
1983), in which shareholders are principals and managers are agents taking
actions on the principals’ behalf. In this principal–agent contract, man-
agers agree that they will provide their resources (including their time and
managerial talents) in exchange for the pre-determined payoff so that
shareholders can use the managers to satisfy the interests of shareholders.
At the same time, shareholders bear both the residual risk (which means
“the risk of the difference between stochastic inflows of resources and
promised payments to agents” (Fama and Jensen, 1983: p. 302) ) and the
rights to net cash flows. In this sense the shareholders are the residual
claimants and residual risk bearers. Being residual claimants and risk bear-
ers, shareholders are sensitive to managerial decisions which may affect
current and future net cash flows. Based on these behavioral assump-
tions, the first approach seeks to demonstrate whether unsatisfactory
levels of financial performance causes shareholder activism.

Investigation methods

Studies taking the first approach may be divided on their approach to
three methodological questions: (1) what indicator should be used to
gauge managerial impacts on net cash flows? (2) what is the comparable
(or reference) group? and (3) how we can test the impacts of the indica-
tors on the rise of shareholder activism?

Indicators of financial performance

The most frequently used indicator in the first approach is an ‘abnormal
return’. Finance theory says that a company’s stock prices encapsulate
implications of managerial decisions on net cash flows quite visibly
(Fama and Jensen, 1983). Stock prices are determined by two forces: 
(1) overall market conditions and (2) events particular to the firm
(Fabozzi, Modigliani and Ferri, 1994). If a firm’s shareholders beat the
market and earn a certain amount of stock returns, the earnings are not
due to market-wide influences (which yield ‘normal’ returns) but com-
pany-specific ‘events’ (and thus ‘abnormal’) (Fama, Jensen and Roll,
1969; Brown and Warner, 1980). In the same context, the first approach
assumes that a company must have exhibited negative abnormal returns
for a certain period before shareholders of the company realized that their
managers had performed less well than those in other comparable firms.

Using financial market data, an event study measures the impact of a
firm-specific event on the value of the firm.1 While there is no universally
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accepted procedure, there is a general flow of analysis. The first step of an
event study is to define the event of interest (e.g., proposing a shareholder
resolution to a target firm) and to identify the period over which the secur-
ity prices of the firms involved in this event will be examined (the ‘event
window’). It is customary to define the event window to be longer than the
specific period of interest. Longer periods will ensure that all the effects are
captured, but, on the other hand, the estimate is subject to more noise in
the data. The next step is to calculate a predicted (or normal) return for
each day in the event period for each firm. The normal return represents
“the return that would be expected if no event took place” (Weston,
Chung and Siu, 1998: p. 93). There are many models of calculating the
normal return. The market-adjusted return method is one of the simplest.
In this method, the normal return for a firm for a day in the event period
is simply the return on the market index for that day. For most cases, other
methods yield similar results. Given the selection of a normal perform-
ance model, the estimation window needs to be defined. Next the residual,
or abnormal return, is calculated for each day for each firm. The abnormal
return is the actual return for that day for the firm minus the predicted nor-
mal return. This is the part of the return which is not predicted and is
therefore an estimate of the change in firm value on that day, which is
caused by the firm-specific event. For each day in the event window the
abnormal returns are averaged across the firms to produce the average
abnormal return (AR) for that day. The reason for calculating AR is that
stock returns are noisy, but the noise tends to cancel out when averaged
across a large number of firms. The final step is to cumulate the AR for each
day over the entire event period to produce the cumulative average return
(CAR). The CAR represents the average total effect of the event across all
firms over a specified time interval. Figure 2.1 shows Weston, Chung and
Siu’s (1998) graphical presentation of how the CAR of the target comp-
anies changed in the events of three major mergers in the US oil industry
in the 1980s with the [�40, 40] event window.

One may wonder how an event study could explain the rise of share-
holder activism, given that its major aim is to measure the ‘impact’ of a
firm-specific event (e.g., a shareholder resolution to the firm) on the
value of the firm. The first approach has consisted of two major strands:
studies of ‘motivation’ and of ‘effect’ (Gillan and Starks, 1998; Karpoff,
1998). Although an event study better fits the second research concern,
the inference process of the first approach follows a more or less sym-
metric scheme as illustrated in Figure 2.2.

To give a causal explanation is usually to specify some prior event, con-
dition, or state of affairs without which the event in question would not
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have occurred (Marshall, 1994). If we can usually observe a significantly
lower level of firm-specific abnormal returns before the occurrence of
shareholder activism, then we can infer that financial underperformance
causes shareholder activism.

Other financial performance indicators which the first approach studies
employ vary from market-to-book ratio (Karpoff, Malatesta, and Walkling,
1996; Smith, 1996; Strickland, Wiles and Zenner, 1996; Johnson and
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Shackell, 1997) to operating income (Johnson and Shackell, 1997; Bizjak
and Marquette, 1998), sales (Karpoff, Malatesta, and Walkling, 1996;
Johnson and Shackell, 1997), return on assets (Strickland, Wiles and
Zenner, 1996) and return on equity (Strickland, Wiles and Zenner, 1996).

Comparable groups

To which group should the target firms be compared? Previous studies
use three groups: (1) the stock market, (2) the industry to which the tar-
get firms belong and (3) control firms which the researchers deem to be
comparable to target firms.

The use of abnormal returns is directly linked to the choice of a compar-
able group. The abnormal return for a given stock in a time period is
defined as the difference between its actual ex post return and that which is
predicted ex ante under a model generating ‘normal’ returns (Brown and
Warner, 1980). Shareholder activism studies use three models to calcu-
late the expected ex ante returns. In the market-adjusted return method,
the predicted return for a firm for a day is simply the return on the market
index for that day (Weston, Chung and Siu, 1998). For this purpose, Smith
(1996) and Strickland, Wiles and Zenner (1996) use the value-weighted
index of the Center for Research in Security Prices (CRSP). To obtain the
industry-adjusted returns, Strickland, Wiles and Zenner (1996) define them
as the target firm’s holding period return minus the equally weighted aver-
age return of all firms on CRSP with the same three-digit code of
Standard Industrial Classification (SIC) as the target firm. In the control-
firm-adjusted return method, firm size measured variously is a major
point of comparison. Karpoff, Malatesta, and Walkling (1996) choose a
control firm with market capitalization closest to that of the target firm
from among firms which receive no shareholder proposals during the
sample period. Johnson and Shackell (1997) select firms for comparison
which received no proposals during the sample period, but had a market
value of common equity closest to that of targeted firms and were within
the same four-digit SIC code as the target firms. Bizjak and Marquette
(1998) identify a set of control firms matched by size and industry and with
shareholder rights plans.

The first approach uses similar comparison groups when it compares
other financial indicators, as will be discussed below.

Testing methods

Previous studies rely on two methods to test the impacts of performance
indicators on the rise of shareholder activism.
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The first method is univariate comparison, which looks at differences in
a single performance indicator (for example, abnormal returns) between
the two groups – the target firms and a comparable group which has not
experienced shareholder activism. In the case of abnormal returns, this
comparison involves a statistical testing to infer, with a certain level of
confidence, that the abnormal returns calculated according to the above-
mentioned methods (that is, market-, industry-, and control-adjusted)
are significantly different from zero. For other indicators, this compari-
son implies a statistical testing of a null hypothesis that the differences
between the two groups’ indicators are equal to zero.

The second method is to estimate regressions to uncover the effects of
firm performance indicators on the probability of the firm’s undergoing
shareholder activism. The dependent variable in these regressions has a
value of one for the targeted firms and zero for the other comparable firms
(Karpoff, Malatesta and Walkling, 1996). This method can be either uni-
variate or multivariate (which estimates the effects of various performance
indicators at the same time). The sign, magnitude, and statistical signifi-
cance of the coefficients of independent variables tell us how individual
variables influence the probability of receiving shareholder activism.

Research results

Univariate comparisons

Smith (1996) measures five-year market-adjusted abnormal returns of 51
firms targeted by the CalPERS from 1987 to 93. He uncovers that the
median abnormal returns of the target firms are significantly negative.
Strickland, Wiles and Zenner (1996) study the market performance of 85
firms targeted between 1990 and 1993 by the USA, a US organization
primarily composed of small individual investors. They conclude that
USA targeted firms underperformed the market “by about 8% in each of
the two years preceding their listing on the Target 50” (Strickland, Wiles
and Zenner, 1996: p. 326).

Unlike the results from the market-adjusted returns, Strickland, Wiles
and Zenner (1996) find that the USA targets performed about as well as the
industry. However, they also argue that USA targets underperformed the
industry “by about 8% over the two years prior to listing” (Strickland,
Wiles and Zenner, 1996: p. 326) if cumulative industry-adjusted returns
are considered.

Bizjak and Marquette (1998) find that 116 companies receiving share-
holder proposals between 1987 and 1993 tend to have slightly abnormal
market performance prior to the shareholder proposal compared to
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matched firms. In their study of 269 companies receiving shareholder
proposals during the 1987–1990 proxy seasons, Karpoff, Malatesta and
Walkling (1996) observe that the target firms have relatively low prior
cumulative abnormal stock returns compared to control firms.

Univariate comparisons of other financial performance indicators were
less conclusive. Wahal (1996) reports that firms targeted by pension funds
underperformed their industries from two years before targeting in terms
of the ratio of operating income to total assets and the net income divided
by total assets. Karpoff, Malatesta and Walkling (1996) also describe that,
compared to control firms, the target firms have relatively low market-to-
book ratios, operating returns on sales and recent sales growth rate.
Contrarily, Strickland, Wiles and Zenner (1996) conclude that return on
equity and return on assets for USA targets do not differ from industry aver-
ages. They stated that the mean market-to-book value of equity ratio of the
Target 50 firms is smaller than the industry mean, but not significantly so.
Johnson and Shackell (1997) find that there is no difference in the market-
to-book ratios of the two groups of firms. Bizjak and Marquette (1998)
report that growth rate in operating income is substantially lower for target
firms but that the level of operating income scaled by total assets for the
three years prior to the shareholder proposal is similar between the two
groups. Table 2.1 summarizes the results from the univariate comparisons.
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Table 2.1 Results from single variable comparisons

Indicator Stock returns Others

Reference groups Market Industry Control Market Industry Control 
firm firm

Smith (1996) �

Strickland, Wiles � �/� �

and Zenner (1996)
Wahal (1996) �

Bizjak and � �/�

Marquette (1998)
Karpoff, Malatesta � �

and Walking (1996)
Johnson and �

Shackell (1997)

Note: � The targets’ performance was significantly lower than that of comparable firms.
� The targets’ performance was not significantly lower than that of comparable firms.

Probability model

Results from probability regressions are mostly unconvincing. Karpoff,
Malatesta and Walkling (1996) say “The market-to-book ratio, operating



return on sales, and recent sales growth all are negatively and significantly
related to the likelihood of receiving a proposal. The coefficient for the
prior three years’ cumulative abnormal stock return, however, is not stat-
istically significant” (p. 375). Johnson and Shackell (1997) report that the
sales growth variable has negative sign but that neither of the two meas-
ures of profitability (return on sales and abnormal returns) is associated
with the proposal filing decision. Smith (1996) finds the coefficient for
abnormal return statistically insignificant and suggests that prior perform-
ance is not a significant factor in target selection. He also concludes that
the market-to-book ratio is negatively related to the probability of being
targeted but is not significant. Bizjak and Marquette (1998) report that nei-
ther abnormal return nor operating income is a significant factor in the
targeting decision. Table 2.2 summarizes the results from probability
regressions.
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Table 2.2 Results from probability regressions

Indicator Stock returns Others

Reference groups Market Industry Control firm

Smith (1996) � �

Bizjak and Marquette (1998) � �

Karpoff, Malatesta and Walking (1996) � �

Johnson and Shackell (1997) � �/�

Note: � The performance indicator was significantly and negatively associated with the
probability of activism.

� The performance indicator was not significantly associated with the probability of
activism.

Further thoughts

The causal explanation sought by the first approach is understood as an
attempt to achieve scientific analytical rigor. However, instead of address-
ing the ‘perceived’ inequality as suggested by equity theory, this approach
focuses on the inequality of ‘objective measurable’ conditions such as
abnormal returns. This raises two questions as to whether the methods
used in the first approach are valid to understand the perceived inequal-
ity, especially when the findings are mixed as reviewed above.

First, opinions diverge regarding shareholders’ time horizon. How long
should low returns persist before shareholders refuse to accept them? The
differences in the researchers’ interpretations taking the first approach
are reflected in the differences in what they regard as the appropriate event



period in their motivation studies. The periods chosen ranged from six
months to five years.

Second, there is an issue of the comparison or referent group. It is usu-
ally assumed that shareholders evaluate returns in relative rather than in
absolute terms. Do shareholders really look at the three reference groups
to decide that their investment returns are unfairly low? Although many
authors have preferred market average, some have presumed that share-
holders would consider performance in the particular industry to which
the target firm belongs or that of control firms as a yardstick.

Some scholars argue that the inconclusiveness of the first approach
may not be due to the problem of its research design but to its behavioral
assumption of value maximization. Romano (1993) and Murphy and
Van Nuys (1994), for example, observe that public institutional investors
ultimately are subject to political control and sometimes pursue objectives
other than value maximization. Romano (1993) argues that public pen-
sion funds are subject to pressures to take politically popular actions that
may harm the funds’ investment performance. Murphy and Van Nuys
(1994) maintain that public pension funds are run by individuals who do
not have the proper incentives to maximize fund value. Moreover, if we
are to take seriously the recent upsurge of activism by non-institutional
investors such as trade unions and to expand the scope of the study to this
area as discussed in Chapter 1, it would be much more difficult to base the
first approach on the value-maximization assumption of agency theory.

Lastly, the first approach fails to provide specific methods for restoring
equity. Even if shareholders perceive the inequality measured in the first
approach exactly and their goal is to maximize stock returns, a signifi-
cantly low level of company-specific financial performance is simply “the
first [but not the final] link in the chain of events” (Donnelly, Gibson and
Ivancevich, 1995: p. 315) leading to shareholder activism. The existence
of an unsatisfactory condition does not always lead to a particular type
of corrective action (in our case, shareholder activism). Shareholder
activism occurs only when shareholders undergo a unsatisfactory situ-
ation (the main concern of the first approach) and, at the same time, they
try to improve the situation by means of activism. The second approach
to the occurrence of shareholder activism starts with this criticism.
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3
Explaining Activism (2): Determinants
of Choice

Apart from a situation shareholders may regard as being unsatisfactory
or unfair, the second approach addresses why activists finally choose the
option of activism to ameliorate the problematic situation. A question,
therefore, would be under what conditions activism prevails over other
corrective actions (Hirschman, 1970). Based on collective action theory
and expected utility theory, the second approach investigates factors
which make dissident shareholders favor activism.

Theoretical backgrounds

Hirschman’s exit and voice

According to Hirschman (1970), shareholder dissatisfaction can be
expressed in two forms. Firstly, some shareholders may sell their stocks
in the firm and terminate their relationship with the firm as share-
holder. This is the exit option. Alternatively, the firm’s shareholders may
express their dissatisfaction directly to management or to another
authority to which management is subordinate or attentive. This is the
voice option. Here takeovers can be seen as an extreme type of the voice
option. A successful takeover attempt gives the dissenting shareholders
complete control over the company and thus, unlike activism, it
changes the nature of the shareholders’ relationship with the company
(Gillan and Starks, 1998; Rho, 2006; see also Chapter 1).

Traditionally, it is believed that shareholder activism is less economi-
cal than other disciplinary measures (Milgrom and Roberts, 1992).
When waging shareholder activism, a shareholder has to rely on costly
legal, accounting, and consulting services. An activist shareholder also
has to search for sympathetic fellow shareholders and persuade them
into activism. For many theorists, therefore, more efficient disciplinary
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mechanisms are: (1) the capital markets (Rozeff, 1982; Easterbrook, 1984);
and (2) the external market for corporate control or takeovers (Manne,
1965; Shleifer and Vishny, 1986). In explaining the rise of shareholder
activism, theorists must address the question of how and why a dissenting
shareholder should prefer activism to other disciplinary measures that
seem to be more efficient or effective.

Collective action theory

Collective action theory (Olson, 1965) points out that, for two reasons, a
rational individual would not engage in a collective action such as share-
holder activism which furthers the overall interest of the group to which
he/she belongs. First, it is extremely unlikely that a small number of indi-
viduals’ action would change the current situation to improve the group’s
welfare as a whole. Second, if individuals in the group really do share their
common interest as a public good, the resulting furtherance of the interest
will automatically benefit all individuals in the group, regardless of
whether they bear the costs of collective action or not. Therefore, a rational
individual will tend to ‘free-ride’ on someone else’s efforts rather than lead
a collective action. Hirschman (1970) also maintains that the presence of
the exit option can sharply reduce the probability that the voice option
will be taken up widely and effectively and thus voice is likely to play an
important role in organizations where exit is virtually ruled out. He pres-
ents two reasons why the exit option is usually preferred, as will be
explained in relation with expected utility theory below.

Expected utility theory

Scholars taking the second approach draw on expected utility theory to
explain why a shareholder chooses the less preferable option of
activism. Expected utility theory (von Neumann and Morgenstern,
1953) says that in an uncertain situation, a rational actor will take an
action which maximizes his/her expected utility. Expected utility has
three components: (1) benefits that an actor can obtain if the action suc-
ceeds; (2) probability of such success; and (3) costs of action. It equals
the probability of success times the benefits from success minus the
costs of action. Expected utility theory explains why an actor generally
prefers the exit option. Hirschman (1970) argues that the results of the
exit option are more foreseeable than those of the voice option and that
this fact positively affects the expected utility of the exit option.
Therefore, we can infer that dissenting shareholders, if they are rational,
will choose activism only when the expected utility of activism exceeds
that of other alternatives (including the exit and other voice options



such as takeover) (Black, 1990; Admati, Pfleiderer and Zechner, 1994;
Smith, 1996).

Determinants of activism choice

Scholars have outlined several factors which may change the expected
utility structure of possible actions, mostly based on institutional
investors’ activism. These factors can be divided into two groups: ‘push
factors’ and ‘pull factors’. Push factors make other measures less feasible
than direct voice and thus ‘push’ dissenting shareholders into activism.
As will be explained below, the increasing tendency towards indexing
investment and large shareholdings makes the exit option difficult.
Anti-takeover measures, at both the corporate and state level, make it
hard for dissenting shareholders to select the takeover option. Pull fac-
tors are those making shareholder activism more workable than other
alternatives. Here we will introduce three pull factors: (1) activists’ large
shareholdings; (2) large shareholdings of other institutional investors;
and (3) regulatory changes which encourage the shareholders to take
activism.

Push factors

Indexing investment

It is widely believed that an indexing investment strategy by public pension
funds imposes a severe constraint on their exit option – selling shares in
underperforming firms (Monks and Minow, 1991; Wahal, 1996; Carleton,
Nelson, and Weisbach, 1998; Gillan and Starks, 1998, 2000; Karpoff, 1998;
Del Guercio and Hawkins, 1999).

Modern portfolio theory states that, in a price-efficient market, the
‘market portfolio’, which refers to a portfolio of financial assets with
characteristics similar to those of a portfolio consisting of the entire
market, offers the highest level of return per unit of risk (Fabozzi,
Modigliani and Ferri, 1994). According to this theory, investors should
hold shares mimicking the composition of a market index such as
Standard & Poor’s 500 Common Stock Index (S&P 500) in order to gen-
erate the level of returns achieved by the index. This passive investment
strategy is called ‘indexing’.

In the 1980s, US entities which had established and sponsored pen-
sion plans became increasingly aware that their money managers were
unable to outperform the stock market. As a consequence, the amount
of funds managed by means of an ‘indexing investment strategy’ has
grown substantially. Greenwich Associates estimates that about 30 percent
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of institutionally managed assets in the US were indexed throughout the
1990s (Malkiel and Radisich, 2001). An indexing policy, however, pre-
cludes institutional portfolio managers from following the traditional
‘Wall Street Rule’, which advises investors to vote for the management
or to sell their shares. Since the market portfolio prohibits pension fund
managers from selling shares of underperforming firms, fund managers
must either accept the corporate governance systems of such firms as
they are or attempt to change them somehow (Carleton, Nelson and
Weisbach, 1998). As a result, activist efforts to prod firms into better per-
formance have become an important way of challenging underperform-
ing firms (Monks and Minow, 1991).

Activists’ large shareholdings

Even for pension funds which do not take an indexing investment strat-
egy, it is not easy to sell shares in underperforming firms.

The shareholdings of institutional investors have become larger in US
equity markets. These holdings grew from 24.2 percent in 1980 to just
under 50 percent in 1994 (Sias and Starks, 1998 cited in Gillan and
Starks, 2000). Given their increasing dominance in the equity markets,
it is perhaps not surprising that institutions have become more active in
their role as shareholders.

Institutional investors’ block holdings may be so large that they can-
not sell their shares without driving the price down and suffering fur-
ther losses (Gillan and Starks, 2000). Empirical studies suggest that large
block trades by institutional investors affect stock value greatly (Kraus
and Stoll, 1972; Holthausen, Leftwich and Mayers, 1987, 1990; Brown
and Brooke, 1993; Chan and Lakonishok, 1993, 1995; Keim and
Madhavan, 1996). For example, Kraus and Stoll (1972) and Holthausen,
Leftwich and Mayers (1987) document that large block trades have a
substantial price impact relative to the prior day’s closing price in excess
of one percent.

Anti-takeover measures

In the United States of the 1980s, firm- and state-level anti-takeover pro-
visions were widely adopted. Various corporate practices were spawned
as boards and the managers sought to defend their firms and themselves
against attempted hostile takeovers. To take a representative example of
such anti-takeover measures, ‘poison pills’ are designed to give the exist-
ing shareholders a right to acquire shares at a greatly reduced price in
the event of a control change. In effect, this dilutes the shares held by
the acquirers (Milgrom and Roberts, 1992). From the government’s side,

Explaining Activism (2): Determinants of Choice 29



40 states in the United States passed anti-takeover laws in the late 1980s
and early 1990s, almost all at the behest of managers of local businesses
seeking protection from hostile takeovers (Roe, 1994).

Leaving aside the question as to whether these measures have in fact sup-
pressed takeover activities, it is true that takeovers actually decreased in the
United States of the late 1980s and that the growth of shareholder activism
coincided with the demise of the 1980s hostile takeover market. From this
observation, it is argued that the demise of the takeover market turns 
the ‘market-based model’ of corporate governance (i.e., takeovers) into a 
‘politics-based model’ (i.e., shareholder activism) (Pound, 1992a; 1992b).

Pull factors

Activists’ large shareholdings

It is understood that activists’ large shareholdings work both as a push
and as a pull factor. A pull-factor explanation is that the presence of a
large minority shareholder provides a partial solution to the free-rider
problem. A large enough stake and thus a large enough return on a large
shareholder’s own shares suffice to cover high monitoring costs (Shleifer
and Vishny, 1986). As a shareholder’s stake increases, the shareholder is
willing to take independent monitoring and research and to pay for a
higher probability of finding an improvement. Therefore, Shleifer and
Vishny (1986) continue, when a method of influencing the incumbent
management (such as jawboning or takeover) is available, the market
value of a firm rises with the firm’s shares initially held by a single risk-
neutral large shareholder, unaffiliated with management.

On top of this, large shareholdings reduce monitoring costs (such as
proposal preparation and communication cost) since some monitoring
issues cut across a number of firms in which institutional shareholders
hold shares (Black, 1990). By offering the same proposal at these firms
simultaneously, an activist shareholder can reduce costs per firm.
Furthermore, if we take into account the widespread indexing investment
among institutional investors, other institutions’ shareholdings are most
likely to overlap with those of the activist, which also reduces the activist’s
costs of communications per firm. In other words, economies of scale and
scope lead a large shareholder to become more active and to make more
proposals than an individual who owns the same amount of shares in a
single firm.

Other institutions’ shareholdings

Shleifer and Vishny (1986) ague that like an individual large share-
holder, a group of several large shareholders acting together have an
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increased incentive to monitor and influence the firm. As the group’s
stake increases, they are willing to pay for a higher probability of finding
an improvement and the market value of a firm rises with the sum of the
firm’s shares held by the group. They also argue that the presence of a
large shareholder is also likely to provide an incentive for outsiders to
monitor and evaluate the performance of the incumbent management.

Regulatory changes

It is argued that the institutional shareholder activism of the 1990s was
related to relaxed regulations (Hawthorne, 1993). For example, until 1992
in the United States, shareholders were required to file and distribute a
proxy statement with the SEC when they were communicating in writing
or orally with ten or more shareholders. The 1992 abolishment of this pol-
icy allowed shareholders to communicate and coordinate their activities
with less laborious regulatory oversight. The SEC also eliminated its pro-
vision that it should review materials distributed to shareholders by
activist shareholders (such as advertisements and letters) in advance.

Sometimes regulatory changes directly forced shareholders or their
trustees to become more active. For example, the US Department of Labor
demands that ‘fiduciaries’ as defined by the Employee Retirement Income
Security Act (ERISA) should treat voting rights as a plan asset (Gillan and
Starks, 1998). This requires that the pension plan vote its shares, instead
of abstaining, and does so for the exclusive benefits of plan beneficiaries.
On 29 July 1994, the Department of Labor reaffirmed this position in its
Interpretative Bulletin (IB 94-2), which calls for proxy vote decisions to
enhance the value of the shares and active monitoring and communica-
tion with corporate management. The Bulletin states that “. . . active mon-
itoring and communication with corporate management is consistent
with a fiduciary’s obligations under ERISA where the responsible fiduciary
concludes that there is a reasonable chance that such activities . . . are
likely to enhance the value of the plan’s involvement, after taking into
account the costs involved” (cited in Gillan and Starkes, 1998).

To cite a UK example, the Cadbury Report called upon institutional
investors to make positive use of their voting rights and to disclose vot-
ing policies (Lannoo, 1999).

Investigation results

Indexing investment

A challenge regarding indexing investment is that we do not have a gen-
erally accepted measurement method or data of the extent to which an
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investor adopts an indexing strategy. Wahal (1996) estimates the 
percentages of the indexed equity portfolio in seven major activist insti-
tutional investors and concludes that, with the exception of the State of
Wisconsin Investment Board (SWIB), the total equity holdings of the six
pension funds are heavily indexed (Table 3.1).

In this study, however, Wahal does not explain how the percentages
were obtained. Gillan and Starks (2000) argues that equity turnover
reflects the level of indexing. They claim that the New York Retirement
funds and CalPERS, heavily indexed pension funds, have annual turnover
in their equity holdings of approximately 7 percent and 10 percent respec-
tively. Johnson and Shackell (1998) measure the presence of indexed
investors in a firm with the firm’s membership in S&P 500 because an
indexed fund tends to have a higher proportion of stock in S&P 500 firms.

Another question is the level to which we can say that a fund is heavily
indexed and shows behavior that is expected from an indexed fund.
Carleton, Nelson and Weisbach (1998) say that the Teachers Insurance
and Annuity Association: College Retirement Equities Fund (TIAA-CREF)
is one of the leading index funds with approximately 80 percent of its
stock account’s domestic portfolio indexed. This figure is much higher
than Wahal’s estimates of New York and California pension funds. Never-
theless, Del Guercio and Hawkins (1999) doubt whether TIAA-CREF
behaves more like the indexed funds or more like SWIB, given that the
fund is largely indexed but also devotes a significant dollar amount 
(16 percent of its portfolio) to active management. However, Del Guercio
and Hawkins (1999) report that the New York and California pension
funds, with a much lower level of indexing than TIAA-CREF, show typical
index fund behavior (less changes in target holdings for example).

The relationships between indexing investment and a propensity for
activism are as yet empirically inconclusive. In a survey of the 40 largest
pension funds, 40 largest investment managers, and 20 largest charitable

Table 3.1 Percentages of the indexed equity portfolio, US

Institutional investors Percentages

New York State Common Retirement System (NYSCR) 67
California State Teachers Retirement System (Calstrs) 66
Florida State Board of Administration (FSBA) 60
California Public Employee Retirement System (CalPERS) 53
Colorado Public Employee Retirement System (Colpera) 33
State of Wisconsin Investment Board (SWIB) 8

Source: Wahal (1996).
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foundations, Useem, Bowman, Myatt and Irvine (1993) find that some
index fund managers are highly active while others engaged in no
activism (cited in Gillan and Starks, 1998). Johnson and Shackell (1998)
argue that indexed institutions are less willing to vote against manage-
ment and prefer quieter forms of activism (‘behind closed doors’ dia-
logue with management) than public antagonism such as the proposal
mechanism. Del Guercio and Hawkins (1999) show that a major differ-
ence between indexed and non-indexed funds is not the ‘level’ of
activism but the ‘issue’ of activism and that this difference results from
the fact that an indexed fund cannot bear the high costs of company-
specific activism. According to them, a heavily indexed fund pursues
activism tactics aimed at ‘spill-over effects’ that boost the performance
of the stock market overall rather than that of specific stocks. In con-
trast, proposals sponsored by TIAA-CREF and SWIB are not associated
with general governance-related issues but company-specific changes.
In their interviews, Kurt Schacht at SWIB states that “SWIB has always
had a focus on anti-takeover issues” (Del Guercio and Hawkins, 1999: p.
306) while John Lukomnik of NYC fund replies that they do not spon-
sor poison-pill proposals because they “require too much company-
specific knowledge” (ibid.: pp. 305–6).

Large shareholdings

In order to investigate an impact of the level of TIAA-CREF’s sharehold-
ings on their targeting decision, Carleton, Nelson and Weisbach (1998)
estimate logistic regressions which compare the differences between
firms targeted by TIAA-CREF and a sample matched by the market value
of equity and the two-digit SIC code. The effect of the fractional owner-
ship of TIAA-CREF is positive, but statistically insignificant. They explain
that the lack of significance might be due to TIAA-CREF’s indexing
investment policy. Since the majority of TIAA-CREF’s portfolio is indexed,
there is likely to be very little variability in the ownership of TIAA-CREF
and hence lower explanatory power.

Most studies (Karpoff, Malatesta and Walkling, 1996; Smith, 1996;
Strickland, Wiles and Zenner, 1996; Bizjak and Marquette, 1998) find a
positive relationship between the aggregate level of institutional owner-
ship and the probability of activism. Johnson and Shackell (1998), on
the other hand, report a negative association between the probability of
receiving a shareholder proposal and the percentage of shares held by
institutions.

Carleton, Nelson and Weisbach (1998) test a hypothesis that the 
specific distribution of institutional ownership is more relevant in target
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selection than the overall level of institutional ownership. To this end,
they include the fractional ownership of TIAA-CREF, the fractional own-
ership of other ‘activist’ institutions, as defined by Wahal (1996), the frac-
tional ownership of ‘non-activist’ institutions and insider ownership.
Their analysis shows that TIAA-CREF is more likely to target larger firms
with high levels of institutional ownership. However, once overall insti-
tutional ownership is controlled, TIAA-CREF’s own holdings and those of
other ‘activist’ institutions do not affect the targeting decision. Therefore,
they fail to support the view that the distribution of institutional owner-
ship is more important than the level of institutional ownership.

Further thoughts

In the two approaches to shareholder activism in Chapters 2 and 3 it has
been generally assumed that decision-makers are rational and can
match means and ends to bring about the best decision for their inter-
ests. Furthermore, these two approaches think of groups or organiza-
tions as though they were monolithic homogeneous rational entities
which can be understood in terms of individual rationality. The main
questions in this ‘rational unitary actor model (Allison, 1971)’ are: What
is the main problem? What are the alternatives? What are their costs
and benefits? What are the underlying values and beliefs? (Kleindorfer,
Kunreuther and Schoemaker, 1993). As we have seen, the two approaches
center on some of these questions. The first, considering the existence of
a problematic situation, is concerned with the main problem and the
underlying values and beliefs, while the second, considering on the
determinants of action choice, is concerned with the alternatives and
their costs and benefits.

However, as Simon (1997) points out, even an individual decision-
maker who is regarded as maintaining a fully rational facility for 
decision-making as envisaged in the unitary rational actor model has a
limited information-processing ability. This ‘bounded rationality’ has a
fundamental impact on how an individual makes a choice. Because of
information overload it would be difficult for a decision-maker to spec-
ify a comprehensive meaningful set of goals and objectives. Individuals
often examine alternatives sequentially and locally until an acceptable
‘satisficing’ alternative is found rather than making complete global
comparisons between them.

The decision-making process in a group or an organization is also
understood as rather simplistic, reactive and local (Cyert and March,



1963). For example, only after a problem has clearly been viewed as
serious by key people in an organization might solutions be sought. The
‘political model’ of group decision-making (Allison, 1971) emphasizes the
divergence between individual and group goals. It especially highlights
that, in addition to their formal positions, people are part of informal net-
works and coalitions, and that organizational rationality may not always
prevail because of hidden agendas. Actions are part of a portfolio of deci-
sions and their outcomes, and are influenced by the relative power posi-
tions of the group participants. In this sense, the main questions of the
political decision-making model are: Who are the key players? What are
their aims? What pressures exist on the decision-makers? What are the
constraints? What coalitions exist? Where do individual and organiza-
tional goals diverge? (Kleindorfer, Kunreuther and Schoemaker, 1993).
Based on social movement theory, the third approach to shareholder
activism focuses on this political aspect of decision-making.

Explaining Activism (2): Determinants of Choice 35



36

4
Explaining Activism (3): Politics and
Interpretations

Since social movement theory is concerned with the origin and 
development of various types of collective action, it can provide a useful
analytical tool for exploring the emergence of shareholder activism. Why
collective action arises is the “sine qua non of the study of social movement”
(Jenkins 1983a: p. 530). Furthermore, compared to the short history of
shareholder activism studies, social movement theory has evolved over
more than forty years into a well-developed body of knowledge, both the-
oretical and empirical.

In the corporate governance literature, attention has already been paid
to the usefulness of social movement theory for explaining the emergence
of shareholder activism. Noting that “[rationality-based] efficiency-
oriented approaches [of the existing studies of shareholder activism] . . .
are limited in their ability to explain . . . the rise of shareholder activism”
(p. 141), Davis and Thompson (1994) suggest that the study of share-
holder activism considers the framework developed in social movement
theory. Rowley and Moldoveanu (2003) use social movement and social
identity theories to construct a more general model of stakeholder group
action and challenge the current notion that interests drive stakeholder
group action.

Theoretical backgrounds: social movement theory

Social movement theory is not a single consistent theory. It comprises a set
of various theories such as grievance theory (Gusfield, 1968; Tilly, 1978;
Opp, 1988), resource mobilization theory (Jenkins and Perrow, 1977;
Jenkins, 1983a; Zald and McCarthy, 1987), political process theory
(Eisinger, 1973; McAdam, 1982; Tarrow, 1989) and symbolic theory (Snow,
Rochford, Worden and Benford, 1986; Snow and Benford, 1988). Even
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these sub-theories have variants. However, McAdam, McCarthy and Zald
(1996a) observe that recent developments in social movement theory have
converged around three concepts: (1) political opportunity; (2) mobilizing
structure; and (3) framing process. According to this view, most social
movements are set in motion by social changes which render the estab-
lished order more vulnerable or receptive to challenge. These political
opportunities, however, are only a prerequisite of social movements. In the
absence of adequate mobilizing structures, whether formal or informal,
such opportunities are not likely to be seized. Finally, framing process,
the emergent meanings and definitions shared by the movement adher-
ents, mediates between the structural requirements of political opportunity
and organization and makes a real action happen. It is activists or move-
ment entrepreneurs which facilitate framing and structural mediation.

Therefore this chapter discusses four points of social movement theory
which can be usefully employed for studies of shareholder activism. These
are: (1) key actors; (2) political opportunities; (3) resource mobilization;
and (4) the framing process.

Key actors

As discussed above, collective action theory (Olson, 1965) says that since a
rational actor would not become involved in a collective action, the occur-
rence of a collective action could be irrational. This theory states that if we
are to find any rationality in a collective action, it would be a ‘selective
incentive’, which is not directly related to the enhancement of the com-
mon good. According to Olson (1965), the enhancement of the com-
mon good is a ‘by-product’ of groups organized for some other purpose.

In the same vein, social movement theory has examined the role of
‘movement entrepreneurs’ (Anheier, 2003). The level of participation in 
a collective action varies among participants: from the professional 
full-time officers through the hard-core activists to the rank-and-file
members and fellow sympathizers from the public (Gusfield, 1970). The
presence of activists or movement entrepreneurs is the ‘active component’
which facilitates the other three elements of social movements. In order to
maximize the number of members, and the movement’s influence and
success, movement entrepreneurs take a leading role in mobilizing
resources, connecting groups, forging cognitive cultural understanding,
and capitalizing on political opportunities within and outside the 
movement (Gerhards and Rucht, 1992 cited in Anheier, 2003). 

This implies that more weight should be placed in the small group of
core actors instead of the whole group when we choose a unit of analy-
sis in studying shareholder activism. This does not suggest an elitist



approach to shareholder activism, but for a fuller understanding of why
certain issues do or do not achieve political salience, we need to study
the activities and influence of agenda setters.

Political opportunity

Scholars have long recognized the importance of socio-political context in
shaping the emergence, development and ultimate impact of collective
action. Peter Eisinger (1973) used the concept of ‘political opportunity
structure’ to explain the likeliness of riots in US cities. According to him,
“such factors as the nature of the chief executive, the mode of aldermanic
election, the distribution of social skills and status and the degree of social
disintegration, taken individually or collectively, serve in various ways to
obstruct or facilitate citizen activity in pursuit of political goals” (p. 11).

In the US it was the work of theorists such as Charles Tilly (1978), Doug
McAdam (1982) and Sidney Tarrow (1989) which firmly established the
link between institutionalized politics and social movements (McAdam,
McCarthy and Zald 1996a). In his work on black insurgency, Doug
McAdam (1982) explains that “any event or broad social process that
serves to undermine the calculations on which the political establishment
is structured occasions a shift in political opportunities” (p. 41). Meyer and
Staggenborg (1996), therefore, argue that “[o]f critical importance here is
the recognition that movement development, tactics and impact are pro-
foundly affected by a shifting constellation of factors exogenous to the
movement itself” (p. 1633). Drawing on these works, a number of
European scholars (e.g., Kriesi, 1989) brought to the study of collective
action a comparative contextual dimension which explains the differen-
tial outcomes of social movements across nations.

In an attempt to bring more analytic clarity to the concept, various
authors have sought to specify what they see as the relevant dimensions
of a given system’s ‘structure of political opportunities’ (McAdam, 1996).
As shown in Table 4.1, we can distinguish two types of political oppor-
tunities: (1) the ‘formal’ institutional or legal structure of a given political
system; and (2) the more ‘informal’ structure of power relations which
characterize the system at a given point in time.

Resource mobilization

It is argued that interest intensity by itself is insufficient because resources
are required to organize group members for collective action (McCarthy
and Zald, 1977). Recognizing the importance of various resources in col-
lective action, social movement theory investigates the range of neces-
sary resources and the ways in which such resources are deployed.
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Mobilization is a process by which a group secures collective control
over the resources needed for collective action (Jenkins 1983a). Here the
term ‘resource’ takes on a wide array of meanings, including economic
resources, ideologies, rhetoric and symbols. Little agreement has been
reached on what types of resources are significant. Instead of identifying
significant resources, some scholars have offered useful classificatory
schemes of social movement resources. In order to maintain itself, the
leading group of collective action requires ‘internal resources’. The leading
group also needs ‘external resources’ if it is to have its desired influence
on a target group. Rogers (1974) has named the former as ‘infra-
resources’ and the latter as ‘instrumental resources’. Similarly, Jenkins
(1983a) has distinguished ‘mobilizing resources’ from ‘power resources’.

In broader terms, social movement scholars suggest three levels of
mobilization: macro-, meso- and micro-mobilization. Here our discus-
sion will focus on ‘meso-mobilization’, a structural channel through
which leading groups, supporting groups and the society at large com-
municate. (‘Macro-mobilization’ refers to changes in power relation-
ships and political opportunity structures which facilitate collective
action. ‘Micro-mobilization’ is a cultural interaction between potential
resource providers and the leading group. These two types of mobiliza-
tion are related to the notions of political opportunity and symbolic
interactions, which are discussed in other parts of this chapter).

Table 4.1 Two types of political opportunities

Formal structure Informal structure

Brockett (1991) • Meaningful access • Presence of allies
points • Elite fragmentation and conflict

Kriesi et al. (1992) • Formal institutional • Informal procedures in relation 
structure to a given challenge

• The configuration of power
as regards a given challenger

Tarrow (1994) • Openness or closure • Stability of political 
of the polity alignments

• Presence/absence of elite allies
• Divisions within the elite

Rucht (1996) • Access to the party • The alliance structure as 
system regards a given challenger

• The conflict structure as
regards a given challenger

Source: Adopted from McAdam (1996), p. 27.



Meso-mobilization takes various types of structure. At one end of the
spectrum are informal relationships such as families and networks of
friends. There is a structure that is more organized than the informal
relationships but still have other primary goals than social movement 
per se (e.g., prayer groups, study groups and sports teams). Another com-
mon form is a free-standing protest campaign committee which links net-
works and organizations together in order to coordinate events and
efforts. There are formally organized dedicated mobilizing structures
which can be termed social movement organizations (SMOs).

Framing process

Among the recent developments in social movement theory, one of the
most important concerns is the cultural aspect of collective action. While
the range of analytical perspectives applied is wide, the so-called ‘framing’
perspective is dominating current research (Johnston and Klandermans,
1995; McAdam, McCarthy and Zald, 1996b; McAdam, Tarrow and Tilly,
1997).

David Snow and his colleagues (Snow et al., 1986; Snow and Benford,
1988) applied Erving Goffman’s concept of framing to their study of
social movements. According to Goffman (1974), the frame denotes the
‘schemata of interpretation’ which enable individuals to locate, perceive,
identify and label occurrences within their life space and the world at large.
Frames build up events or occurrences in accordance with the principles of
organization which govern social events and our subjective involvement
in them, and enable us to legitimize our action, whether individual or col-
lective. Like other socialized actors, movement supporters act on the basis
of internalized values and sentiments as well as calculations of self-interest.

A major task in micro-mobilization between the social movement lead-
ers and participants, then, is to generate solidarity and moral commit-
ment to the broad collectivities in whose name movements act. Snow et al.
(1986) argue that ‘frame alignment’ is a necessary condition for move-
ment participation. According to them, frame alignment refers to the
linkage of interpretative orientations between individual participants and
the aim of collective action, such that some set of individual interests, val-
ues and beliefs and collective activities, goals and ideologies are congru-
ent and complementary.

Successful framing in mobilizing collective action was said to have three
elements: diagnostic, prognostic and motivational framing (Wilson, 1973;
Snow and Benford, 1988). ‘Diagnostic’ framing involves the identification
of a problem and the attribution of blame and causality. ‘Prognostic’ fram-
ing involves a proposed solution to the diagnosed problem. ‘Motivational’
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framing involves a call to arms for engaging in ameliorative or corrective
action.

In social movement theory, it has been argued that frames, the emer-
gent meanings and definitions shared by the movement adherents, play a
crucial role in movement breakout. In this sense, McAdam, McCarthy and
Zald (1996a) argued that “the impetus to [collective] action is as much a
cultural construction as it is a function of structural vulnerability” (p. 8).
Although traditional explanations of social movements emphasize sud-
den increases in short-term grievances (Gusfield, 1968), contemporary
scholars counter-argue that grievances are secondary to the emergence
of collective action and can be ‘manufactured’ by the mobilizing efforts
of movement entrepreneurs (Jenkins, 1983b).

Investigation results

Key actors

Taking for granted that shareholders are key participants and decision
makers in shareholder activism, the existing studies have paid little atten-
tion to the question of who is involved in shareholder activism and to
what extent (Rho, 2006). The framework of the existing studies has only
two components: (1) the problem the shareholders face, and (2) possible
remedies they can use to solve it.

A very limited number of studies address the ‘actor’ aspect of share-
holder activism. Marens (2002) criticizes accounts of the history of share-
holder activism for giving the early ‘gadflies’, individual shareholder
activists, less attention than they deserve. He demonstrates entrepreneur-
ial roles of early gadflies such as careful strategizing in the media, network-
ing with like-minded investors, and arguing for and defending shareholder
rights at the SEC and in court. In another study of union financial activism,
Marens (2004) argues that some unionists followed the examples of previ-
ous social movement entrepreneurs who had expanded the law and prac-
tices of shareholder activism.

Political opportunity

In some aspects, the second approach reviewed in Chapter 3 has similar-
ities with the explanation of political opportunity structure. According to
the second approach, factors external to shareholder activism (i.e., index-
ing investment strategy, anti-takeover measures, large shareholdings
and regulatory changes) encourage shareholder activism. However, the
discussion of socio-political context in social movement theory points
out that the political opportunity structure goes beyond the discussions
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made by the second approach and varies according to the action under
study. Political opportunities may relate to government structure, public
policy, general social settings, or power relations between organized allies
and opponents, but they do not have any predetermined set which can
be applied to all types of collective action universally. We should, there-
fore, identify what types of political opportunities have worked for the
emergence of particular cases of shareholder activism, case by case. The
factors suggested by the second approach do not have general applica-
bility to all shareholder activism. Furthermore, although the second
approach considers certain outcomes of power relations in terms of reg-
ulatory change, it does not explicitly address power relations between
shareholder activists and others, which are an important element of
political opportunity structure.

Ryan and Schneider (2003) recognize three conditions that affect the
relationship between institutional investors and their portfolio firms,
which are (1) the institutions’ market power; (2) the complex role of
financial intermediaries; and (3) possible involvement in simultaneous
and opposing agency contracts. Based on these findings, they propose a
new agency relationship.

Davis and Kim (forthcoming) report that the magnitude of mutual
funds’ business ties with their portfolio firms affects funds’ proxy votes at
specific firms and overall voting practices. They argue that funds’ busi-
ness ties and their propensity to vote with management have a positive
relationship because the votes take place when the funds know their
votes will be publicly scrutinized.

Davis and Thompson (1994) and Thompson and Davis (1997) show
how activist shareholders increased their influence in corporate gover-
nance in the early 1990s through the changing capacities of sharehold-
ers and managers to act on their interests in control at the firm, state
and federal level. These two studies also argue that pro-market and pro-
shareholder attitudes of the Reagan administration fostered the group
identity of shareholders.

Resource mobilization

One of the most important mobilizing structures in shareholder activism
is various mediating groups such as the USA (Rho, 2006). In most cases
shareholders and various mediating groups interact constantly through-
out the course of shareholder activism. Although shareholders have
authority to make a key decision, mediating groups filter and recon-
struct the raw data to produce information critical to shareholder
activism.
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Opler and Sokobin (1995) study the CII representing pension funds.
Beginning in 1991, CII has provided a list of poorly performing firms to
its members and some of the members have often targeted the listed
firms. Strickland, Wiles and Zenner (1996) describe the USA as a conduit
through which small shareholders unite and attempt to influence the
governance of large US corporations. They suggest that USA-sponsored
shareholder activism enhanced shareholder value. Black and Coffee
(1994) describe the role of UK trade associations such as the ABI and the
NAPF as a communication channel for their members’ collection action.

In a more general study of stakeholder activism, Rowley and
Moldoveanu (2003) propose that overlapping memberships across mul-
tiple stakeholder groups affect stakeholder group action.

Framing process

We do not have many studies which look at the framing process of share-
holder activism directly. Rho (2002) shows how the PSPD, now a well-
known Korean pioneer and leader in shareholder activism, combined the
two different frames which had developed separately in the past to legit-
imize their shareholder activism.

Some management scholars focus on the level of shared meanings as
significant elements in how organizations function (e.g., Alvesson, 1998;
Strati, 1998). Although sparse, a few studies have showed how important
culture is in the corporate governance area. Hirsch (1986) examine the
process of the normative framing of hostile takeovers. According to him,
this framing facilitates the diffusion and legitimization of hostile takeovers
and helps to recreate or sustain order despite the disruptions engendered
by takeovers. Zajac and Westphal (1995) argue that CEO compensation is
driven by symbolic as well as substantive considerations. On a more gen-
eral level, Rowley and Moldoveanu (2003) argue that mobilization can be
motivated by a desire to express a social identity as well as protect interests.

Explaining Activism (3): Politics and Interpretations 43



This page intentionally left blank 



Part II
An Application: the Korean PSPD
Case



This page intentionally left blank 



5
Political Opportunity

47

In Chapter 4, we have distinguished two types of political opportunities:
(1) the ‘formal’ institutional or legal structure; and (2) the more ‘infor-
mal’ structure of power relations. We will look at these two types of
political opportunities for the PSPD shareholder activism.

Formal opportunity: government policy

Until the mid-1990s, the Korean government had not challenged the cor-
porate governance structure of the chaebol.1 Indeed, the government had
protected the current management by suppressing potential activism by
stakeholders such as employees, consumers and shareholders against the
chaebol. It had mostly been concerned with the economic results attained
by the chaebol (e.g., exports and foreign currency earnings) no matter what
governance structure they might have had. In January 1997, however, as
a part of the so-called ‘New Chaebol Policy’, the Korean government
amended the Securities and Exchange Act (hereinafter called “the Securities
Act”) for the first time since its enactment in 1962, to lower the require-
ments for minority shareholder rights. This regulatory change influenced
the emergence of PSPD shareholder activism in various ways. This sec-
tion describes how this change happened.

Corporate governance reforms in Korea

The corporate governance structure of the chaebol was first discussed from
the perspective of competitiveness. In November 1994, on his way back
from the 1994 Asia Pacific Economic Co-operation (APEC) Summit,
President Kim Young Sam (1993–1998) declared Segehwa as the nation’s
goal (Segehwa roughly means complying with international standards
and being a first-class nation in the world). It was a big task for the Korean



policymakers to transform this vague idea into concrete policies. For this
task, a committee was formed under the auspices of the Prime Minister
in January 1995 and many scholars were invited to produce reports for
Segehwa strategy in their own fields.

In economic terms, Segehwa was understood as acquiring global compet-
itiveness. The committee asked Chung Kwang Sun,2 a finance professor at
Chung-Ang University, to write a report on how to achieve Segehwa by way
of corporate governance reform. Chung’s unpublished Segehwa report
contained many suggestions, including introducing outside directors,
allowing institutional investors to vote on behalf of their trustees and
lowering the legal requirements of minority shareholder rights.

On hearing these suggestions, business organizations such as the Fed-
eration of Korean Industries (FKI), the Korea Chamber of Commerce and
Industry (KCCI), and the Korea Listed Companies Association (KLCA)
started presenting a very negative view of them (Kim, H., 1995), and in the
end their opposition thwarted even the less sensitive issues such as minor-
ity shareholder rights from being put on the public policy agenda.

However, in January 1995 the Office of Securities Supervision (OSS), the
then regulatory body of the securities market, highlighted the possibility of
checking controlling shareholders by using minority shareholder rights.
Its amended regulations obliged a corporation to obtain approval from a
shareholders’ general meeting when disposing of or donating cash or equi-
ties worth more than 10 percent of the paid-in capital. This amendment
aimed to prevent the arbitrary use of corporate assets by dominant share-
holders for their selfish purposes. In their press release, the OSS cited, as an
example of dominant shareholders’ selfishness, Dong Ah Engineering and
Construction’s decision to donate a replacement bridge following a scan-
dal involving a collapse of a bridge it had constructed (Yim, K.-J., 1995).3

In November 1995, an event occurred that overcame the business oppo-
sition to corporate governance reform and moved the hesitant govern-
ment into action. A rumor that former president Roh Tae Woo (1988–1993)
had accumulated a secret fund up to 400 billion won (US$ 333 million)
turned out to be true. He was tried and jailed for bribery. Although cor-
ruption had been believed to be prevalent in Korea, this was still shock-
ing, for the former head of the government and several top businessmen
(e.g., Lee Kun Hee of Samsung) were prosecuted or even jailed. It was
said that the day of Roh’s jailing was the day that the establishment col-
lapsed (Kim, Y.-B., 1995). For this event, the FKI, an association of the
chaebol, publicly apologized to the nation and the Prime Minister promised
to prepare a fundamental policy to uproot corruption and illegitimate
government–business collusion.
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Responding to growing social demands for corporate governance reform,
the government finally publicized its new position, the so-called ‘New
Chaebol Policy’, in May 1996. The government announced a strengthening
of disclosure, auditing and minority shareholder rights. As a result, in
January 1997, the Securities Act was amended to lower the requirements
for minority shareholder rights. It was the first time since the enactment
of 1962 that the government had loosened the requirements. In contrast
to their previous attitude, the Korean government has lowered the require-
ments further a few times since then, as illustrated in Table 5.1.

Chaebol policy before corporate governance reforms

Since the government’s view on the chaebol had a great influence on that of
Korea society as a whole, including civil activists such as the PSPD, it needs
to be examined in great detail. Citing the oldest issue first, chaebol policy
has been concerned with four major issues: (1) ownership concentration
(and succession); (2) diversification; (3) inter-affiliate supports that enable
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Table 5.1 Shareholding requirements for minority shareholder rights

Rights Date of Effectuation

1.4.1998 25.5.1998 28.3.2001

• To call an 3% (1.5%) Not Not Not
extraordinary general changed changed changed
meeting (EGM)
(§191–13➃)

• To demand a  — — — 1%
cumulative voting4

(§191–18)
• To review 3% (1.5%) 1% (0.5%) Not 0.1% (0.05%)

accounting books changed
(§191–13➂)

• To propose dismissal 1% (0.5%) 0.5% (0.25%) Not Not
of directors or internal changed changed
auditors (§191–13➁)

• To file an injunction 1% (0.5%) 0.5% (0.25%) Not 0.05% (0.025%)
against directors’ changed
allegedly illegal
action (§191–13➁)

• To bring a derivative 1% (0.5%) 0.05% 0.01% Not
suit (§191–13➀) changed

Source: Securities Act (amended on 28 March 2001).
Note: The requirements in the parentheses apply to the shareholders of a corporation with
capital of 100 billion won (US$ 83 million) and above.



the chaebol to maintain their structure; and (4) corporate management
swayed by the chongsu and his family. This section addresses the first three
issues, for the previous section has covered the last issue already.

Ownership concentration and succession

It was in the early 1960s that the government first raised the issue of
ownership concentration. Since the funds for industrialization were in
chronic shortage at that time, the government pressed the founding fam-
ilies of the chaebol to sell their shares and to finance their businesses in
the domestic capital market. For example, the First Five-Year Economic
Development Plan (1962–66) tried to procure about 25 percent of the
total funds for the industrialization plan from domestic savings (KDI,
1995). The stock market was thought of as an important channel for this
fund-raising (O, 1996). For this purpose, the government prepared rele-
vant legal statutes such as the Securities Act of 1962 (BOK, 1993).

For fear that outsiders might meddle in their businesses, however, the
founding families tended to hold on to their shares. The government
believed that this tendency prevented the businesses from procuring
funds in the stock market and made the financial structures of the busi-
nesses too highly leveraged. This financial fragility, in turn, was per-
ceived as a burden on the whole national economy.

The first measures for dispersing ownership were legal coercion and
financial sanctions. The Capital Market Furtherance Act of 1968 provided
preferential treatment to public corporations in taxation. In 1972, right
after the 8.3 Measure,5 the Public Corporation Inducement Act was enacted
to enable more drastic measures than before. According to this Act, cor-
porations that had benefited from 100 million won or more from publicly
raised funds were designated as to-be-public corporations. Examples of
publicly raised funds were foreign debts, write-offs by the 8.3 Measure,
and bank loans. Failure to go public cost the target corporations disad-
vantages in tax and bank loans (BOK, 1993).

In the 1980s, it was argued that “only by popularizing going public
among the chaebol companies, can ownership concentration be lessened”
(Lee and Lee, 1990: p. 114). The solution was to lead as many people as
possible, including employees, to the stock market (Lee and Lee, 1985).
Accordingly, the government tried to boost demand for stocks. In 1987,
in order to revitalize the Employee Stock Ownership Associations (ESOAs),
the government amended the Capital Market Furtherance Act and pro-
vided them with more detailed legal status.6

In the 1990s, the government drew attention to another problem of
ownership concentration. According to this view, concentrated ownership

50 Shareholder Activism



and owner-dominated management suppress the rise of professional
managers (EPB, 1993). Some in policy circles believed that the profession-
ally managed firm represented a more evolved management system than
the owner-managed firm (e.g., MOTIE, 1997). For enhanced corporate
competitiveness, therefore, ownership dispersion was seen as important
because it allowed salaried professional managers more managerial power
(FTC, 1994).

It was difficult, however, for the governments of the 1990s, which,
unlike their authoritarian predecessors, were more democratically account-
able, to ‘induce’ the chaebol families to concede their shares to others.
The best that governments could do was to exempt the chaebol compa-
nies with more dispersed ownership from existing regulations. For exam-
ple, the 1994 amendment of the Monopoly Regulation and Fair Trade Act
(hereinafter called “the Monopoly Act”) excluded companies with more
dispersed ownership from the 40 percent ceiling of total equity invest-
ments in other companies. A further detail of this regulation will be dis-
cussed in relation to ‘intra-group support’ below.

The Korean government evaluates the degree of ownership concentra-
tion in the chaebol in terms of ‘internal ownership’. The internal ownership
is measured by the shareholdings owned by the founding family and rela-
tives and those owned by other affiliates in the group. Generally speaking,
the internal ownership of the 30 biggest chaebol has gradually decreased. To
be specific, family ownership has constantly decreased, while the shares
owned by affiliates remained relatively constant throughout the 1990s.
After the 1997 crisis, however, affiliates of the chaebol increased share own-
ership in the process of restructuring the chaebol groups, which in turn
increased the total internal ownership (See Table 5.2 and Figure 5.1).

Compared to concentration of ownership, ownership succession had
not been a central concern of the government. This issue was, however,
addressed in the 1990s from two perspectives: (1) facilitating ownership
dispersion; and (2) establishing just taxation.

Although the government in the 1990s could not directly intervene 
in the ownership transfer, they believed that strict application of the
Inheritance Tax and Gift Tax Act would make it more difficult to transfer
concentrated ownership from the chongsu of the present generation to
that of the next. Some policy advisors argued that stricter tax adminis-
tration was the most essential and fundamental measure for ownership
dispersion (Lee and Lee, 1985; Lee and Lee, 1990). The government also
predicted that, when inheritance and gift taxes were implemented as
appropriate, the chongsu family’s shareholdings would naturally dimin-
ish because of the growing demand for external funds (EPB, 1993).
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Strict implementation of the Inheritance Tax and Gift Tax Act was also
consistent with the public sentiment of justice because it regulated “inher-
itance of wealth without taxation” (Korean Government, 1993). It was
pointed out that the relative ineffectiveness of the existing tax system in
dispersing chaebol ownership did not lie in the tax system itself but in its
administration, with key problems being the inaccurate identification of
tax sources and the lack of administrative will to levy taxes (Yoo, 1992).

Figure 5.2 shows the chairmanship succession in the four biggest 
chaebol. Notably the 1990s witnessed many changes in chairmanship,
compared to previous periods. Whatever the reason, these frequent changes
in chairmanship were certainly remarkable enough to intensify public
attention to the issue of chaebol succession.

Diversification

At the early stage, the problem of diversification, like that of ownership
concentration, was linked with the financial fragility of the corporation.
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Table 5.2 Internal ownership of the 30 biggest chaebol, 1983–1999

1983 1987 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Total 57.2 56.2 47.2 45.4 46.9 46.1 43.4 42.7 43.3 44.1 43.0 44.5 50.6

Family 17.2 15.8 14.7 13.7 13.9 12.6 10.3 9.7 10.5 10.3 8.5 7.9 5.4

Affiliates 40.0 40.4 32.5 31.7 33.0 33.5 33.1 33.0 32.8 33.8 34.5 36.6 45.2

Sources: MOFE and KDI (1997); OECD (1998a); FTC (1999).

0.0

10.0

20.0

30.0

40.0

50.0

60.0

70.0

1983 1987 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Year

%

Total

Affiliates

Family

Figure 5.1 Internal ownership of the 30 biggest chaebol, 1983–1999
Sources: MOFE and KDI (1997); OECD (1998a); FTC (1999).



In 1974, for example, the government announced a policy suppressing
diversification, arguing that diversification without appropriate finan-
cial capability would make the national economy unstable (KDI, 1995).
The chaebol’s growth in the 1970s was quite explosive in terms of the
number of affiliates. The number of affiliates of the 30 largest chaebol
increased from 126 in 1970 to 429 in 1979 (Yoo, 1997).

Like other responses in the 1970s, the early response of the government
to diversification was coercive. The government required the chaebol with
shaky financial structures to submit plans to dispose of inessential affil-
iates. The government also prohibited the chaebol from establishing or
acquiring new businesses (KDI, 1995). In the 1980s, partly as a measure
of reducing concentration of economic power and partly of discourag-
ing diversification, the government designated certain industries as being
allowable only to small- and medium-sized enterprises and forbade the
chaebol from entering such industries.

In the 1990s, diversification was linked with competitiveness. It was
believed that scarce resources should be concentrated on businesses with
competitive advantage. The so-called ‘specialization policy’ was introduced
in 1991 to induce the chaebol to refrain from excessive diversification and
concentrate their investment resources into their core businesses. The basic
policy measures were exemptions from the existing chaebol regulations
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such as the credit control system and equity investment regulations in
the Monopoly Act (Yoo, 1997).

Intra-group support

In the 1980s, recognizing the growing power of the chaebol, the govern-
ment started regulating their power base. As noted above, the govern-
ment defined the essence of the chaebol problem as the concentration of
economic power, a term introduced by Lee Kyu Uck, an industrial organi-
zation economist working at the time in the Korea Development Institute
(KDI), an influential government think-tank. One of his monographs on
this issue summarized the concept in the following passage:

Economic power can be defined as an economic agent’s power to influ-
ence others’ free-willed economic choice. . . . A typical structure [of con-
centration of economic power] is monopoly or oligopoly, which can
manifest itself in market concentration in a single product market or
industrial concentration in a single industry. Occasionally, however,
concentration of economic power can be general concentration, which
means that a few top companies hold great importance in the whole
economy or other larger sector [than an industry] (e.g., the manufactur-
ing sector). . . . In Korea, there have emerged business groups . . . called
the chaebol as a kernel of concentrated economic power and they not
only comprise but also transcend the three types of concentration
[that the authors have mentioned above]. (Lee and Lee 1990: p. 17)

Anti-chaebol scholars have generally accepted this idea (e.g., Kang, Choi
and Chang 1991). In Korea, raising concerns about concentration 
of economic power has been frequently used as a way of attacking the
chaebol without mentioning them.

The government identified three methods by which the chaebol main-
tained and multiplied its concentrated economic power. These were: (1)
equity investment, (2) mutual loan guarantees, and (3) in-group trans-
action. To regulate these behaviors, the Monopoly Act was first amended
in 1986.

Recognizing that cross equity investment between the chaebol affiliates
was a major way of maintaining the founding family’s control over the
chaebol group, as reported by Lee and Lee (1985), the government decided
to regulate four investment-related behaviors of the chaebol.7 First, the
Monopoly Act prohibited direct cross-shareholdings between any affiliates
of the chaebol. This ban was, however, lifted in February 1998 because it
was thought to cause reverse discrimination against domestic firms. It was
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pointed out that, with hostile takeovers fully allowed in the same year, it
would be unfair to deprive the chaebol of the opportunity to defend them-
selves. A surge of cross-shareholdings afterwards, however, forced the
government to restore the prohibition immediately in 1999. Second, an
affiliate of a chaebol was not allowed to hold equities worth more than 40
percent of its net assets. The 1994 amendment lowered the ceiling to 25
percent, which became effective in March 1995. Third, a pure holding
company was not permitted. However, the 1997 crisis demanded the facil-
itation of sales of loss-making affiliates, and as a result, this regulation was
abolished in 1999. Lastly, the chaebol-owned financial institutions such as
insurance companies were not allowed to exercise voting rights in rela-
tion to affiliate companies.

Mutual loan guarantees refers to the practice of one affiliate’s under-
writing another’s liabilities to financial institutions. This was a wide-
spread practice among Korean firms, and the financial institutions had
even demanded this as a condition for loans (Yoo, 1997). It was pointed
out that loan guarantees enabled the chaebol to grow beyond their capa-
bility through excessive debt financing. It was also argued that this prac-
tice hindered non-viable affiliates from exiting in a timely manner, and
that once the exit happened, chain bankruptcy was more likely, which is
obviously a more negative consequence than the bankruptcy of a weak
affiliate alone. In 1992, the Monopoly Act was amended to set a ceiling
of mutual loan guarantees equivalent to 200 percent of the equity capi-
tal of each chaebol affiliate. The ceiling was lowered to 100 percent in
1996. Finally, in 1998, the Monopoly Act barred new guarantees and
required all existing ones to be settled by March 2000.

In general, any transactions with discriminatory nature have been one
of the main concerns of the Monopoly Act since it was enacted in 1980.
On top of this, the 1986 amendment provided that preferential transac-
tions within the chaebol affiliates should be treated separately in order to
suppress the concentration of economic power. Compared to equity
investment and loan guarantees, however, the government had paid less
practical attention to this practice until it set guidelines for the investi-
gation of in-group preferential transactions in 1992. It was only in 1993
that the Fair Trade Commission (FTC) started investigating in-group trans-
actions as a form of unfair trading. At that time the Monopoly Act cov-
ered in-group transactions only in goods and services. In response to the
chaebol’s intricate practices, the 1996 amendment included transactions
in funds, assets and personnel. A new guideline was established in 1997,
on the basis of which the FTC launched more comprehensive investiga-
tions. In December 1999, the FTC amended the Monopoly Act, which
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now stipulates that some types of in-group transactions are subject to
disclosure and resolution of the board of directors.

Expected roles of the chaebol

Underlying the four main issues of chaebol policy were three roles that the
chaebol were expected to assume. First, the government viewed the chaebol
as an instrument of a social goal, that is, of national prosperity. Second,
the government often emphasized that the chaebol had an obligation as a
beneficiary of national support. Third, especially because their growth
owed much to state intervention, the chaebol were expected not to exercise
their economic power against the interest of social justice. Policies sup-
pressing corporate despotism in the 1990s placed similar restrictions on
economic power, but on that of the chongsu families that time. Together,
these three views produced a socio-political image of the chaebol.

Engine of national prosperity

Since the 1960s, the state has assumed the chaebol would contribute to
industrialization and economic development. In developing countries
like Korea, economic development through industrialization per se is a
public affair in the sense that it is a concern for the whole nation and that
the whole nation is often forced to make sacrifices for it. In his book The
Country, the Revolution, and I, Park Chung Hee, who presided over Korean
industrialization from 1961 until 1979, emphasized the importance of
utilizing big businesses to achieve national capitalism (Amsden, 1989).
In this view, the performance of the chaebol was one of the foremost
public concerns, but stock return was not the most important measure
of their performance. In Korea, exports, foreign currency earnings, and
national competitiveness were more important than stock returns.

This view of a corporation as an engine of national prosperity is not
unique to Korea. It is also a prominent feature of the corporate governance
systems of France and Japan (Charkham, 1994). Generally, corporations
have been considered to have two social functions of wealth creation and
distribution (Ackoff, 1990), and current corporate governance discus-
sions also emphasize these social roles. For example, the Business Sector
Advisory Group on Corporate Governance (1998) reported to the OECD
that national economies rely on the corporation to raise capital, create
jobs, earn profits and divide the value added among those contributing
to its success. The view of the corporation as an engine of national pros-
perity is, however, much more established in Korea than in countries
such as the US or UK.
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Prudential trustee of national assets

This view sees the corporation as responsible for repaying society what it
owes in return for the social support for its existence and operation.
According to this view, a corporation comes into being and continues as a
legal entity only with governmental concurrence. It is the legal institu-
tions which grant a corporation its juridical personality, limited liability
and perpetual life, and such legal institutions are justified by the state’s
interest in promoting general welfare (Monks and Minow, 1995).

This view is also ubiquitous in many economies, but Korean society
gave more concrete support to the chaebol than the above-mentioned
institutional support. In effect, the whole nation toiled for the chaebol’s
prosperity, although the sacrifice was not voluntary but enforced by the
authoritarian regimes. In the nation’s early development attempts, all
available national resources, including the nation’s nearly nonexistent
financial resources, were effectively bet on a handful of the chaebol’s pros-
perity. The state forced workers to put up with subsistence wages and
servile working conditions. If businesses were financially distressed, their
losses were made up through indirect taxation such as the inflationary
refinancing of non-performing loans or through direct taxation such as
expansion of the state equity share of the banks (Woo, 1991).

Right after the 8.3 Measure, the government stated the measure’s major
beneficiary corporations should go public. It argued that while the 8.3
Measure was intended to ensure stability and growth of the corporations
at the sacrifice of national wealth, especially that of many private credi-
tors who had lent in good faith, the corporations who had benefited
should repay this sacrifice by going public (KDI, 1995).

In fact the chaebol were never nationalized, but the government fre-
quently regarded them as national firms. The Capital Market Furtherance
Act of 1968, which provided for the ESOAs, reflected such a tendency. Even
in the 1990s, the government would say that the chaebol would become
national firms in the long run because of a growing demand for external
funds and resulting decrease in the chongsu family’s shareholdings (EPB,
1993).

Restrained exerciser of economic power

This view of the corporate role is related mostly to large corporations, while
the previous roles apply to all corporations regardless of size. The view is
based on the ideal of democracy. It argues that, as is the case with political
power, those who are subject to economic power should be entitled to
have a say in the exercise of that power. In this view, the far-reaching
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decision making powers of a corporation should remain in the public
arena (Parkinson, 1993).

This view developed in response to the concentration of economic
power. Drawing on Russell (1938) and Galbraith (1984), Lee Kyu Uck first
introduced the term “concentration of economic power” to the Korean
public policy debates in 1985. Although it was acknowledged that they
had made some positive contributions to national welfare, the chaebol’s
growth was widely thought of as somewhat undesirable from the view-
point of democracy and social justice as well as from that of efficiency.
As Lee explained:

[Concentration of economic power] may hamper efficiency in resource
allocation by inhibiting free competition in a market. Neither does it
conform to the democratic principle founded on the holding of power
by the many. Resulting in concentration of wealth, it also impairs fair-
ness in distribution. (Lee and Lee, 1985: p. 12)

In the 1990s, this view of the chaebol’s responsibility to society was
extended to the chongsu families who controlled the chaebol. Like the
chaebol group in relation to the economy and society, the chongsu fami-
lies were required not to exercise their economic power over the chaebol
groups arbitrarily.

Government policy on the chaebol has influenced the PSPD’s 
shareholder activism in various ways. For example, it reduced mobiliza-
tion costs, legitimized PSPD activism and affected PSPD’s diagnostic
and prognostic framing. We will discuss its influences in relevant parts
below.

Informal opportunity: power relations

We can examine the informal political opportunities of power relations
with at least three groups – activists, target firms and governments. In
the previous section, we have reviewed the government’s view on cor-
porate governance and shareholder activism. In relation to this point,
we have also introduced the initial opposition from businesses to gov-
ernment policy on shareholder activism and the scandals which have
damaged the legitimacy of the businesses’ resistance (such as the col-
lapse of Seongsu Bridge and the bribery of the president). This section
will, therefore, concentrate on the nature of the civil society organiza-
tion challenging the chaebol.
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CCEJ

Until the “Spring of Democratization” in 1987,8 the Korean government
had effectively suppressed social activism against the chaebol. Moreover,
activism occurring up to that time, if any, had focused on specific interests
such as labor conditions or consumer protection and had not addressed
the chaebol problem per se. The first civil society organization to address
the chaebol problem directly was the Citizens’ Coalition for Economic
Justice (CCEJ).

Fundamentalist reformists, a leading faction of social activists before the
CCEJ, understood the basic problem of Korean society as a class conflict
between the people (such as labor and farmers) and monopoly capital and
its guardian, the government. Based on this understanding, their imme-
diate task was to establish the government by the people. For them, the
primary target of reform was the government, and the chaebol issue was
secondary. Since monopoly capital exercised its controlling power over 
the people by way of state power, a people’s government which would
nationalize the chaebol was also thought of as a solution to the problem
of chaebol power (Lee, S.-H., 1999). As a consequence, in the 1992 presi-
dential campaign, Paik Ki-Wan, who represented these fundamentalist
groups, raised dismantling the chaebol as an election pledge, but did not
present any specific plan for it (Hankyoreh, 1992).

In contrast with the previous movements which propagated radical sys-
temic reform in opposition to state power, the CCEJ addressed more down-
to-earth issues and sought concrete and tangible reforms. After political
power was legitimately transferred through the direct presidential elec-
tion of 1988, the Korean social movement sector had to abandon its pre-
vious attitude of a head-on opposition to the government. In the pre-1988
period, a slogan, ‘overthrow the military dictatorship’ was the main rallying
cry for Korean social movements. However, once political power had gained
legitimacy, at least formally, in 1988, this approach was no longer feasible.
Participation by the people in the process of government’s exercising polit-
ical power became a more realistic and persuasive cause for democracy.

The CCEJ was a pioneer of Korean social movements in the economic
area and adapted itself well to the changed political environment after
1988. Founded in 1989, it had already developed into a unique civil
organization covering extensive economic issues, by the time of the PSPD’s
birth. By and large, the CCEJ accepted the chaebol problem which the gov-
ernment had defined. For example, in a book published by the CCEJ to
inform the public of its position on the chaebol, three CCEJ economists
(Kang, Choi and Chang 1991) accepted Lee Kyu Uck’s notion with little
modification.
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Table 5.3 CCEJ activities related to the chaebol, 1990–1996

Date Issues Statement Public Petition Survey Training Public Boycott
debate rally

General Issues
90 11 9 Chaebol policy in general √
91 2 7 Credit control √

3 7 Credit control √
5 29 Chaebol policy in general √

10 18 Inheritance and gift √
92 8 11 Monopoly Act amendment √

10 31 Monopoly Act amendment √
93 9 24 Labor’s participation √
94 5 2 Chaebol policy in general √

6 30 Chaebol and privatization √
8 25 Monopoly Act amendment √

95 11 22 Government–chaebol collusion √
96 5 17 Chaebol policy in general √

8 26 Monopoly Act amendment √
9 1 Chaebol policy in general √
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10 15 Monopoly Act amendment √
10 28 Monopoly Act amendment √

Subtotal 6 7 2 1 1 0 0

Specific Issues
91 3 29 Doosan Group(Pollution) √ √

4 27 Doosan Group (Pollution) √
6 1 Sunkyung Group (Unfair trade) √
7 8 Hanbo Group (Preferential loans) √

10 26 Hankook Explosive Group √
(Government preference)

92 7 6 Samsung Group (Diversification) √
7 14 Samsung Group (Diversification) √
8 20 Sunkyung Group (Diversification) √

93 4 21 Hankook Explosive Group √
(Diversion)

12 7 Samsung Group (Diversification) √

Subtotal 7 2 0 0 0 1 1

Total 13 9 2 1 1 1 1

Source: CCEJ (www.ccej.or.kr).



A study of the CCEJ’s activities regarding the chaebol from 1990 to 1996
reveals three characteristics (Table 5.3). First, as mentioned before, the
CCEJ activities were mostly focused on problems which the government
had raised. Second, the CCEJ’s major response to the chaebol issues was
to demand that the government thoroughly enforce the existing chaebol
policy. Its concern was mostly with the general policy, not with the spe-
cific actions of a particular chaebol. Sometimes, the CCEJ attacked the
behavior of an individual chaebol group, but it was rather exceptional.
Third, the measures on which the CCEJ relied against both the govern-
ment and the chaebol were traditional social movement measures such
as public statements, debates and petitions.

PSPD

Founded on 10 September 1994, the PSPD is dedicated to promoting par-
ticipatory democracy and human rights. The PSPD had three founding
groups:9 (1) practicing lawyers; (2) leftwing social theorists; and (3) young
social activists (Cho, H.-Y., 1999). Despite their experiences in different
social movements prior to the formation of the PSPD, a common need for
a pragmatic approach united these groups to establish the PSPD.

Before the PSPD, Park Won-Soon, a lawyer and the current General Sec-
retary of the PSPD, and many other lawyers in the PSPD had been involved
in public-interest juridical movements such as Lawyers for a Democratic
Society (also known as ‘Minbyun’). In establishing the PSPD, these lawyers’
basic motive was to expand the scope of their legal activism from defense
of the victims of human rights violation to comprehensive social reform
(Cho, H.-Y., 1999). At his talk to the PSPD and the public members on 6
November 1999, Park Won-Soon responded to the criticism that the PSPD
could not change society fundamentally by saying: “Do we [social
activists] have any other [practical] measures [than legal ones in check-
ing the power of the government and large corporations]? I would like
to ask them [those who criticize the PSPD for being only moderate
reformists] what they have achieved so far.”

Leftwing social theorist groups also realized that “no further good was
going to come out of the orthodox [Marxist] theory [that they had stuck
to]” (PSPD academic G, interview on 2 January 2001).10 For example, Cho
Hee-Yeon, a representative figure of this group, organized the Allied Policy
Group in 1992 to produce a realistic policy alternative instead of engage-
ment in a hollow theoretical debate (Lee, G.-S., 1992). This group believed
they must turn the law from “a tool for dictatorship” into “an instrument
for promoting the rights of citizen, labor and the people” in order to make
its fight against the establishment more effective (Cho, H.-Y., 1999).
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The third group, young social activists, was also inclined to be practi-
cal. Having participated in the student movement before joining the
PSPD, many members in this group were involved in various forms of
social activism, such as the labor movement. Through these experiences,
this group became conscious that an unsophisticated demand such as a
pay raise did nothing to change the established order. In order to find a
way of countering the structural forces of society, they associated, before
the PSPD, with groups such as the League of Members of Society for
Participatory Democracy. A wish of Kim Ki-Sik, an organizer of the
League and current Director of the Policy Office in the PSPD, was “to see
a winning civil movement” (Suh Y.-A., 1997).

We can observe that this pragmatic attitude has manifested itself both
in terms of the economic issues raised by the PSPD and in terms of the
PSPD’s actions directed at them. Like the CCEJ, the PSPD adopted the
chaebol problem as its foremost concern in economic affairs. Rather than
a fundamentalist focus on class conflict or systemic revolution, the PSPD
preferred to focus on the more practical, chaebol problem. The PSPD was
sympathetic to the established state view of the chaebol problem from the
beginning. Six months after its foundation, the PSPD formed a Committee
on Concentration of Economic Power, the Participatory Economy Com-
mittee (PEC)’s antecedent,11 to take charge of economic issues. As “con-
centration of economic power” in the committee’s name implies, the
PSPD attempted to challenge the chaebol as the foremost problem in the
Korean economic system. Kim Ki-Won,12 an economics professor at
Korea National Open University and executive member of the PEC,
identified four aspects of the chaebol problem as follows: (1) ownership
concentration and succession; (2) corporate despotism; (3) “octopus-
tentacle-like” diversification; and (4) “convoy-style” intra-group sup-
ports (Kim, K.-W., 1999). As we have seen, this frame is quite similar to
that of the state and of the CCEJ. As a result, the PSPD’s activities from
1997 to 1999 were mainly concerned with the four traditional issues of
the chaebol problem (Table 5.4).

However, the PSPD went further. In addition to focusing on the chae-
bol problem, the PSPD concentrated on specific actions of the chaebol,
rather than the chaebol problem in an abstract sense. Lee Seung-Hee, a full-
time PEC officer, evaluated the CCEJ activities as follows:

The CCEJ should have not only raised the overall problem of the chae-
bol system but also disputed concrete cases in which the chaebol prob-
lem is manifested in the actions of individual companies. (Lee, S.-H.,
1999: p. 412)
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64Table 5.4 PSPD shareholder activism, 1997–1999

Date of Company Action in Ownership Diversification In-group Despotism
first action (Companies) question support

1 97-06-24 Samsung Electronics Private offer of CBs (Lee Jae-yong) √ √ √
2 97-12-26 SK Telecom In-group transactions (Daehan √ √ √

Telecom, etc.)
3 98-02-10 Samsung Electronics In-group transactions (Joong-Ang Ilbo) √ √
4 98-02-11 SK Telecom In-group transactions (SK √ √

Engineering and Construction)
5 98-02-11 SK Telecom Investment (SK Securities) √ √
6 98-02-11 Samsung Electronics Gratuitous supports (The Group √ √

Secretarial Office)
7 98-02-11 Samsung Electronics Investment (Samsung Motors) √ √ √
8 98-03-27 Samsung Electronics Investment/Loan guarantee √ √ √

Samsung SDI (Samsung Motors)
Samsung Electro-

Mechanics
9 98-06-03 Samsung Electronics In-group transactions (Samsung √ √

Corporation)
10 98-07-20 SK Group Investment (SK Telecom) √ √
11 98-08-05 Samsung Electronics Investment (AST Research) √ √
12 98-08-05 Samsung Electronics Capital increase √ √ √
13 98-08-15 Samsung Electronics Gratuitous supports (Samsung √ √ √

Motors)
14 98-10-20 Samsung Electronics Investment/Loan guarantee √ √

(Lee Chun Electric)
15 98-10-20 Samsung Electronics In-group transactions (Samsung √ √

General Chemicals)
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16 98-10-20 Samsung Electronics In-group transactions (Samsung √ √

Corporation, etc.)
17 99-01-14 Hyundai Heavy Investment (Kia Motors) √ √

Industries
18 99-01-14 LG Semiconductor Investment (Zenith) √ √
19 99-04-09 Hyundai Securities Investment (Hyundai Electronics) √ √ √

Hyundai Heavy 
Industries

Hyundai Merchant 
Marine

20 99-05-08 LG Group Investment (Dacom) √ √
21 99-05-21 Samsung Life Capital increase √ √ √

Insurance
22 99-06-11 Samsung Life Credit loan (Samsung Motors) √ √ √

Insurance
23 99-06-22 Samsung SDS Private offer of BWs (Lee Jae-yong) √ √
24 99-06-24 SK Telecom Capital increase √ √
25 99-06-30 Samsung Life Listing √ √

Insurance
26 99-08-17 Samsung Electronics Undertaking of liabilities √ √

(Samsung Motors)
27 99-08-23 SK Group Investment (SK Telecom) √ √
28 99-10-27 Cheil Communications Investment (Samsung Life √ √

Samsung Fine Chemicals Insurance)



The PSPD’s actions against specific problematic behaviors of the chaebol
were also realistic. They opted for a forcible remedy that could bring about
a substantial change. To this end, the PSPD utilized the binding force of a
juridical decision from the start. For this reason the PSPD movement was
viewed as “basically attempts to reform the society through the court”
(PSPD academic G, interview on 2 January 2001).

A good early example illustrating the PSPD’s propensity for legally
binding measures was a petition for the Constitutional Court’s ruling on
the constitutionality of a provision in the Monopoly Act. This petition
was filed just a week after the PSPD’s foundation. In this petition, the
PSPD argued that the provision, which allowed only the FTC to make a
complaint against offending companies, unduly restricted the citizens’
right to make a complaint against unfair trade.

We can understand that the objectives of this petition were two-
pronged. By means of the binding force of the Constitutional Court’s rul-
ing, the PSPD tried to force the Executive to abolish the provision of the
Monopoly Act. At the same time, the petition also aimed at allowing any
interested party such as consumers to make a complaint to the prosecution
office, thus facilitating citizens’ legal actions against the business. In this
way many citizens could have become involved in challenging the unfair
practices of the business.

This inborn inclination towards legalistic pragmatism was of great influ-
ence when the PSPD conceived and selected their measures for chaebol
reform. In order to wage legal activism against the chaebol, the PSPD
searched for a legally interested party to the chaebol. PEC officer E recalled:

We looked for a way of dealing with real-life companies. The answer
was to become an [legally] interested party to the company, like share-
holders, consumers and employees. (Interview on 11 October 1999)

As we will see in Chapter 6, the pragmatic attitude of the PSPD functioned
as a magnet throughout the process of its noticing and selecting share-
holder activism.

66 Shareholder Activism



6
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In Chapter 4, we have said that framing mobilizing collective action suc-
cessfully has three elements: (1) identification of a problem and the attri-
bution of blame and causality (diagnostic framing); (2) a proposed solution
to the diagnosed problem (prognostic framing); and (3) a call to arms for
engaging in corrective action (motivational framing). We will first investi-
gate the pre-existing frames which might be supposed to have impacted on
the PSPD’s frame. By looking into the past frames, we infer what corporate
behavior is expected within each frame and by what remedies each frame
force the firm concerned to change its behavior.

Three frames from the past

The past frames can be divided into two different views of the firm: the ‘pri-
vate property’ view and the ‘social entity’ view.1 As seen in Chapter 5, the
social entity view has been dominant for the government and civil
activists. They have required the chaebol to contribute to national prosper-
ity, to exercise their concentrated economic power in a restrained manner,
and to manage prudentially the corporate assets that they saw, given state
channeling of subsidized funds into them, as having accumulated at the
cost of society as a whole.

To this end, the Korean government has used two main policy measures:
(1) credit control and (2) regulation under the Monopoly Act. At an early
stage, credit control dominated. In 1961, the government of Park Chung
Hee nationalized commercial banks which the previous government of
Rhee Syngman (1948–1960) had denationalized some years earlier
(Amsden, 1989). This nationalization gave the government tight control
over corporate financing. However, progressive deregulation and liberal-
ization of markets which had begun in the 1980s made it difficult for the



government to rely on credit control to the extent which it had previously.
In 1981, the government introduced the Monopoly Act as a new strong
measure of regulating the chaebol from the perspective of free competition
and anti-trust. Since then, the provisions of the Monopoly Act have been
at the centre of the chaebol regulation. In the 1990s, the major tools for
inducing the chaebol to comply with government policy were exemptions
from the remaining credit control and the Monopoly Act regulations.

On the other hand, as shown in Chapter 5, civil activists such as the CCEJ
have relied on public statements, debates, petitions, and similar remedies.

The third group from whom we can find the past frame is shareholders
who have taken to activism in the past. Contrary to the conventional
understanding that Korean shareholders were inactive before the PSPD,
dissenting minority shareholders have argued, albeit sparsely, since the
1950s that the corporations in which they invested should enhance
their financial interests. Their major complaints centered on breaches of the
current conventional principles of corporate governance such as the OECD
Principles of Corporate Governance. For example, arguments made by pre-
vious shareholders included such propositions as “[s]hareholders have the
right to participate in, and to be sufficiently informed on, decisions con-
cerning fundamental corporate changes” (OECD, 1999: p. 5) or “[a]ll
shareholders of the same class should be treated equally” (ibid.: p. 6).

The measures these dissenting shareholders have relied on are: (1) to
challenge the validity of the “procedural irregularities” (Boros, 1995) of the
corporation concerned; (2) to complain of the corporate insiders’ breach of
trust or misappropriation to the prosecution office or the court; (3) to
demand that the corporation concerned purchase their shares; (4) to claim
damages; and (5) to call an extraordinary general meeting to challenge the
management.2

Figure 6.1 summarizes the assumptions and remedies of the three past
frames. How is the PSPD’s frame linked to the three frames? Chapter 5
shows that the PSPD shares a concern of the chaebol problem from the
beginning with the government and the CCEJ. The countermeasures to
the chaebol problem that the PSPD came up with in those early days were
also similar to those considered by the state and the CCEJ. In launching
the Committee on Concentration of Economic Power, the PSPD argued
that ownership dispersion, employees’ participation in management, 
and the strengthened Monopoly Act regulations were possible counter-
measures (PSPD, 1995). In particular, the Monopoly Act was thought to be
the most effective measure for limiting the concentration of economic
power. PEC academic A recollects: “a PEC member [who was influential in
the group’s opinion] used to say, ‘if only the Monopoly Act could be
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abided by, most chaebol problems would be solved’ ” (Interview on 6
February 2001).

On the other hand, PSPD shareholder activism developed independently
of past activist shareholders. The PSPD argues that their activism is differ-
ent from any previous shareholder activism. They argue that financial self-
interest, which is the main motive of previous shareholder activism in
Korea, is not the major concern of the PSPD (PEC lawyer C, interview on 11
January 1999; PEC academic D, interview on 23 February 2001). In other
words, the PSPD states that purely self-interested return maximization,
which the existing studies of shareholder activism envisage, is not their
aim. How did the PSPD, sympathetic to the social entity view, cross over to
embrace shareholder activism, a remedy developed in the private property
view?

Approaching shareholder rights

When prompted to action, people tend to examine only options close to
the current solution because this is an easy way of reducing the costs of
data collection (Simon, 1997). Several studies (e.g., Kaufman, 1991) illus-
trate how human decision-makers often get locked in by their experiences
to perceiving and/or solving new problems the way they have solved previ-
ous problems (Simon, 1997). Seen from this perspective, shareholder
activism might not have been an appropriate local solution for the PSPD
because it had never been utilized before by any civil society organization
in Korea.

We can find at least three sources from which the PSPD became famil-
iar with shareholder activism to some degree.
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The first source of the PSPD’s attention to shareholders was related to its
inclination for legal activism. In shaping the organization, the PSPD drew
much on the Public Citizen, a US consumer advocacy organization founded
in 1971 by a lawyer, Ralph Nader. For example, the early PSPD bore resem-
blance to Public Citizen in terms of organizational structure. Both had watch-
dogs (e.g., Justice Watch and National Assembly Watch in the PSPD and
Congress Watch and Global Trade Watch in Public Citizen) and a litigation
group (the Public Interest Litigation Center in the PSPD and the Litigation
Group in Public Citizen). Furthermore, right after their foundation, the PSPD
planned to invite Nader to Korea (PSPD, 1995), although this plan did not
materialize.

Although they paid most attention to other parts of the legal activism of
Public Citizen (e.g., consumer campaigns), the PSPD also became aware
that Ralph Nader, its model leader, was himself a shareholder activist. PSPD
academic G, who had greatly contributed to the PSPD’s early notion of
shareholder activism, recalled a conversation:

A lawyer [who is leading the PSPD] favored Public Citizen. [So I asked
him] “Do you know who Ralph Nader is? He is the one who has risen
in the world with Campaign GM in the mid and late 1960s.” [He
asked me] “What was that?” [I answered] “It was a prototype share-
holder activism.” . . . [I told him] “Up to now the chaebol has been
tackled by the National Assembly or the Executive. From now on,
tackle them from within, in the shareholders’ general meeting.” . . .
[He responded] “That makes sense!” (Interview on 2 January 2001)

Therefore, through the earlier experience of this organization on which
they modeled their activity, some early PSPD members realized that
shareholder activism was an important tool for legal activism.

Secondly, the most urgent issue the PSPD needed to address in the
early days concerned the chongsu’s arbitrary decisions on the disposal of
corporate assets. As an early member of the PSPD recollected:

[In early 1995] we [The PSPD] needed to question the perpetrators of the
Seongsu Bridge accident [i.e., Dong Ah Engineering and Construction]
and Chung Ju Yung [the de facto chongsu of Hyundai Group at that
time]. [In order to attack the morality of the then ruling party] Chung
abruptly disclosed that he had offered a regular bribe to Roh Tae Woo
every Chuseok [i.e., Korean Thanksgiving Day] and at the end of every
year. (PSPD academic G, interview on 2 January 2001)
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As sketched in Chapter 5, it had already been suggested by many events
that such arbitrary decisions could be mitigated by shareholder moni-
toring. For example, the local press viewed Chung Kwang Sun’s report
Corporate Competitiveness and Corporate Governance from this vantage
point. Dong-A Ilbo (1994)3 reported that Korean corporations had few
mechanisms to block corporate despotism and pointed out that the
existing policies, such as ownership dispersion, were of limited use in
preventing this. Introducing Chung’s report, the newspaper suggested
that corporate governance should be reformed to give minority share-
holders more power and to block corporate despotism. And the amend-
ment of the OSS regulation in January 1995 showed the possibility of
checking corporate despotism with minority shareholder rights.

When the PSPD started focusing in on the chongsu’s abuse of power,
therefore, it was natural that shareholder monitoring should come into
their frame.4 PSPD academic G once proposed to other colleagues as 
follows:

Buy some shares of a listed company of Hyundai Group. Then charge
them with political donation: “Are you [the management] aware of the
responsibilities of big business is in obeying the law?” Right after
Seongsu Bridge had collapsed, Dong Ah Engineering and Construction
announced that it would rebuild the bridge without delay and donate it
to the state. It would cost 16 billion won [US$ 13 million]. [In the share-
holders’ general meeting, we may press the company with questions
such as] “Are you [the management] ransoming Choi Won-suk for 16
billion won [which are corporate assets, not Choi’s personal ones]?”
(Interview on 2 January 2001)

From this, we can infer that the PSPD conceived several trial frames in
which the chongsu’s arbitrariness such as bribery could be tackled
through shareholder activism, although the framing did not lead to
actual action. Through these trials, the PSPD could pay more formal
attention to shareholder rights right after the Roh’s secret funding was
revealed. In February 1996, Kim Ki-Won first presented a paper on
“Corporate Governance in the Chaebol and Participatory Economy” as a
part of a PSPD’s symposium on participatory democracy (PSPD, 1996).

A third source of the PSPD’s increasing attention to shareholder
activism was the so-called “New Chaebol Policy” announced by the gov-
ernment in May 1996. This policy shifted the chaebol policy’s focus from
mitigating concentration of economic power to reforming corporate gov-
ernance and empowering minority shareholders. This change implied that
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the situation was becoming more favorable to shareholder activism. PEC
officer E described that time as follows:

Noticing the suggestion for strengthening minority shareholder rights
in the KDI’s report Enhancing the Transparency of Corporate Management,
a key document which informed the New Chaebol Policy, we formed a
team to commence examining what minority shareholder rights are
and what sorts of legal precedents have been established in that area.
(Interview on 11 October 1999)

Even before this policy was implemented, it reinforced the framing process
in the sense that the government authorized the newly emerging frame as
above and assured the public that this frame was legitimate. Accordingly,
the PSPD’s response to this new political opportunity became more posi-
tive and formalized than before. They included shareholder rights in their
alternative set and started exploring how to use them.

From these observations, we conclude that socio-political contexts pro-
vided the PSPD with a clue to utilizing shareholder activism. These contexts
include domestic debates on corporate governance reform and resulting
government policy. From the PSPD’s side, their pragmatic approach
made them relatively adaptable to shareholder rights which had been
neglected, and avoided, by other social organizations. This approach also
made the PSPD more sensitive than other social movement organizations
to a series of changes in socio-political contexts which legitimated share-
holder activism. We will now investigate how the PSPD finally selected
shareholder rights from their newly expanded set of alternative.

Korea First Bank: the first attempt

On 28 January 1997, Hanbo Iron and Steel, an affiliate of the then 14th-
largest chaebol, went bankrupt. To build a steel complex, Hanbo had bor-
rowed an extravagant five trillion won (US$ 4.2 billion), which was 16
times its own capital. The sheer magnitude of the money involved imme-
diately made the nation associate the case with political corruption: How
did the company get banks to lend it so much? Speculation was that
Chung Tae Soo, Hanbo Group chongsu, bribed bankers and politicians with
part of the loans to help him arrange them (Lee, C.S., 1997).

Reflecting this social sentiment, the PSPD described the Hanbo case as “a
super-colossal scandal in which the political, business and financial worlds
have all been involved” (PSPD’s letter to the prosecution office, 13 February
1997: n.p.). Needless to say, corruption was already a major concern of the
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PSPD even before the Hanbo case. In 1996, for example, in response to the
Roh Tae Woo’s secret funding, the PSPD advocated the enactment of what
the PSPD called an ‘Anti-Corruption Act’. Given this background, it was
only natural that the PSPD reacted strongly to the Hanbo case.

The PSPD pondered how to approach this case in their own ‘pragmatic’
way. PEC lawyer B recalled a suggestion of a member who had then just
joined the PSPD as follows:

Hanbo is a typical case of business–politics collusion, but even the pun-
ishment of those who are implicated in this particular case, such as
members of the National Assembly, ministers, high-ranking officials
and businessmen, would not change the situation fundamentally.
Judging from past experiences, the bankers will remain unscathed as
usual. But it is the bank which mediates between the two [i.e., business
and politicians]. How about questioning the bankers about a decision
based on political considerations? (Interview on 2 November 1999)

From this statement, we can see that the PSPD’s pragmatic approach led 
to a reinterpretation of the existing frame of business–politics collusion.
The PSPD shifted its focus from the big players behind the scandal,
whom the past anti-corruption measures had targeted, to those who actu-
ally put the collusive relationship into action. This shift was in harmony
with the PSPD’s legalistic approach. After all corporate misbehaviours are
committed following managerial decisions and, in that sense, it is the man-
agers who are legally responsible for the misdemeanors. It was believed
that charging them on the basis of their legal responsibility, which was the
PSPD’s basic stance, would reduce corporate misdemeanors. This interpret-
ation was expressed explicitly in a PSPD’s letter to the prosecution office.
This letter reads:

From the legal perspective, it is the presidents of the banks, not the
‘black politicians’ behind them who should shoulder responsibility
[for the excessive loans]. (Emphasis in original. 13 February 1997)

What then would be an appropriate prognostic frame for this new diag-
nosis? As we discussed earlier, the influence of the chaebol over society is
so extensive that there exist many interested parties the PSPD can mobil-
ize for their pragmatic approach. Aside from the employees and con-
sumers, many people regarded even the entire nation as a party with a
legitimate financial interest in the chaebol.

In fact, the measure by which the PSPD first attacked the bankers was
not through the rights of shareholders but rather traditional, civil rights
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such as those of taxpayers. “On behalf of the nation” the PSPD members
lodged a charge of breach of trust at the prosecution office against the
presidents of the banks which lent money to Hanbo. This action was jus-
tified by the fact that, in the end, the whole nation would pay for the
burden of the misallocated loans. The PSPD argued as follows:

The entire nation will sustain ultimate damage [from the Hanbo
scandal] because taxes paid by the sweat of an average citizen’s brow
will be predictably spent on the bankrupt firm [Hanbo Iron and Steel]
and related banks via tax benefit and financial aid. (PSPD, 1997)

In order to prove the legal legitimacy of their intervention in the Hanbo
case, the PSPD argued that these loans were not only a matter of social
justice but also a matter of money in citizens’ pockets.

In parallel with general civil rights, minority shareholder rights were
also utilized as one of the possible options for punishing corruption. On
7 March 1997, the PSPD took its first shareholder action by attending
the annual general meeting of the KFB in order to rebuke the manage-
ment for irresponsibility. However, we do not find any definite evidence
that, when first deciding on shareholder activism, the PSPD fully appre-
ciated the effects which might be caused by this activism. On the con-
trary, our impression is that the PSPD did not grasp the effectiveness of
shareholder activism until they made use of it. A doubt as to whether
minority shareholder rights would work well for checking corporate
misdemeanors seems to have persisted even after the PSPD decided to
use shareholder rights in the KFB case (PEC lawyer B, 2 November 1999;
PEC academic D, 23 February 2001; PEC academic H, 10 November
1999). PSPD member G recalled that during the discussion of using
shareholder rights he predicted that “It [shareholder activism] will not
be so effective, though. It will only draw media attention at best” (inter-
view on 2 January 2001).

Thus seen, the first emergence of the PSPD shareholder activism is
explained better by the garbage can model (Cohen, March and Olsen,
1972) than by the rational model on which the existing studies of share-
holder activism are premised. The garbage can model highlights the fact
that organizational decisions are the results of timely combinations of situ-
ation, problem, actor and alternative. However, the application of the
garbage can model to the PSPD case does not necessarily lead to a conclu-
sion that we can say only that PSPD shareholder activism emerged purely
by accident. What we are emphasizing here is that the actor’s pragmatic
disposition, the solution’s relative advantages and favorable social contexts
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threw a new element of shareholder activism into the garbage can and
rendered a greater cohesive power to the PSPD than to other potential
activists who also shared the same problem and socio-political contexts
(e.g., the CCEJ).

From a trial to regular use

This section investigates how PSPD shareholder activism transformed itself
from a one-off trial to a regular instrument for their movement. Even after
a problem-solving action is taken, there is always a possibility of terminat-
ing the action once and for all. This termination will happen either when
the actor obtains what he/she wants or when the actor realizes that the
action is not useful for achieving his/her intended goals.

It would be unlikely for the PSPD to stop using shareholder activism,
because it does achieve its goal. If its goal is to uproot the chaebol problem,
it cannot materialize with a single event of shareholder activism (even
though it is very successful as is the case with the KFB). If the chaebol prob-
lem persists and the PSPD continues to use shareholder activism to tackle
it, then we can focus our discussion on the usefulness of shareholder
activism to deal with the chaebol problem.

The PSPD people witnessed diminishing doubt about the effectiveness of
shareholder activism when they actually exercised minority shareholder
rights. The trial at the KFB AGM convinced the PSPD members of the power
of minority shareholder rights in challenging corporate wrongdoing:

It was after we attended the 1997 annual general meeting of the KFB
that we realized, “Ah! This [minority shareholder rights] has some
potential [for pressure on a corporation]”. And then, if my memory
serves me, we made up our mind to keep it up. (PEC academic H,
interview on 10 November 1999)

What was the “potential” which the PSPD members noticed? We can
identify three levels of advantages that the PSPD may have when it uses
shareholder activism: (1) advantages in comparison to other stakeholder
action; (2) advantages inherent in shareholder rights; and (3) advan-
tages applicable to the chaebol problem.

Advantages over other stakeholder action

From our observations, we can identify four advantages, in comparison
to the activism of other legally interested groups such as consumers and
employees, which shareholder activism might have had.
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First, the PSPD realized that, through shareholder activism, their direct
intervention in corporate management could be legitimized legally and
socially (PSPD academic G, interview on 2 January 2001). Since the Segehwa
Committee in 1995, a series of events had popularized the idea that share-
holders have, and should have, a say in the company in which they invest.
Once this perspective was accepted, it was natural that the PSPD could
legitimately intervene in the KFB in its capacity as an agent of some KFB
shareholders.5

Second, shareholders were more clearly defined and were smaller in size
than other interested parties such as consumers or the general public. As
PEC officer E expressed, “we [the PSPD] knew that a consumer campaign
[like that of Public Citizen] was a fundamental approach to affect a com-
pany, but consumers were too scattered to mobilize” (interview on 11
October 1999). For the PSPD, with limited physical and human resources,
having a definite target group was an important consideration.

Third, a consumer campaign, the obvious alternative to shareholder
activism, would inevitably have a limited influence on the chaebol, because
“a few chaebol monopolize the whole national market” (PEC officer E,
interview on 12 November 1999). This problem was well expressed by Saul
Alinsky long ago:

An economic boycott was rejected because of Kodak’s overwhelming
domination of the film-negative market. Thus a call for an economic
boycott would be asking the American people to stop taking pictures,
which obviously would not work as long as babies were being born,
children were graduating, having birthday parties, getting married,
going on picnics and so forth. (Alinsky, 1971: p. 172)

Lastly, the PSPD had tried not to encroach into the territory of existing
social movements. They thought that policy-related activities were the
CCEJ’s field, on which they abhorred trespassing “on grounds of divi-
sion of labor among civil organizations” (PEC officer E, interview on 11
October 1999). And “[among the candidates for legally interested parties
to a company] [e]mployees already had a long tradition of labor move-
ment and relevant organizations” (PEC officer E, 11 October 1999). In
this sense, the shareholder was seen as a niche for the PSPD.

Advantages inherent to shareholder rights

The PSPD became aware of the great ability of shareholder activism to
affect company practices. The potential of shareholder rights to change
company policies and practices is the results of four factors.
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First, shareholder rights allowed the PSPD to gain access to the inner core
of the corporation in question. Shareholder activism was already seen by
previous social activists as “a way to gain entrance to the annual stock-
holders’ meeting” (Alinsky, 1971: p. 172). With other traditional methods
of pressing the business (such as demonstrations and public statement),
the activists were not likely to see the top management of the company
concerned face-to-face. On the other hand, a close encounter, based on
shareholder rights, with the top management in a general meeting or an
informal negotiation gave the activists a better chance to negotiate and to
deliberate over necessary actions to move the head of the corporation.
Furthermore, shareholders are given the legitimate legal power to access
detailed information not accessible to others, such as the shareholder regis-
ter and accounting books.

Second, shareholder activism was effective in attracting the public atten-
tion necessary to amplify the activists’ demands.6 It was through the KFB
case that the press first gave attention to the PSPD’s activities. Although
treated as a passing episode at that time, it was reported that “by way of
attending a shareholders’ general meeting in its capacity as an agent of
some minority shareholders, a civil organization embarked upon a new
movement not only to protect minority shareholders’ rights and interests
but also to improve the transparency of the corporate management” 
(Suh, S.-B., 1997).

Since then, as Figure 6.2 shows, the PSPD has tried to attract media
attention by producing press releases continuously. At the same time, the
media has responded to several specific events such as confrontations in

Framing Process 77

0

5

10

15

20

25

Jan-97 Jan-98 Jan-99 Jan-00

PEC release

News reports

AGM 
confrontation 
(Samsung) 

Winning of the
first derivative
suit (KFB)

Prospects for
AGM
confrontation
(General)

AGM confrontation
(General/Samsung/
Hyundai)

Figure 6.2 Press releases and news reports, 1997–2000



annual general meetings and the first winning of a derivative suit, and
the intensity of such media responses has been increasing.

Third, the status of a shareholder as a residual claimant makes it easy to
prove the effect of corporate behavior on his/her financial interest. This is
a persuasive argument in mobilizing the shareholders, attacking corporate
policy and resorting to legal action. The issues which activists raise can be
converted from a matter of abstract justice to a matter of money in their
own, and other fellow shareholders’, pockets. In the KFB case in which the
PSPD represented two interested parties, that is, the shareholders and the
general public, it was much easier for the PSPD to prove substantial loss to
a shareholder than to a citizen. The use of shareholder rights thus facili-
tated the use of the judicial system and its binding force, which was a main
instrument of the PSPD movement.

Fourth, most advantages of shareholder rights can be obtained by hold-
ing only one share. In this sense, shareholder rights are also an economic
way of challenging the business. We should note here that the stock mar-
ket does not only function as a market for corporate control, which previ-
ous scholars have emphasized, but also, we might say, as a market for
‘corporate infiltration’. In the former case, the corporation may impede a
hostile party’s bid for corporate control by holding, or at least gaining sup-
port from, the majority of the issued shares. In the latter case, on the other
hand, the corporation cannot completely defend itself against the infiltra-
tion unless it maintains a closed company. Once a share is issued and listed
on the stock market, it is transferred through a highly standardized con-
tract in the stock exchange, which is obviously outside the control of the
issuing corporation. A corporation cannot screen out completely share pur-
chasers with non-economic motives.

Furthermore, due to the recent development of stock trading via the
Internet, even an unlisted company may become vulnerable to this cor-
porate infiltration. For example, in questioning the private offering of
the bonds with warrants (BWs) of Samsung SDS, which is an unlisted
company, the PSPD explained that they could collect ten shares through
this cyber-market (PSPD’s letter of complaint to the prosecution office,
17 November 1999).

With these four points discussed above, we can conclude that share-
holder rights suited the PSPD’s pragmatism in the sense that they were a
powerful, and efficient, influence on a corporation.

Advantages unique to the chaebol problem

While the above advantages were general to any shareholder activism, there
was one specific to the PSPD case which attacked the chaebol, a business
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group. Since the Commercial Act, a basic law for shareholder rights in
Korea, was premised on the companies being freestanding, shareholder
rights could be instrumental in blocking the maintenance of the chaebol
structure. In fact, Korean company law in general assumes an isolated, indi-
vidual company so that claiming a shareholder right in an individual chae-
bol affiliate may be a way of running against the management of the
chaebol as a business group. Some PSPD members clearly comprehended
this merit of claiming shareholder rights. As PEC lawyer B argued:

The way of maintaining the chaebol is in breach of the principle of cor-
porate management envisaged in the Commercial Act. The Commercial
Act stipulates an individual company. . . . Although the Monopoly Act
acknowledges the existence of the chaebol, the Commercial Act does
not. The chaebol is not a corporation that the Commercial Act premises.
(Interview on 2 November 1999)

A major argument of the PSPD was that all chaebol problems, as
described in Chapter 5, impaired the interest of the shareholders in an
individual company which provided supports to other affiliates. The
transfer of assets and profits out of firms for the benefit of their control-
ling shareholders has recently been termed “tunneling” (Johnson, La
Porta, Lopez-de-Silanes and Shleifer, 2000). Many of the chaebol prob-
lems previously defined by the state could be described as tunneling,
which clearly conflicted with the interests of shareholders other than
the chongsu family.

Based on the effectiveness of shareholder activism explained above, the
PSPD won several consecutive victories against the KFB. In December 1997,
in support of the PSPD claim alleging that their right to speak at the annual
general meeting was unduly restricted, the court nullified the KFB’s 1997
general meeting. In July 1998, the PSPD won a derivative suit against four
former KFB executives, which was the first brought, and naturally the first
won, in Korean history. It was decreed that the four executives should
jointly pay 40 billion won (US$33.3 million) to cover damages on the KFB’s
loss resulting from the Hanbo insolvency.

These successes reinforced the PSPD’s incentive to keep on using
minority shareholder rights. Moreover, with the exception of the con-
frontations at annual general meetings, the winning of the KFB deriva-
tive suit brought about their strongest press response yet. Winning this
suit, counted as “the greatest success of the PSPD shareholder activism”
(PEC academic D, interview on 23 February 2001), positively affected
the reformation of the PSPD shareholder activism in September 1998.
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“Popular responses encouraged us to enlarge the scope of the PSPD share-
holder activism to the big five chaebol [by adding Hyundai, Daewoo and LG
to the already targeted Samsung and SK]” (PEC lawyer B, interview on 2
November 1999).7

Frame alignment and a minimalist strategy

The view of the chaebol as a social entity and the use of shareholder rights
as a measure to influence them had not been naturally linked to each other
in real action before the PSPD shareholder activism. Ever since the first
trial, the PSPD has tried to align these two different views in order to mobil-
ize positive resources and to prevent negative challenges. This has been
done in two ways, that is, alignment of the prognostic and of the diagnos-
tic frame.

With regard to the prognostic frame, the PSPD viewed shareholder rights
through the window of a civil movement. In order to collect the support of
the shareholders in the first shareholder activism campaign, an early PSPD
pamphlet argued:

The PSPD, which has led in protecting civil rights and interests, . . . is
now launching the movement to help minority shareholders claim
their just rights. (5 February 1997)

The PSPD legitimized shareholder activism as a measure for a noble
cause and not as an end in itself. They also emphasized that, in the end,
shareholders were a part of the citizenry which the PSPD represented.
Therefore, there was no problem for the PSPD in representing the share-
holders, as far as they were seen only as part of civil society.

With regard to the diagnostic frame, the PSPD viewed the chaebol prob-
lem through the window of shareholder rights. From the first trial, some
PSPD members called their shareholder activism “a movement faithful to
selected measures [that is, shareholder rights]” (PEC lawyer C, interview on
11 October 1999). This frame alignment is evident when we look at Table
5.4. Three traditional chaebol problems, that is, ownership concentration,
diversification and in-group support, were all reinterpreted as problems of
corporate despotism. Obviously, the latter is a more immediate concern of
shareholder activism than the former.8

Furthermore, in order to defend itself from external criticism, including
that from colleagues in other PSPD bodies, who still had doubts about the
compatibility problem,9 the PSPD adopted a ‘minimalist approach’. In
selecting issues and relevant arguments, they extracted elements common
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to the social entity and property perspectives, and sought arguments which
could be defended on either ground. They never went into an area specific
to one view, and refrained from expressing a position on such areas, saying
that they were not their immediate concern.

Examples of this minimalist interpretation of the chaebol problem were:
(1) insistence on the fair operation of a public company; and (2) insistence
on observance of the law. These requests were so simple and uncontentious
that some PSPD members referred to them as “principles”.

A basic argument of the PSPD was that corporate assets should not be
managed only for a specific group of the shareholders, in particular for the
chongsu family. This is a basic principle of shareholder-centered corporate
governance. A central concern of corporate governance theorists has been
the expropriation of minority, or outsider, shareholders by majority, or
insider, shareholders (e.g., Black, 1999; Claessens, Djankov, Fan and Lang,
1999; Johnson, et al. 2000).

In addition, this basic argument is also consistent with the social entity
view. Jang Hasung’s explanation of the term “public company” is a good
example of how the PSPD tried to accommodate the earlier idea of the
chaebol as a trustee of national assets. Jang argued:

This [the term “public company”] does not mean a state-owned enter-
prise but a company that procures capital from the public, from an
unspecified number of investors, that is, from average citizens. The
institution guarantees that everyone can be a shareholder of a listed
company and that the owner of the joint stock company is the share-
holder, which everyone is entitled to be. In other words, the joint stock
company premises the ownership of many average citizens. (Private let-
ter to Cho Hee-Yeon, reproduced on Cho’s personal homepage, social-
movements.skhu.ac.kr, accessed on 10 May 2001)10

Another example was the argument that a corporation should abide by the
law. Law observance is one of the basic concepts of corporate social respon-
sibility (Donnelly, Gibson and Ivancevich, 1995), and the PSPD empha-
sized that the chaebol had avoided even this basic responsibility. “The
chaebol ignores current law and order as well as general practices estab-
lished in the market” (PEC member B, interview on 2 November 1999). “It
is ridiculous and deceptive for the chaebol to mention its social responsibil-
ity while they do not obey the existing law” (PEC lawyer C, interview on 11
October 1999). This plain statement also contained the previous argument
made by the state and the CCEJ. As pointed out before, claiming minority
shareholder rights could effectively suppress the chaebol structure, given
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the premise of an isolated individual company in the company law.
Therefore, it could be argued, strict observance of the law requires the 
chaebol to give up maintaining their structure.

The minimalist strategy of the PSPD helped transform the long-term
and abstract nature of the chaebol issue into an immediate and pecu-
niary problem, but within the scope of the traditional chaebol prob-
lem.11 Table 6.1 compares the differences between the previous frame
and the PSPD frame of the chaebol problems.

Along with the potentials of shareholder activism as an effective influ-
ence on a corporation, this frame shift has one further political advan-
tage. In a Korean society with experience of authoritarian regimes, the
PSPD shareholder activism was politically more appealing than the pre-
vious controls over the chaebol. It entailed ordinary citizens, not the
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Figure 6.3 New framing from the old frames

Table 6.1 Reframing the chaebol problem

Previous frame PSPD frame

Problem Harm to efficiency, justice Expropriation of minority
and democracy shareholders

Key monitor Public sector Private sector (e.g., minority
(e.g., FTC) shareholders via the PEC)

Law Monopoly Act Commercial Act
Securities Act

Keyword Concentration of Corporate governance (a
economic power shareholder model)

Legalism



state, exercising control over the chaebol through market relationships
(i.e., shareholding), not through political coercion.

Figure 6.3 summarizes the discussions in this chapter on the old
frames shown in Figure 6.1.

Limitations of the PSPD activism

Although shareholder activism has been powerful in attacking the chaebol,
the PSPD members also understand that “PSPD shareholder activism is not
a panacea [for the chaebol problem]” (PEC lawyer C, interview on 11
October 1999). From our observations, we can identify four challenges
lying ahead.

First, with its minimalist strategy, the PSPD has avoided conflicts of inter-
ests with other interested groups. When taking action, they have never
dealt with an area which might impair the interests of any groups other
than the shareholders (PEC officer E, interview on 12 November 1999).
Their response to critics was “So, have we done any damage to you or other
groups [except the despotic chongsu and a handful of their compliant man-
agers] with shareholder activism?” (PEC academic D, interview on 23
February 2001).

However, some fundamentalist groups have pointed out that the popu-
larity of PSPD shareholder activism in dealing with corporate misde-
meanors could unwittingly result in the relative neglect of the interests
of groups other than shareholders. For example, Kim Sung-Gu, an eco-
nomic professor at Hanshin University, argued:

The PSPD shareholder activism is certainly a part of movements for
democracy in the sense that it checks the expropriation of minority
shareholders and provides a tool for democratic control of corporate
management. However, in all respects, it only represents shareholder
democracy, that is, the democracy of the haves [as opposed to the have-
nots]. (Kim, S.-G. 1999)

Economist I, who was deeply involved in forming the New Chaebol Policy
and had a less extreme view than the fundamentalists, also expressed a
doubt by saying:

The [New Chaebol] policy’s emphasis on the shareholders was right
because they had long been ignored and a balance between interested
groups was required. But I think shareholder capitalism is not the ultim-
ate solution. (Interview on 12 October 1999)
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Even from within the PSPD, Cho Hee-Yeon also expressed an opinion
that there still existed an ideological conflict behind PSPD shareholder
activism by saying: “the PSPD shareholder activism will have to make a
critical choice [between the property view and the social entity view of
a corporation] [sooner or later] if it continues to use shareholder rights
as a major measure” (Cho H.-Y., 2001: n.p.). He worried about the possi-
ble alienation from the social entity view if the PSPD continued to rely
on shareholder activism.

Therefore, even with the minimalist approach, the PSPD did not
remove the possibility of conflict completely. This conflict will remain
an innate tension in Korea where a social entity view of the corporation
has long prevailed.

Second, PSPD shareholder activism could not address the traditional
chaebol problems completely. The problem of in-group transactions was
the easiest to attack, “because it manifests itself very clearly” (PEC aca-
demic D, interview on 23 February 2001). On the other hand, the PSPD
had a difficulty in addressing the issue of equity investment. “In many
cases, chaebol companies used to argue that [equity] investment in other
affiliates was purely based on business judgment. This was a grey area
[difficult to find what the real motive was]” (PEC academic D, interview
on 23 February 2001). Relying on legal activism, PSPD shareholder
activism could only effectively address issues which could not be sub-
sumed under business judgment, so that the courts could deal with
them.

Furthermore, the increasing concentration of share ownership in the
hands of the chongsu family, which had previously been identified as a
key chaebol problem, was often thought of as “one of the desirable
results that the PSPD shareholder activism brought about” (PEC aca-
demic D, interview on 19 January 2001). Seen from the traditional view
of corporate governance, the argument goes, the chongsu should bear
more financial risk, i.e., more shares, when he wants to exert de facto
decision power greater than the current financial accountability.

Third, the “principles” that the PSPD shareholder activism had relied
on were never fully clear. The PSPD claimed minority shareholder rights
to force the chaebol to operate their assets fairly, but did not express who
should be the beneficiaries. This is related to the first limitation. While
the principle of legal observance was clear on the surface, it also
remained open to debate how appropriate the existing law was.12

Fourth, despite relatively low mobilizing costs in some aspects, PSPD
shareholder activism was still costly and time-intensive, like other cases of
shareholder activism (FOE, 2000). Shareholder activism requires the ability

84 Shareholder Activism



to translate obscure demands into concrete legal arguments. It requires
defending resolutions at short notice, participating in meetings with com-
panies, and evaluating copious amounts of corporate material. It is costly if
a professional such as a lawyer or an accountant is hired. It also requires a
complex solicitation effort to increase votes.13 The high costs of share-
holder activism hinder many potential activists from utilizing it.
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Resource Mobilization

86

This chapter examines what types of resources the PSPD needed for its
shareholder activism and how it mobilized them. The first section iden-
tifies three ‘internal’ resources, without which the PEC1 could not have
maintained itself. They are expertise, leadership and funds. The second
section investigates two ‘external’ resources, that is, the information of the
target firms and the support of the shareholders, which the PSPD required
in order to wage its shareholder activism. We can identify five different
groups of shareholders to which the PSPD can turn: (1) PSPD members;
(2) individual shareholders; (3) domestic institutional investors; (4) trade
unions; and (5) foreign institutional investors. We will discuss the respec-
tive significance of each group within PSPD shareholder activism.2

Internal resources

Expertise

Shareholder activism requires input from many professionals, including
lawyers, accountants and financial specialists. As of the end of 2000, the
PEC comprised 22 professional executive members (Table 7.1). It has been

Table 7.1 Composition of the PEC executive members, 1997–2000

1997 1998 1999 2000

Lawyers 4 6 8 9
Academics 2 2 4 6
Accountants 2 2 5 4
Full-time officers 1 2 3 3

Total 9 12 20 22
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said that the most essential resources for PSPD shareholder activism are
the PEC members and their loyalty:

Executives of a target company once confessed to me that they were
really afraid of the PEC members’ loyalty. . . . When we introduced
ourselves as “a group of crazy people,” foreign investors were equally
shocked. (PEC academic D, interview on 19 January 2001)

In fact, without the PEC members’ loyalty, PSPD shareholder activism
may not have been so successful. In addition to voluntary services, the
members pay, like other non-executive members, a membership fee to
the PEC (the PEC is financially independent of the PSPD). Even full-time
officers receive only a nominal salary (0.8 to 1.2 million won per month
in January 2001).3 They meet almost every week (two to three times a
week, in peak times such as before an annual general meeting) and the
meeting normally lasts five hours, from seven p.m. until midnight. After
the meeting they return with a considerable workload, which takes up
much of their spare time. In order to attend an annual general meeting
or inspect the financial statements of a particular company, they have to
use their own leave. Those who are employed by a large law firm or
accounting company often have to conceal their activities in the PSPD
from their employers to prevent both their employers and themselves from
being put at a disadvantage in business.

To what may such loyalty be attributed? Before discussing this, we
should point out that the expressed motives and goals of participation in
PSPD shareholder activism vary widely. Almost all members agree that they
are working to reform the chaebol. However, the interpretation of the goals
of chaebol reform differs from member to member. Some stick to the con-
ventional idea of corporate governance by saying that “the aim is trans-
parency and accountability” (PEC academic D, interview on 23 November
1999). On the other hand, others interpret the goal of reform differently:

PSPD shareholder activism is the true practice of company law. I joined
the PSPD because of intellectual curiosity and a sense of duty as a pro-
fessional. We are making a society ruled by law. We are applying legal-
ism to a corporation, the most advanced institution in the capitalist
society. (PEC lawyer C, interview on 11 October 1999)

Some think that the ultimate goal is to dissolve the chaebol. “Personally
I believe that the chaebol should be dissolved” (PEC lawyer B, interview
on 11 February 1999). “A member used to say that he would carry on
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doing this [i.e., the PSPD shareholder activism] until the chaebol went out
of business” (PEC academic D, interview on 19 January 2001). But oth-
ers maintain a different view:

We do not mean to bankrupt specific targets [i.e., individual chaebol].
We just mean to change their distorted economic behavior prevalent
in our society. The chaebol are simply one manifestation of the most
problematic distorted corporate behaviors. (PEC academic D, inter-
view on 23 November 1999)

The chaebol reform is to establish rational capitalism, in other words, to
refine vulgar capitalism. (PEC academic A, interview on 21 October
2000)

How then can the PEC members act in concert despite these differences?
First of all, their loyalty comes from a shared desire to contribute to soci-
ety. Most members, in their thirties or twenties, saw themselves as “the
generation baptized by the student movements [that sought for the
democratization of the country during the 1970s and the 1980s] when
in university” (PEC officer E, interview on 12 November 1999).4 In fact,
some of the PEC members even postponed studying and worked as union
activists in order to share in the agony of labor. When asked how many
of the PEC members had been involved in the student movement in
university, PEC officer E replied:

I think it is embarrassing to ask the executive members of the PEC about
their personal history regarding the student movements. Around 
80 percent of them sympathized with or participated in the movement,
I would say. (Letter to the author, 23 March 2001)

Even those who had not been active participants at the time felt guilty
and said that they owed something to those friends who had sacrificed
themselves for the nation (PEC academic A, interview on 15 September
2000). For many PEC members, contribution to a better society is seen
as an obligation of their generation.

Second, and related to the first reason, the PSPD provided a rare chan-
nel through which such young professionals could use their professional
expertise to contribute to society:

What could a lawyer do for the civil movements before [except defend-
ing political prisoners in court]? This [Giving them a chance to do so]
is the underlying tone of the PSPD. (PEC officer F, interview on 
1 November 1999)
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For the generation affected by the student movement, being a professional
on high income, such as a lawyer or an accountant, was regarded as a com-
promise with, or entry into, the Establishment. Although some said that
they chose such jobs simply to support the family (PEC lawyer B, interview
on 2 November 1999), many of them did not want to abandon their ideals.
PSPD shareholder activism offered a good opportunity for these profes-
sionals to contribute to social causes without changing their careers:

While the CCEJ was taking a scholar-centered movement, the PSPD
tended to give consideration to practicing professionals. That made
me comfortable, relatively speaking, with this organization [i.e., the
PSPD]. (PEC lawyer B, interview on 2 November 1999)

Third, the PEC tried to accommodate its members’ various beliefs as much
as possible. Since decisions were made by consensus, the PEC could select
its issues for action and its target firms so as to satisfy members’ motiva-
tions. According to Jang Hasung, making a decision by consensus worked
so well that the PEC made it a practice to set an agenda and to decide each
member’s role through a discussion. When an issue offered no prospect
of agreement, it was tacitly agreed that members should shun raising it.
For example, the ultimate goal of chaebol reform was not officially dis-
cussed. In so far as it catered for each member’s beliefs to some extent,
the PEC leaders thought, PSPD shareholder activism per se should not be
disintegrated by such “exhausting debates” (PEC officer E, interview on
12 November 1999). The PEC adheres to this “silence strategy” against
any disputable challenge from within or outside the PSPD.5

Fourth, for the PEC executive members, PSPD shareholder activism was
a unique opportunity to develop a comprehensive view of the inside of
big business. All the relevant experts met regularly to exchange their pro-
fessional knowledge in respect of a real situation unfolding before their
eyes. Therefore, the activity in the PEC was seen as “a lively classroom that
has no match elsewhere in Korea” (PEC academic D, interview on 23
February 2001). From this viewpoint, a member might well expect that
“participation in PSPD shareholder activism will make me an expert in
the field of corporate governance” (PEC accountant J, interview on 26
November 1999). “With PSPD shareholder activism activities, we could
enhance our understanding [of corporate governance and the chaebol
issue] and master the technique of negotiating with management” (PEC
lawyer B, interview on 2 November 1999).

For these reasons and the PSPD’s successes, the PEC has grown year by
year (Table 7.1). Now more professionals than can be accepted want to



join the PEC, but the PEC is cautious about expanding itself for fear that
the newcomers might abuse inside information for personal benefit. “We
do not receive all people who hope to join us. Personal interests should
be carefully scrutinized with a long-term perspective” (PEC academic D,
interview on 23 February 2001).

Leadership

We cannot avoid mentioning one name when it comes to leadership. In
the international context especially, Jang Hasung personifies Korean share-
holder activism. This is partly because people tend to reduce a complex
phenomenon to a simplified icon. But it is also true that Jang has been a
key figure in consolidating resources within the organization and mobiliz-
ing those external to it. Jang contributed to PSPD shareholder activism in
three ways: (1) he provided a logical justification, or frame, for tackling the
chaebol problem with a more aggressive exercise of shareholder rights; (2)
he made a timely suggestion of a strategy appropriate to the situation; and
(3) he acted as an important node in mobilizing external resources. Before
his joining, the PEC seemed to lack a figure who could play these roles. “In
those early days, the PEC was equipped with nothing but the personnel”
(PEC academic D, interview on 19 January 2001) and “the members were
at pains to do something in their own way [but could not find the way for
a collective endeavor]” (PEC academic D, interview on 23 February 2001).
Therefore, it can be said that, as far as shareholder activism is concerned,
Jang’s joining was critical in putting PEC activity on its current track.

Internal consolidation (a): justification of using shareholder rights

Among the PSPD members, no one understands the logic of capital mar-
kets as well as Jang. Influenced by the anti-capitalist intellectual atmos-
phere in Korean progressive movements, few economists working for
the PSPD tried to understand the role of the capital market in the Korean
economy. In contrast, Jang studied for his Ph.D. at the Wharton School
on the microstructure of the capital market, the trading system and the
dissemination of market information. His academic concern is how to
make real markets function as well as the theory assumes.

In this sense, we can say that the rise of PSPD shareholder activism was
a process in which the Korean progressive activists embraced the logic of
the capital market, which they had previously seen in a negative light.
Once they decided to use shareholder rights as a measure for achieving
their social ideal, they needed to justify why they had changed their posi-
tion. One justification was that shareholder rights are simple tools for
attaining the public cause of chaebol reform. Another was that shareholders
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are a part of the citizenry that the PSPD represented. Jang further refined
these justifications by elaborating on how the players in the capital market
can share interests in chaebol reform with the PSPD.6 This explanation
was logical enough to convince the other PEC members of the value of
shareholder activism. They have come to feel more comfortable about
shareholder activism than before. In other words, Jang provided a logic
that turned doubtful experts into convinced contributors. Without such
logic, the PEC members might have not been so loyal.

What point in Jang’s logic was so impressive to other members? It was
the emphasis on a principle- and reason-based movement. “He [Jang]
believes that everything is going OK as long as a principle is kept” (PEC
officer F, interview on 1 November 1999).

In my opinion, it was a position that nobody could attack. This was
because it was a position based on a principle. Because the origin [of
PSPD shareholder activism] was like that, I was, I think, persuaded [to
continue to participate in the PSPD shareholder activism]. . . . The
other members and I have hardly been disturbed because our activi-
ties are rooted in the logic of a reasonable theory. (PEC academic H,
interview on 10 November 1999)

Internal consolidation (b): strategic decision

Jang also made a timely suggestion for a PSPD response to fast-changing
events. His ability to do this came from his experience and understand-
ing of both the chaebol and capital markets. Before obtaining his Ph.D.,
he worked for Kumho Group, one of the top ten chaebol since the 1960s.
Capital markets are his academic specialty. Therefore, he can be regarded
as “a traitor to his class,”7 who is much needed in shareholder activism
addressing complicated business and finance matters.

It was Professor Jang who supplied the PSPD with the logic unique to
that part [i.e., shareholder activism or corporate governance in general].
It was he who introduced us to the usefulness of shareholder activism
in Korean society. . . . We could hardly conceive things like the gen-
eral meeting strategy. (PEC lawyer B, interview on 2 November 1999)

In selecting strategies, the PEC showed astonishing flexibility. While
keeping to their “principles,” they sometimes transcended the ideologi-
cal limits of the Korean progressive movements:

One thing with which we were seriously troubled was whether, in a
proxy contest, we had to take proxies from foreign shareholders. . . .
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“Ah, can this [receiving proxy votes from foreigners] be justified for a
progressive organization like the PSPD? Can this be accepted?” I
doubted. But it was, to my astonishment, adopted, at last. (PEC aca-
demic H, interview on 10 November 1999)

This flexibility based on reason was also seen as a trait of Jang (PEC aca-
demic A, interview on 6 February 2001). Due to this reasonable and
adaptable activity, the PEC could embrace some moderate professionals
who detested the dogmatic social movements of the Korean left.

It [the chaebol issue] had been conceived neither in terms of socialis-
tic Capital–Labor relationship nor the vague hatred of the chaebol.
Based on a principle, the PSPD rationally approached the [chaebol]
issues. (PEC academic H, interview on 10 November 1999)

External mobilization: personal networks

Jang did not recruit PEC members personally. He thought that it was most
dangerous for him to invite somebody to the PEC in person. Perhaps, this
was because his introduction of new members might threaten the unity
among the existing PEC members. Instead, he just solidified accepted
volunteers into a coherent group as shown above.

However, in mobilizing external resources such as information, funds
and shareholder supports, he acted as an important node. Jang also
acknowledges his role in mobilizing resources which make the system
work. “In all respects, Professor Jang retains much information. He has
many contacts, including among foreigners” (PEC officer F, interview on
1 November 1999). For fund-raising, he sent individual handwritten letters
to hundreds of possible donors and met them face-to-face.

Among the PEC members, it has been said that Jang’s personal network
played an important role in mobilizing external resources. It was difficult
for us to confirm how much it actually contributed, but an episode illus-
trates how helpful his attributes could be in drawing support from aca-
demics. When I asked how he assessed PSPD shareholder activism, finance
scholar K, who was well known for his contribution to corporate gover-
nance reform, indirectly answered by saying, “He [Jang] studied finance,
too” (interview on 10 February 2000).

To conclude, Jang Hasung played a critical role in systemizing PSPD
shareholder activism. However, what we should note here is not who
played a key role, but what attribute made such a role possible. From the dis-
cussion above, we assume that a good knowledge of the stock market and
its players are essential assets for leading shareholder activism to success.



Funds

For PSPD shareholder activism, money was not so crucial a resource.
This was because a large part of the expenses were absorbed by the mem-
bers’ voluntary services, for which, otherwise, high costs should have
been paid. In other words, the markets that shareholder activism nor-
mally relies on (i.e., legal, accounting and consulting) are all internal-
ized in the PEC, an organization in the pursuit of a public cause.

Nevertheless, the source of the funds has been a frequently raised 
concern:

When we first meet people [especially foreign investors], they, without
exception, ask us who is paying the PSPD. [They also ask] “Do you dis-
close your financial statements as you demand of a company?” [Our
answer is] “We cannot give you the list of donors, but the accounts of
the PSPD are disclosed every month”. (PEC academic D, interview on
19 January 2001)

A reason why the source of funds matters to the PSPD comes from an
idea that the contributors may have an influence on PSPD activities. For
example, the PSPD refuses government support because “if we accept
that money, we are likely to be misunderstood as a pro-government
organization. This can be a fatal mistake for an NGO [like the PSPD]”
(PEC officer E, interview on 11 October 1999). In the same context, 
the PEC refuses financial support from any corporation and even from
the PSPD:

The PEC is financially independent from the PSPD. Indeed, the PEC
gives 30 percent of its total income to the PSPD. This means that, even
if a corporation [which may have conflict of interest with the PEC
activities] donates to the PSPD, the money cannot flow into the PEC.
(PEC academic D, interview on 23 February 2001)

The PEC’s major source of income has been donations from individu-
als (Table 7.2). The donations are of two kinds: lump sums and monthly
payments. As Figure 7.1 illustrates, the donations are constantly growing,
which allows the PEC to stand on its own income. The primary way of
mobilizing funds was through the personal networks of the PEC executive
members. As PSPD shareholder activism became well known, however,
independent donations started coming in.
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Some members have suggested that PSPD shareholder activism will
have to be converted into a profit-making business:

If PSPD shareholder activism becomes independent of the PSPD and
makes a profit, it can reproduce itself. (PEC officer E, interview on 11
October 1999)

Some day, the PSPD shareholder activism needs to charge money to,
for example, institutional investors, to meet the expenses for rein-
forcing professional and watching capacities. (PEC lawyer B, inter-
view on 2 November 1999)

However, this suggestion has not been seriously discussed yet because of
an opposing view that “it is not acceptable for an NGO like the PSPD [to

Table 7.2 Income of the PEC (won), 1998–2000

1998 1999 2000

Donation 62,351,771 98.0% 69,989,795 63.9% 108,158,926 92.7%
Lump-sum 60,631,911 95.3% 47,505,815 43.3% 73,170,416 62.7%
Monthly 1,719,860 2.7% 22,483,980 20.5% 34,988,510 30.0%

Others 1,241,678 2.0% 39,610,138 36.1% 8,484,986 7.3%

Total 63,593,449 100.0% 109,599,933 100.0% 116,643,912 100.0%

Source: PSPD.
Note: The finance of 1997, the first year of the PEC, was excluded from the analysis because
it was negligibly small.
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accept profit-related money]” (PEC academic D, interview on 23 February
2001).8 Meanwhile, the PEC sought to commercialize their activities in
another way, which facilitated the spread of shareholder activism in Korea.
In July 2000, a law firm named Hannuri was established. Half of its eight
founding partners were executive members of the PEC (two out of six
lawyers and two accountants). According to the homepage of Hannuri,
the law firm has completed seven cases, and is carrying out nine more cases
(hannurilaw.co.kr). Of the seven completed cases, the clients of Hannuri
have won six cases. In August 2000, the PEC also launched the Corporate
Governance Information Centre, renamed the Center for Good Corporate
Governance (CGCG) in November 2001. The CGCG provides an informa-
tion service named CGInfo, which offers company-specific information
on the structures and issues of corporate governance in Korea. Currently
CGInfo covers about 50 major Korean companies (www.cgcg.or.kr).

Through Hannuri and the CGCG, the PEC is commercializing the expe-
riences accumulated from PSPD shareholder activism. This attempt allows
the professionals who have participated in the PSPD shareholder activism
to concentrate more on the corporate governance issue without worrying
about income and other conflicts of interests. Furthermore, this is incu-
bating more self-interested shareholder activism than the PSPD’s for the
purpose of institutionalizing shareholder activism in Korea:

We [professionals who have been participating in the PSPD shareholder
activism] are envisioning that this Center goes beyond the work of
the PSPD and engages itself in a more in-depth systematic and profes-
sional approach to corporate governance issues in Korea. (CGCG’s
pamphlet, undated, n.p.)

External resources

This section investigates resources the PSPD needs to address specific
problems. We will discuss two external resources. Information about the
target company and its action is important to detect and analyze the
problem that the PSPD is tackling. The PSPD also requires the support of
shareholders in the company concerned in order to wage shareholder
activism based on their analysis of the problem.

Information

By asking Jang Hasung and other PEC members how they came to perceive
the problems they had raised from 1997 to 1998, we were able to identify
four major sources of corporate information. They were: (1) mass media;
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(2) corporate disclosure; (3) government announcements; and (4) private
informants.

Two points need mentioning before further discussion. First, these
sources of information are not necessarily accurate and comprehensive,
since they are based on personal memory rather than contemporary
records. The PSPD declined access to the internal documents which might
contain this information. Nevertheless, they are still a useful way of draw-
ing a rough picture of the information channels used by the PSPD in clar-
ifying the existence and nature of a problem. Second, by this method,
we cannot say anything about the problems to which the PSPD decided
not to react. It was impossible to establish the full range of problems of
which the PSPD was informed, and we could not evaluate qualitatively
the relative value of each source of information in promoting a reaction.

In general, it appears that the PSPD relied on public sources of infor-
mation more heavily than on private ones. In particular, the mass media
was the main source of information discussed. PEC academic D empha-
sized the need to read between the lines of news reports:

You have only to be diligent [in order to discover a corporate
wrong]. . . . You can get more information [on a certain issue] from the
same article, when you have a continual interest on it. For instance,
in the case of Samsung’s private offering of convertible bonds (CBs),
nobody sensed what it meant. (Interview on 23 February 2001)

This reliance on the mass media may suggest that Korea has a relatively
less developed disclosure system than other developed economies such
as the United States and the United Kingdom. Despite its relative under-
development, however, the disclosure system was also an increasingly
important source of corporate information. A series of improvements in
the disclosure system reduced the PSPD’s costs of gathering information
tremendously (PEC academic A, interview on 22 February 2001). For exam-
ple, the 1999 amendment of the Securities Act obliged companies listed on
the Korea Stock Exchange (KSE) to produce corporate reports quarterly
instead of biannually. In April 2000, the Financial Supervisory Service
(FSS) opened an electronic disclosure system named “Korea Investor’s
Network for Disclosure System (KSE-KIND),” which contains all public
notices made by listed companies as well as information on their gover-
nance structure, business areas and financial statements (kind.kse.or.kr).

Another noticeable source of information was private informants.
Although it is difficult for the PSPD to disclose their identity, such 
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informants are said to include employees, outside directors and investors
in the corporations concerned. It is also said that personal networks
worked to a great extent in exploiting this source of information. PEC
academic D hinted that it was crucial for maintaining the pool of personal
informants to convince the informants that the PSPD really utilized their
information, and would conceal their identities (interview on 23
February 2001).

So far the PSPD has not tried to detect wrongdoing in the chaebol of its
own accord. It is often argued that, in April 2000, the PSPD detected
Hyundai Trust Investment Management misappropriating entrusted
money on its own. However, this fact had been partially brought to light
by the FSS eight months previously (Park, R.-J. and Choi, Y.-H., 2000). 
A possible reason for this lies in the economic use of limited resources.
“Many problems [which the PSPD can address] were already public
knowledge. There is no point in spending precious time in finding out
[undisclosed] problems when you already have well-known problems at
hand”. (PEC officer E, interview on 11 October 1999)

From this discussion, it is apparent that the corporate information
which underdeveloped systems of corporate governance are supposed to
be lacking can be substituted to some degree by tenacious experts and
their networks. And a government policy to improve the disclosure 
system will reduce the efforts needed by such experts.

Shareholder support

Since the PSPD started its shareholder activism without holding any shares
itself, it needed the support and trust of shareholders who would let the
PSPD use the legal rights based on their shareholdings. Comments on
general issues do not always require this trust, but participation in a share-
holders’ general meeting, a proxy contest, or a legal dispute (including
lawsuits and other appeals) necessarily needs shareholders’ support. Here
we will discuss five groups of shareholders and their respective signifi-
cance for the PSPD shareholder activism.

PSPD members

Table 7.3 summarizes what kinds of shareholders supported the PSPD-led
legal disputes. Shareholders’ support for legal disputes is extremely diffi-
cult to obtain. This is because, once shareholders enter into the dispute,
they cannot sell their shares until the dispute is settled and thus their
involvement demands the greatest patience and sacrifice. This is why we
have chosen legal disputes from among many possible shareholder
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remedies as a basis for comparison of the degree of support from differ-
ent shareholder groups.

Despite our initial understanding that the PSPD is a non-shareholding
organization, Table 7.3 shows that the most supportive shareholders
came from inside the PSPD. At first the PSPD did not hold any shares of
the target companies, but, when necessary, it could obtain the support
of shareholders from within in two ways. One was to rely on members
who had accidentally purchased shares of the company concerned for
their own investment purposes. The other was to buy shares of the tar-
get companies in the name of a member, using the PEC’s budget. For the
three years from 1998 to 2000, the PEC spent 44 million won (US$
367,000), 30 percent of the period’s total expenditures, to buy shares in
its target companies (Table 7.4).

Previously, we pointed out that the PSPD internalized the markets of
professional services which a shareholder would require in taking action
against a corporation. Now the investment in a target company’s shares
also allows the PSPD to partly internalize the existence of a shareholder.
This internalized shareholding enables the PSPD to respond quickly to the
target company’s action by minimizing transaction costs (e.g., searching
for shareholders and persuading them, when needed). Although a tight
budget kept the PSPD from holding enough shares to meet even the low-
est requirements of important minority actions (e.g., 0.01 percent of the
total issued shares for filing a derivative suit), its members could speak at
a shareholders’ general meeting, contest a proxy, and take some legal
actions which do not require a certain level of shareholdings:

This [the purchase of shares] is a means for giving our full-time offi-
cers or activists the status of shareholders. . . . The expenses thus

Table 7.3 Shareholder supports for the PEC’s legal actions

PSPD insiders Outsiders Total

Individuals Institutions

Complaint 8 0 0 8
Revocation 4 2 0 6
Provisional disposition 2 3 1 6
Damages 1 2 0 3
Derivative Suit 0 3 0 3

Total 15 10 1 26

Sources: Various.
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incurred should be seen as the cost of attaining shareholder capacity
and information on the target company. (PEC academic D, interview
on 23 February 2001)

In fact, the PSPD frequently used complaints, invalidations, provisional
dispositions and damage suits, which are available even to a single share-
holder (see Table 7.3).

This strategy of internalized shareholding was criticized for not repre-
senting other, solely financially-motivated, shareholders. In this sense,
the shareholder activism organized by the PSPD could be attacked as
“shareholder activism without shareholders.” Many critics argued that
PSPD shareholder activism did not represent the majority, never mind
all, of the minority shareholders. For example, in the case of the private
offering of the BWs, Samsung’s refutation was that the PSPD, with only ten
shares, had no right to invalidate the offering, as the rest of the sharehold-
ers expressed no discontent. The court accepted this argument, stating
that, with only ten shares, the plaintiff did not have any considerable
interests infringed by the action under consideration.

Therefore, despite the advantage of having its own shareholding, the
PSPD requires practical support from other external shareholders for at
least two reasons. One is, as shown above, to own enough shares to be
able to demand the court’s serious consideration. The other is to meet
the minimum requirements for claiming minority shareholder rights.

Table 7.4 PSPD shareholding of the chaebol, as of 28 February 2001

Member Samsung Samsung Hyundai Hynix Dacom SK Daewoo Total
Electronics SDS Heavy (Hyundai) (LG) Telecom Corp.

Industries

1 10 60 10 10 10 1 10 111
2 10 10 10 10 10 2 10 62
3 10 — 10 10 10 1 10 51
4 20 — 10 10 — — 10 50
5 10 — 10 10 — 1 10 41
6 10 — 10 10 — 1 10 41
7 10 — 10 10 — 1 10 41
8 10 — 10 10 — 1 10 41
9 10 — 10 10 — — 10 40

10 10 — 10 10 — — 10 40
11 — — — — 10 — — 10

Total 110 70 100 100 40 8 100 528

Source: PSPD.
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We will discuss four groups of external shareholders to whom the PSPD
can turn: (1) individuals; (2) domestic institutions; (3) trade unions; and
(4) foreign institutions.

Individual shareholders

Individual shareholders are the most supportive of the four groups for
the PSPD shareholder activism. Next to the insiders, they participated in
the PSPD-led legal actions the most frequently (ten out of 26 actions in
Table 7.3). Without their support, none of the three derivative suits filed
by the PSPD would have been possible. However, getting support from
enough individual shareholders to make a difference was not an easy task.
Individual investors were so dispersed that it took the PSPD far more
time and effort to gather their support than to mobilize other investors.

Table 7.5 illustrates how difficult it is to mobilize individual investors.
From the 2000 annual reports of the PSPD’s four target firms, we calculated
the average number of shares that the different groups of shareholders held
during that year. Then we compared the average holding with the 0.01
percent requirement for a derivative suit and 1.5 percent for an extra-
ordinary general meeting, which are respectively the most relaxed and
strictest conditions for a minority action, except for those actions which
a shareholder with a single share can take.

The result shows that, on average, institutional investors, both domestic
and foreign, can file a derivative suit independently. For individuals, in
the case of Hyundai Heavy Industries, at least 23 individuals would need
to cooperate to file a derivative suit. When we consider the shares held
by the chaebol family and the managers, this picture looks even bleaker.
In the worst case, 100 individual shareholders would need to cooperate
to bring a derivative suit against Samsung Electronics. Moreover, when
minority shareholders try to call an extraordinary general meeting, more
than 2,600 individual shareholders would need to cooperate in the case
of Dacom.

The result implies that, apart from the possibility of winning and recoup-
ing the expenses incurred, filing a derivative suit itself is beyond the reach
of an individual investor. Even for an intermediary organization like the
PSPD, it is more costly to mobilize individual shareholders than to
mobilize domestic institutional or foreign investors.

Nevertheless, the PSPD generally had to take the most costly way
because other potential co-operators hesitated to give the PSPD a helping
hand. Domestic institutional investors and other legal persons holding
chaebol company shares were either their affiliates or had business rela-
tionships with the chaebol. Foreign investors were less hesitant about 
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co-operating than their domestic counterparts, but took a more cautious
attitude to getting involved in a legal action than a proxy fight.

Furthermore, even if non-individual shareholders had joined PSPD
shareholder activism, the PSPD might still have needed individual

Table 7.5 Shareholder composition of the PSPD targets

Domestic Domestic Foreigners
individuals institutions

Samsung Electronics
— Average shareholding 214 (178) 83,526 48,393
— Required shareholders for a 83 (100) 1 1

derivative suit (Minimum
number of shares � 17,634)

— Required shareholders for an 12,360 (14,860) 32 55
EGM (Minimum number
of shares � 2,645,026)

Hyundai Heavy Industries
— Average shareholding 340 (264) 25,209 31,892
— Required shareholders for a 23 (29) 1 1

derivative suit (Minimum
number of shares � 7,600)

— Required shareholders for an 3,353 (4,319) 46 36
EGM (Minimum number
of shares � 1,140,000)

Dacom
— Average shareholding 138 (138) 10,835 2,766
— Required shareholders for a 18 (18) 1 1

derivative suit (Minimum
number of shares � 2,395)

— Required shareholders for an 2,603 (2,603) 34 130
EGM (Minimum number
of shares � 359,145)

SK Telecom
— Average shareholding 216 (215) 11,805 26,813
— Required shareholders for a 42 (42) 1 1

derivative suit (Minimum
number of shares � 8,916)

— Required shareholders for an 6,192 (6,249) 55 50
EGM (Minimum number
of shares � 1,337,291)

Sources: Each company’s Annual Report of the year 2000.
Notes: 1. The figures in the parentheses are the number when the shares owned by the

chaebol family and the managers are excluded.
2. “Foreigners” include individuals and institutions, but the number of shares held

by foreign individuals is negligibly small.



shareholders for other reasons. This was because the PSPD wanted its
shareholder activism to appear to be supported by the whole nation, not
by its specific segments (e.g., trade unions or institutional investors). In
other words, individual shareholders can symbolize nation-wide, non-
sectional support for the PSPD shareholder activism.

A good example of this symbolic function was the PSPD’s “Ten-Share
Campaign.” As they initiated what was called the “citizen’s action for
national reform” in September 1998, the PSPD appealed to the nation to
buy more than ten shares of their five target companies, that is, the core
companies of the big five chaebol, and to entrust the shareholder rights
to the PSPD.

At first, this Ten-Share Campaign gained much social attention. For
example, Park Nohae, a well-known labor activist and poet, expressed a
high opinion of it as follows:

Do you know what I used to say when meeting people? . . . “Have you
collected ten shares?” . . . People asked me, “What are ten shares?”
Then I said, “Don’t you know the PSPD shareholder activism that the
PSPD is recently conducting in a revolutionary way?” (Kang, J.-M.,
1998: p. 63)

In favor of the campaign, the press also highlighted the national mood for
support. For example, it was reported that an architect spent 5.5 million
won (US$ 4,600) to buy 50 shares, ten in each of the designated compa-
nies, not to make money but to lend his aid to the Ten-Share Campaign
(Kim, T.-K., 1998). Reportedly, the participants ranged from a university
graduate in his/her twenties to a senior citizen in his/her seventies, from a
stall keeper to an owner of a small and medium-sized enterprise.9

Despite all these supports, the Ten-Share Campaign did not succeed in
collecting a substantial number of shares (Table 7.6). Notwithstanding,
it was successful in the sense that it demonstrated many people’s con-
cern with the PSPD shareholder activism.

Why did individual investors join the PSPD shareholder activism? The
PSPD understood that they were mainly motivated by indignation. “The
chaebol’s absurd behavior enraged them to join us” (PEC academic D,
interview on 23 February 2001). From our observations, we find that such
indignation came from: (1) the general negative attitude toward the
chaebol in Korean society; (2) personal experience of the chaebol’s unjust
conduct; and (3) failed investments in the stock market.

The general indignation was a combined result of the deep-rooted anti-
chaebol sentiment and the constant reports of the chaebol wrongdoing
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both by the press and organizations such as the PSPD. There was a wide-
spread belief, especially after the 1997 crisis, that the chaebol had ruined the
nation. A slogan observed on the homepage of “Stop Samsung Campaign”
(www.stopsamsung.org) reads: “A fight against the military dictatorship
in the 20th century; A fight against the chaebol dictatorship in the 21st
century.” This partly expressed, though in strong terms, the prevailing
antagonism vis-à-vis the chaebol. This public indignation made some
people unconditionally entrust their shareholder rights to the PSPD in
the Ten-Share Campaign.10

A more direct motive for joining PSPD shareholder activism often came
from personal experience. Trusting his shares to the PSPD, a former
Samsung employee asserted that he had been fired simply for his partic-
ipation in his employer’s annual general meeting (Lee, D.-H., 2000).
“Too much annoyance from share investment loss” (individual share-
holder L, interview on 23 December 1999) made a shareholder pay a
spontaneous visit to the PSPD. Even such personal wrath was linked to
the public indignation, however. In fact, it was extremely difficult to draw
a boundary between a personal problem and the social problem. When
individual investors sided with PSPD shareholder activism, they saw
their action as based on the PSPD’s central logic that shareholders could
correct the chaebol’s unjust behavior:

At the hand of an ordinary citizen, the behaviors of the chaebol compa-
nies, which drove the national economy into the [1997] crisis through
mismanagement and corruption, can be amended. A citizen’s exercise
of rights as a minority shareholder can punish a despotic chongsu who
illegally gives the company’s money to offspring. It can prevent the
mismanagement that gives arbitrary financial aid to unsound affiliates,
which have pushed our economy into widespread crisis. It can make
our society clean by reforming the managerial climate imbued with
collusion, secret funds and bribery. (PSPD pamphlet, 9 September
1998)

Table 7.6 Participants in the 10-Share Campaign, as of 8 Feb. 2000

Samsung Hyundai LG SK Daewoo Total*
Electronics Heavy Semiconductor Telecom Corporation

Industries

153 213 177 42 352 817

Source: PSPD.
* The total excludes overlapping supporters.



On the other hand, the PSPD acknowledged that they could not com-
pletely rely upon those who were motivated mainly by personal 
experience:

The PSPD’s difficulty is to unite ordinary minority shareholders. They
have no common belief and are mostly after a short-term speculation,
so they can hardly form the foundation of a long-term and continuous
movement [like the PSPD’s]. (PEC officer E, interview on 2 November
1999)

If you say that foreign funds investing in Korea are hot money pur-
suing capital gain through short-term arbitrage, perhaps domestic
investment trust companies or individual investors would be hot,
hot, hot money. (PEC academic D, 31 January 2001)

In the case of Hyundai Securities, individual investors opposed the
PSPD’s position. Individual investors have no reason [to support
PSPD shareholder activism, if they only care about money]. They came
to us after they had found that they had no more to lose. (PSPD aca-
demic G, interview on 2 January 2001)

Therefore, we can conclude that dispersed individual shareholders render
only a symbolic significance of popular backing to the PSPD shareholder
activism.

Domestic institutional shareholders

Many in Korea, including the PSPD, expected domestic institutional
investors, being the most interested party, to take an active role in mon-
itoring corporate management (PEC lawyer B, interview on 2 November
1999). The PSPD thought that, despite its pioneering achievements, share-
holder activism founded on individual investors could not easily be insti-
tutionalized. Without a devoted coordinator such as the PSPD, individuals
could never have been mobilized. Therefore, “institutional investors should
take the lead so that shareholder activism can take root as a paradigm for
[corporate] reform” (PEC lawyer B, interview on 2 November 1999).

Korean financial institutions hold about 10 percent of listed compa-
nies’ shares (Table 7.7). Although individuals hold the largest part of the
shares (i.e., 34.7 percent), it is institutions that, on average, hold the
most shares per investor. For example, an investment trust company
holds, on average, 37.5 million shares. Of course, this does not neces-
sarily mean that institutional investors are an influential minority in
individual firms. This can be decided only in consideration of the degree
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of dispersion of their investment. Nevertheless, according to the exist-
ing theory of shareholder activism, high average shareholdings means
high incentives and low costs of corporate monitoring.

In practice, however, Korean funds, the type of institutions which
have taken the lead in shareholder activism in other economies like the
United States, are not active investors in the local stock market. Of the
75 funds which operated in Korea as of the end of 2000, only three pension
funds (i.e., National Pension Fund, Government Employees Pension Fund,
Teachers Pension Fund) invested directly in shares, and only on a small
scale. It was said that this passivity was due to three reasons (MOFE 2000).
First, the Framework Act on Fund Management prohibits, in principle,
stock investments by a public fund. Second, funds which could invest in
shares have regulated stock investment internally because they consider
such investment too risky. Third, the fund managers tend to avoid stock
investment for fear of reprimand if they lose on the investment.

Nor were other institutions proactive. From the PSPD’s perspective,
with institutional investors’ cooperation, PSPD shareholder activism could
have been much easier. As illustrated in Table 7.5, a single institutional
investor can bring a derivative suit against the PSPD shareholder activism’s
target company, which could have saved the PSPD the trouble of gath-
ering scattered individual investors.

For this reason, the PSPD tried to persuade domestic institutional
investors into PSPD shareholder activism by pointing out that it was 
not merely their discretion but their duty to correct faulty corporate 
management:

Your company has not only the right but also the duty to reform faulty
corporate management. Especially, your company, as an institutional

Table 7.7 Domestic institutional shareholdings, as of 31 Dec. 2000

Investment Banks Insurance Securities Others Total
Trust Companies Companies

Companies

Number of investors 24 23 45 56 186 310
Number of shares

(mil. won) 898.9 656.1 336.4 156.8 251.5 1,400.8
Ratio to the total

shares (%) (4.5) (3.3) (1.7) (0.8) (1.2) (10.9)
Average shareholding

(mil. won) 37.5 28.5 7.5 2.8 1.4 7.4

Source: KSE (2001a).



106 Shareholder Activism

investor, is obliged to protect the interests of investors who trusted the
money to your company in good faith. . . . Therefore, your company’s
intervention in the derivative suit [concerned] will not only further the
interests of your company and your customers but also create a prece-
dent that re-establishes the status and role of institutional investors in
this country. (PSPD’s letter to institutional investors, 7 August 1998)

However, the responses from domestic institutional investors were at
best half-hearted. “Foreign institutions visited us of their own accord

Table 7.8 Institutional shareholdings (%), 1986–1999

Banks Investment trust Securities Insurance
companies firms companies

1986 7.04 0.76 6.72 4.98
1987 5.61 0.77 2.63 4.41
1988 6.52 0.53 3.14 4.02
1989 3.15 2.67 5.07 2.60
1990 7.34 8.15 4.74 5.48
1991 8.92 7.68 4.92 5.54
1992 8.75 7.50 5.19 5.89
1993 10.72 6.17 4.72 5.78
1994 10.47 6.88 3.60 5.39
1995 11.17 6.26 2.86 5.65
1996 10.55 5.77 2.23 6.46
1997 9.42 2.66 2.11 6.34
1998 3.58 1.99 1.30 3.62
1999 3.50 4.79 0.84 1.79

Sources: KSE (various years). Jusik (Stock).
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[when they heard of the PSPD shareholder activism]. But we visited domes-
tic institutions only to get a cold reply” (PEC academic D, interview on
23 February 2001).

Why were domestic institutional investors so passive? One reason was a
perceived conflict of interests. Roughly speaking, in Korea, non-financial
corporations have controlling shares in half of the domestic institutional
investors (Table 7.9), so institutional investors controlled by a non-
financial corporation tend to avoid exercising voting rights in other
non-financial corporations for fear of a retaliatory vote (Heo and Suh,
1999). Furthermore, even some of the institutions not controlled by a non-
financial corporation can hardly exercise their voting right against the
management, because they need to maintain business relations with the
corporation. For example, a bank may have business, such as corporate
accounts or foreign exchange dealings, with a corporation whose shares
it owns. Of course, different conflicts of interests may exist in different
types of institutional investors. The single phrase “institutional investor”,
therefore, may obscure such differences. Notwithstanding, we just note
here that institutional investors commonly experience the problem of
conflicts of interest. PSPD members also believed that conflicts of interest
were the main obstacle to institutional investors’ activism (PEC officer E,
interview on 11 October 1999; PEC lawyer B, interview on 2 November
1999).

A second reason for the passivity of domestic institutional investors was
the remnants of previous regulations. Before 1998, institutional investors
did not need to bother themselves with voting, because there were restric-
tions on institutional investors’ voting through the Monopoly Act and
the Ministry of Finance and Economy (MOFE) regulations. Since the 1986
amendment of the Monopoly Act, a financial institution affiliated to a
chaebol could not exercise its voting right in other affiliates. This regula-
tion aimed to prevent the chaebol from expanding or consolidating its

Table 7.9 Institutions controlled by non-financial companies, as of 31 July
1999

Investment Banks Life Securities Merchant
trust insurance companies banks

companies companies

Institutions controlled by
non-financial corporations 11 7 14 16 6

Total number of institutions 24 18 29 30 11

Source: Heo and Suh (1999).
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group using money deposited by customers with its affiliated financial
institutions. In 1995, MOFE regulations stipulated that banks and
investment trust companies should follow shadow voting11 for all shares
purchased with trust property. This was to keep these institutions from
exercising their voting right beyond the limits of their fiduciary duty (i.e.,
multiplying the client’s property). In that year, for example, when
Dongbu Group tried to acquire an agrochemical company, Hannong Co.,
Ltd., institutional investors’ proxies were virtually all in favor of the acqui-
sition (Chung, G.-J., 1995). This was because it was a custom at that time
for institutional investors to issue proxies at the request of the company
management. As a consequence, the institutions unwittingly endorsed
the acquisition. To avoid this problem, by introducing shadow voting,
the government neutralized institutional voting rights based on trust
property.

The PSPD saw that the attitude of institutional investors was changing
gradually in favor of its shareholder activism. In fact, since the government
lifted the MOFE restrictions in 1998, institutional investors’ voting has
been increasing (Table 7.10). However, despite this change, institutional
investors still remain conservative. In the case of the 2001 annual gen-
eral meetings, only one voted against the management’s proposal (Table
7.11). The partial objections in 2001 were only made to the minority

Table 7.10 Institutional investors’ voting in the AGMs of all listed firms

14.3.2000 14.3.2001 Change

Investment Trust Management Companies 58 214 156
Investment Companies 19 56 37
Banks 56 44 �12

Total 133 314 181

Source: KSE (2001b).

Table 7.11 Positions of institutional investors

14.3.2000 14.3.2001 Change

Not determined 8 21 13
Objection 6 1 �5
Partial approval 0 38 38
Approval 119 254 135

Total 133 314 181

Source: KSE (2001b).
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shareholders’ proposals in Samsung Electronics, so we can conclude that
institutional investors were still supportive of the management.

The PSPD also saw that newly established funds, presumably with less
vested interests, showed a more positive attitude to shareholder activism:

Fund managers’ interests are gradually coinciding with PSPD share-
holder activism. . . . A realization that reforming the management is
of benefit to them is spreading. (PEC officer E, interview on 11 October
1999)

New small-sized funds such as Mirae Asset Securities and Midas Asset
Management tend to keep in step with us. (PEC academic D, interview
on 23 February 2001)

Nevertheless, even cooperating with those new funds was not so easy. Kim
Kihwan, a director in charge of asset management in Midas, once said that
the PSPD’s exposure of the misappropriation of Hyundai Investment Trust
Management affected the stock market negatively, at least in the short term
(Kim, K., 2000). On the very day of the 2001 annual general meeting of
Samsung Electronics, Mirae reversed its previous public notice to support
the PSPD-proposed candidate for internal director, Junn Sung-Chull, a
lawyer and Dean of the Graduate School of Business Administration,
Sejong University. Including Mirae, 19 institutions amended their origi-
nal notice of an unconditional approval of the appointment of all the
directors proposed to a partial approval with an objection to the PSPD-
proposed candidate. Mirae explained that the earlier announcement had
been a simple clerical mistake (Park, B.-K., 2001). Among 48 public
notices12 to the KSE, only one institutional investor, Seoul Investment
Trust Management and two funds that it managed, supported the PSPD.

However, this picture does not show that the PSPD totally failed to obtain
cooperation from domestic institutional investors. For example, a share-
holder proposal organized by the PSPD in relation to Samsung Electronics
needed one percent support of the total issued shares, and in this case the
PSPD secured the support of 184,311 shares (1.19 percent of the total shares)
from 66 domestic and foreign individuals and institutions (PSPD, 2001b).
Furthermore, at the annual general meeting of Samsung Electronics,
14,221,582 shares (16.07 percent of the attended shares with a voting right)
supported the PSPD proposal and, among others, domestic public pen-
sion funds such as the National Pension Corporation, the Korea Local
Administration Officials’ Mutual Fund, and the Government Employees
Pension Corporation supported it for the first time (PSPD, 2001c).
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From this discussion, we cannot predict clearly the future path that
domestic institutions will take. It is certain that those institutions’ atti-
tude toward active monitoring has been changing. But we will need
more time and study to see where they are going.

Trade unions

As of the end of 2000, the ESOAs, which were established in 702 
listed companies, owned 264,104 shares of the companies. In other
words, ESOAs have 376 shares per company. In terms of the average
shareholding, an ESOA has little more than the individuals in these
companies. However, an alliance with an ESOA, whose management 
is closely related to the trade union’s policy, has some advantages for 
the PSPD.

First of all, it means that PSPD shareholder activism can accommodate
the leftist tradition of the Korean social movements, which, in turn, mit-
igates the criticism that PSPD shareholder activism is supporting capi-
talism. Labor’s participation in management has long been a concern in
Korean social movements (and even in policy circles). When it formed
the Committee on Concentration of Economic Power, the predecessor
of the PEC, the PSPD adopted it as one of its options for countering the
concentration of economic power (PSPD, 1996).

Second, even with the same amount of shares as an individual, an
ESOA has more bargaining power vis-à-vis the companies, because it is
backed up by an organized, influential trade union.

Third, an ESOA also enables PSPD shareholder activism to target an
unlisted company. The ESOAs in unlisted companies have recently been
growing fast, while those in listed companies are almost saturated
(Figure 7.3). This means that allying with an ESOA will considerably
enlarge the scope of PSPD shareholder activism.

At the early stage of its shareholder activism, the PSPD tried to invite
trade unions to join the movement. At the 1997 annual general meeting

Table 7.12 Institutions’ response to a PSPD proposal in Samsung Electronics

Support Change from support Objection
to objection

Number of institutions 3 19 26
Number of shares 3,100 959,595 6,563,290
Ratio to total shares (0.0018%) (0.5442%) (3.7221%)

Source: KSE-KIND (kind.kse.or.kr).
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of the KFB, for example, a PSPD representative blamed the management
for having brought the employees’ dedication to naught:

As I see it, the employees of the KFB . . . are working really hard.
However, [the management] ruined the result [of such hard work] in
a single case of Hanbo. The whole staff took pains with the work, 
but . . . did the management work for the KFB and shareholders?
(KFB, 1997: pp. 24–5)

Nevertheless, co-operation with trade unions has not been simple. The
only significant exception was when seven members of the Kia ESOA
joined in a suit claiming damages against Chungwoon Accounting, which
was Kia’s external auditor, and its seven accountants. In this PSPD-
coordinated suit, the ESOA members argued that they had suffered from
a loss in the value of shares of their employer, Kia Motors, due to the
accounting company’s inaccurate auditing. But this co-operation was
made only in the members’ private capacity.

Why did the PSPD and the trade unions co-operate so little, despite
their shared opinion that the chaebol needed reform? As for the PSPD,
the trade union was not seen as a “trustworthy partner in PSPD share-
holder activism which requires a long-term perspective and patience”
(PEC academic D, interview on 23 February 2001). In previous cases such
as the KFB and Hyundai Heavy Industries, the PSPD found that the ESOA
quickly compromised with the management when favorable conditions
were offered to them. From this, the PSPD concluded that the ultimate goal
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of ESOAs was not to improve corporate governance. According to the
PSPD, the trade union could see no further than its nose:

The trade union itself is a self-interested group. But many people
have an illusion that the trade union represents the public interest.
(PEC academic D, interview on 23 February 2001)

The trade union pays attention only to wage negotiations. They are
more concerned with getting a bigger slice of the existing pie than mak-
ing the pie bigger [through improved corporate governance]. . . . They
insist on participation in management. But this is used only as leverage
in wage negotiations. This made us cautious in allying ourselves with
the trade union. (PEC academic D, interview on 23 November 1999)

For these reasons, the PSPD finally decided that the PSPD shareholder
activism should not ally with the ESOAs representing self-interest (PEC
lawyer C, interview on 11 October 1999).

From the standpoint of the trade union, participating in PSPD share-
holder activism also caused problems. The union acting as a shareholder
means that it shares some interests with the dominant shareholders and
the management. Apart from the ideological dilemma it poses, this chal-
lenges the conventional view of the role of the union. By acting as share-
holders, the trade union is pressed to decide whether utilizing employee
stocks is a new tactic [of the traditional labor movement] or a new role
[as shareholders] (Schwab and Thomas, 1998).13 Here, we can observe
another type of “decomposition of labor.”14 In fact, the PSPD urged the
trade unions to take the status of shareholder as a new role rather than
a new tactic:

You [workers] are capitalists, too. . . . The ESOA [and thus the trade
union] should be concerned with making labor earn capital gain. . . .
In SK Telecom, many employees have made fortunes of a hundred, a
thousand million [won]. The price of the employees’ stocks, which
were obtained at five thousand won, has now gone up to 2 million
won. (PEC academic D, interview on 23 November 1999)

However, if the trade unions are to take a new role, they would have to
abandon not only the past course of action but also many of the person-
nel accustomed to it. In fact, the radical Korean Confederation of Trade
Unions (KCTU), which is comprised of 19 industrial federations and
1,226 individual unions, has been one of the groups which have been
most suspicious of PSPD shareholder activism. The KCTU only refrains
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from criticizing it publicly because of its many other cooperative relations
with the PSPD (PEC academic A, interview on 3 April 2001).

It is acknowledged by the PSPD that “of course, we have to keep a good
relationship with the trade unions because they are important interested
parties [of a corporation]” (PEC academic D, interview on 23 February
2001). When the government formed a Committee on Corporate Gover-
nance to come up with a best practice code of corporate governance, the
PSPD seceded from the committee on account that “the committee has
no member who represents employees, one of the directly interested
parties to the corporate management” (PSPD’s letter to the MOFE, 23
March 1999).

Nevertheless, some PSPD members blamed the trade unions for non-
cooperation with PSPD shareholder activism.

The trade union and the institutional investors should take on the
work beyond PSPD shareholder activism’s reach. But they did not. . . .
The PSPD is only playing a role within its limited scope. (PEC lawyer
B, interview on 2 November 1999)

We do not have to worry about the relationship with the trade union
because we don’t work for the labor movement. . . . The lack of coop-
eration is not our fault but the trade union’s. (PEC academic D, inter-
view on 23 February 2001)

However, we should also note that some took a different view that the
estrangement with the trade union was not their responsibility but the
shared responsibility of the both sides:

[Such estrangement] was due to the absence of a channel through
which both sides could cooperate with trust. In the PSPD, no one has
kept the channels of communication constantly open with labor.
And to do so, one should contribute significantly to the labor move-
ment [but the PSPD did not]. Even those who participated in the
labor movement in the past no longer maintain such a channel. (PEC
academic A, interview on 3 April 2001)

To sum up, the trade unions and ESOAs experience a structural difficulty
in collaborating with the PSPD in shareholder activism. The same is true
the other way round. Despite many advantages, we cannot foresee a dra-
matic development in the relationship between the two in the near
future.



Foreign institutional shareholders

As of the end of 2000, 11,748 foreign investors held 13.9 percent of the
total shares of listed companies in Korea. 99.7 percent of the foreign
investors were institutional investors. Investment companies and banks,
the two largest categories of foreign investors, had 78.4 percent of the
foreigner-held shares.

It is not certain to what extent foreign investors have supported PSPD
shareholder activism. Unlike the case of domestic individuals and insti-
tutions, the PSPD said that had no information about foreign investors’
support for its shareholder activism.

Despite the lack of available information, foreign investors do seem to
have been potentially the most potent allies of the PSPD shareholder
activism. Although PSPD shareholder activism with foreign support has
not been successful enough to outmaneuver management, it would be a
constant threat to the management that foreign investors with consid-
erable shareholdings might collaborate with the PSPD at any time. In
fact, such a threat has been realized. “Samsung was shocked at the out-
come of the 1999 annual general meeting. Foreign shareholders supported
our proposal [to amend the articles of association] with 15 percent of the
voted shares” (PEC academic D, interview on 19 January 2001). However,
it is not known exactly how supportive foreign investors have been in
proxy fights.

What is clear is that the support of foreign investors has been of lim-
ited scope. For example, foreign institutions were cautious in participating
in lawsuits. It was not until November 2000 that foreign institutions such
as the Korea Fund (US) and Emerging Market Investors Fund (Canada)
first joined a lawsuit (Yonhap News, 2000). Since the suit was a provisional
disposition to suspend the directors of Samsung Electronics from their
duties, it may have appeared less burdensome than other lawsuits such
as derivative suits.

In the previous discussion about domestic financial institutions, it was
said that, unlike their domestic counterparts, foreign institutions volun-
tarily visited the PSPD to find out about PSPD shareholder activism. Why
were foreign investors more active than their domestic counterparts in
this respect? A PSPD member argues that it is because foreign fund man-
agers shared their fate with the Korean economy:

Korea and the fund managers of the foreign financial institutions are
all in the same boat. Asia has become one of the most important parts
of the so-called emerging market. Foreign institutions cannot simply
sell their Asian shares and move into another region. . . . If Korea 
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collapses, about 100 fund managers specializing in the Asian region
might lose their job. (PEC academic D, interview on 19 January 2001)

When it comes to shared fate, it is perhaps more plausible that domestic
institutions might be more desperate than foreigners. The PSPD under-
stood, however, that domestic institutions did not see things in that
light. Furthermore, it was pointed out that, even if they did, they could
not take any action due to the conflict of interest.

Support from foreign investors was relatively readily available, but never
free from complication. Cooperating with foreign investors is one of the
most sensitive issues for PSPD shareholder activism. For a recent example,
in a contribution to a local newspaper, the Chosun Ilbo, Bahk Jaewan,15 a
public administration professor of Sungkyunkwan University, criticized
the PSPD’s overseas road shows16 as creating “a situation in which, in a
fight over the control of our corporation, domestic dominant and minor-
ity shareholders are begging a favor from foreign capital without reach-
ing a point of mutual beneficial agreement” (Bahk, 2001).

Others pointed out that, even if the PSPD acted with honorable inten-
tions, foreign investors might take advantage. “In the interests of specific
shareholders [indicating foreign investors], the PSPD intervenes in the
affairs that they do not need to” (executive M of a target firm, interview on
3 November 1999). “As was the case with Hyundai Heavy Industries, it was
often argued that we [the PSPD] intentionally targeted companies that had
many foreign investors” (PEC academic D, interview on 19 January 2001).

Furthermore, the PSPD itself was watchful of the alliance:

The PSPD made it an important principle of PSPD shareholder activism
not to cooperate with short-term investors. We have stuck to this
principle when contacting foreign investors. (PEC academic D, inter-
view on 31 March 2001)

On top of the criticisms from outside the PSPD, insiders also expressed
anxieties about the alliance. In discord with the alliance on this point,
one lawyer transferred from the PEC to another PSPD body. Some worried
about the possible loss of popular support if PSPD shareholder activism
failed to produce a remarkable success with foreigners’ support:

I’m worried about the PSPD shareholder activism’s estrangement
from the general public. . . . If it fails despite the alliance with foreign
investors, the PSPD shareholder activism might lose its domestic foot-
ing, especially the trade union’s [implicit] support [including refraining
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from criticizing the PSPD shareholder activism in public]. (PSPD aca-
demic G, interview on 2 January 2001)

Others were concerned about whether they were breaking a new path
mainly for the sake of foreign investors: “I was always wondering whether
we can indeed match them [if we happen to get into conflict with the
currently collaborating foreign institutions]?” (PEC academic A, interview
on 22 February 2001). Encountering foreign investors reminded some
PSPD members of the tale of the Trojan Horse.

How did the PSPD respond to such criticisms? First, some said that for-
eign investors were a last resort:

The trouble was that [individual] minority shareholders were, by
nature, not to be organized. [Domestic] institutional investors were
either affiliated to the chaebol or heavily indebted, and thus virtually
owned by the state [which owns or controls many banks]. In this sit-
uation, we had to join hands with foreign institutional investors.
(PSPD academic G, interview on 2 January 2001)

So, there may be a body of criticisms [regarding our alliance with for-
eign investors]. But we are determined to put up with it [because we
think there is no alternative]. (PEC academic D, interview on 23
November 1999)

Second, some maintained that there was no reason to prioritize the selec-
tion of investors supporting their movement according to nationality:

It is hard to find a difference between domestic and foreign institu-
tional investors. Those who argue the difference tell an obscure story,
when asked for a real example. [For example, it is said that] our insti-
tutions invest in the longer term; they [foreigners] just try to make
money. But institutional investors are all the same in trying to make
money. (PEC academic D, interview on 23 February 2001)

The PSPD believed that it would be natural for any participant in PSPD
shareholder activism to try to gain materially from it. “Without such an
incentive, who would join the PSPD shareholder activism?” (PEC aca-
demic D, 23 November 1999). However, an investor who supports PSPD
shareholder activism might exploit the PSPD only as a way to improve
their short-term bargaining position. For example, in August 1999, SK
Group acquired 9.5 percent of SK Telecom shares from Tiger Management,
a New York-based fund. At an extraordinary general meeting due four



days later, a plan for a rights issue proposed by the management was to
proceed to a vote. The PSPD and Tiger Management had been in oppo-
sition to the plan. The SK Group’s purchase of Tiger-held shares, however,
made the group hold 36.5 percent of SK Telecom shares and have the
plan approved successfully. The PSPD criticized the decision of Tiger
Management:

The PSPD expects Tiger Fund to exercise its voting rights at this 
coming shareholders’ general meeting, as originally manifested.
Should Tiger Fund conclude the transaction [i.e., transfer of shares]
on condition of voting for the management in this EGM, it will be a
typical greenmail. For this, both Tiger Fund and SK Group cannot
avoid criticism and legal responsibility. (PSPD’s statement, 23 August
1999)

Third, the PSPD emphasized that they were independent of the foreign
investors. For example, responding to a news report that identified the
PSPD’s claim with that of the foreign investors, the PSPD refuted:

It was known recently that SK Telecom and foreign shareholders such
as Tiger Fund reached an agreement regarding transparency improve-
ment and shareholder rights protection. On this fact, some of the
press reported as if the PSPD had agreed with SK Telecom. . . . [But]
this agreement has nothing to do with the PSPD [which has pursued
its own agreement with SK Telecom]. (PSPD’s statement, 21 March
1998)

The PSPD emphasized that they took the initiative in raising issues
themselves and did not follow the demands of specific shareholders.
The PSPD raised issues only in consideration of the public interest, and
it would not discriminate between supportive investors in so far as they
shared a “long-term” goal with the PSPD. “We choose an issue to be
raised, and they [any type of investors] decide whether they will follow
us or not” (PEC academic D, interview on 19 January 2001). Jang Hasung
pointed out that “we have requested support from domestic and foreign
shareholders alike, and have never solicited a specific foreign short-term
investor” (private letter to Bahk responding to his contribution, 31
January 2001).

In sum, compared with other available supporting groups, such as
PSPD members and individual shareholders, foreign institutions are one
of the most powerful shareholders that can assist the PSPD shareholder
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activism. However, to keep the relationship with their foreign partners,
the PSPD will have to cope with worries raised from within and without
the PSPD. The main concern is that the foreign institutions would make
use of the PSPD, its target corporations, and the Korean economy as a
whole, in their greed for money.

To conclude the discussion of shareholder support, Table 7.13 sum-
marizes the advantages and disadvantages of the PSPD’s collaborating
with the five different groups of shareholders.

Table 7.13 Comparing shareholder groups

Opportunities Challenges

PSPD members • Prompt action • Lack of representativeness
and significance

Individuals • Symbol of nation- • High mobilizing costs
wide support • Divergent interests (Pursuit 

of private gains)
• Instability

Domestic • Large shareholdings • Conflict of interest with
institutions • Changing positive target firms

attitude toward 
corporate governance
issues

Trade unions • Embracing the past • Pursuit of private gains
left-wing tradition

• Greater bargaining power • Conflict of interest
with existing activists

• Accessibility to some
unlisted companies

Foreign • Large shareholdings • Criticisms within and
institutions • Relatively positive without the PSPD

attitude toward corporate
governance issues
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Based on the previous three chapters, this chapter will draw some con-
clusions on the rise of shareholder activism in Korea. As Chapter 1 elab-
orates, there are three interconnected but separate levels of ‘emergence’
which a researcher will have to investigate: (1) how a potential activist
group which has not previously used shareholder activism gets to grips
with it; (2) what makes it continue, or even boost, its shareholder activism;
and (3) how shareholder activism increases steadily on an aggregate level.
The first section will answer the three questions based on the findings
previously made. The second section will discuss implications for scholars,
policymakers and managers with regard to shareholder activism and
corporate governance in general.

Findings on three emergences

First use

The study of PSPD activism finds that the cognitive linkage between an
already given problem (i.e., the chaebol problem) and a new ameliorative
action (i.e., shareholder activism) is more crucial than the very existence
of the problem itself to explain the initial use of shareholder activism. This
point gives rise to more specific questions: (1) how shareholder activism
entered into the alternative set of the potential activist, PSPD; and (2) why
the activist chose it from among many remedies.

With regard to the first question, we have argued that socio-political
contexts provided the PSPD with a clue to utilizing shareholder activism.
These contexts include the domestic debates on corporate governance
reform and resulting government policy. The policy debates produced
a new prognostic frame suggesting that claiming minority shareholder
rights might check the arbitrariness of controlling shareholders like the



chaebol chongsu, one of the main concerns of Korean civil organizations
including the PSPD. Even before it was implemented, the government
announcement to give minority shareholders more power reinforced
the framing process in the sense that the government authorized the
new frame and assured the public of its legitimacy.1

With regard to the second question as to the selection of shareholder
activism, we found no definite evidence that the PSPD fully appreciated
the effects that might be caused by their activism when first deciding to
take up shareholder activism. On the contrary, our understanding is that
the PSPD did not understand the effectiveness of shareholder activism
until they made use of it. Thus seen, the first emergence of PSPD share-
holder activism is quite close to the explanation offered by the contin-
gent decision-making model of the garbage can (Cohen, March and
Olsen, 1972), which highlights organizational decision as a timely com-
bination of situation, problem, actor and alternative.

However, this does not necessarily lead to a conclusion that we can say
nothing about the first emergence of PSPD shareholder activism. We have
argued that the pragmatic attitude of the PSPD functioned as a guide
throughout the process of their noticing and selecting shareholder
activism. Having realized that the traditional tools of civil movements
have few teeth in addressing the chaebol problem, the PSPD steadily and
pragmatically sought a way of making the most of legal power of enforce-
ment. What we are emphasizing here is that the actor’s pragmatic dispo-
sition and the favorable social contexts between them threw a new
element of shareholder activism into the garbage can and rendered a
greater cohesive power to the PSPD than to other potential activists who
also had the same problem and socio-political contexts (e.g., the CCEJ).

This explanation of the emergence of shareholder activism as closely
related to prognostic framing seems to hold in other cases, too. To illus-
trate, let us take an example of the first social reform campaign in the
United States which sought to mobilize shareholders (Talner, 1983). In
September 1966, a Rochester, NY, ghetto organization named Freedom,
Integration, God, Honor–Today (FIGHT) demanded that the city’s largest
employer, Eastman Kodak, provide blacks with employment opportun-
ities. Three months later, John B. Mulder, an assistant vice president at
Kodak, and Rev. Franklin Delano Roosevelt Florence, FIGHT’s president,
signed an agreement. However, Kodak’s top management repudiated the
company’s participation in anything that hinted at compliance with
FIGHT’s demands.

In this situation, FIGHT needed to force their demands on Kodak, but
they found conventional mediums of influence such as demonstrations
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or economic boycotts ineffective. In his book Rules for Radicals, Saul
Alinsky, a well-known American activist who had been invited to lead
FIGHT, recalled the birth of a new tactic of proxy fight as follows:

As the lines were drawn for battle it became clear that the usual strat-
egy of demonstrations and confrontations would be unavailing. . . .
We then began looking for appropriate tactics. An economic boycott
was rejected because of Kodak’s overwhelming domination of the
film-negative market. . . . Other wild ideas were tossed about. . . . The
proxy idea first came up as a way to gain entrance to the annual
stockholders’ meeting for harassment and publicity. . . (Alinsky, 1971:
pp. 170–2)

Furthermore, Alinsky endeavours to persuade fellow activists that
rationality does not work much in creating a new tactic as follows:

[T]actics are not the product of careful cold reason. . . . [T]hey do 
not follow a table of organization or plan of attack. Accident, 
unpredictable reactions to your own actions, necessity, and impro-
visation dictate the direction and nature of tactics. (Alinsky, 1971:
p. 165)

At first glance, our explanation looks similar to the previous theories
that understand the emergence of shareholder activism basically as a result
of choice among monitoring mechanisms. However, in at least three
points, our argument is different from that of the existing studies.

First, previous theories delimit the actors of shareholder activism and
their motive, albeit implicitly. They assume that shareholders resort to
activism for financial interest. By contrast, our emphasis on cognitive
linkages in shareholder activism does not necessarily presume any actor
or motive. On the contrary, our explanation underlines the indetermin-
acy of actor and aim of shareholder activism. According to our frame-
work, shareholder activism can occur even when non-shareholders who
face various problems other than stock returns recognize the adequacy
of shareholder rights as a remedy to their own problems.

Second, partly related to the first point, previous theories assume that
shareholder activism always exists in the alternative set of the actor and
that the actor is fully aware of it. On the other hand, our study high-
lights that, when explaining the emergence of shareholder activism, we
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should generally investigate the process of incorporating shareholder
activism into the existing alternative set and of selecting it out of the
extended alternative set. This is important even for a traditional type of
shareholder activism in which shareholders pursue their own financial
interests because, for many shareholders, activism has not been a con-
ventional way of dealing with low stock returns.

Third, also related to the first point, the factors in favor of shareholder
activism introduced by existing theories have very limited applicability.
The story is mostly about institutional investors. Our study suggests
that these factors do not generally encourage other types of shareholder
activism. Furthermore, we argue that factors affecting the emerging process
of shareholder activism are too various and case-specific to generalize.
Among various external factors, the impact of government policy is the
only factor that existing studies and our own have in common. However,
we point out in the following section that even government policy does
not have a decisive impact on the emergence of shareholder activism.
Therefore, generalization should be sought in the inherent characteristics
of shareholder rights, which really is a common element of all types of
shareholder activism, instead of a variety of external factors. These char-
acteristics of shareholder rights will be summarized below.

Regular ongoing use

How could the PSPD shareholder activism transform itself from an
unconvincing one-off trial into a regular instrument? The answer lies in
both sides of the cost-effectiveness of PSPD shareholder activism.

Shareholder activism as an effective remedy

Shareholder rights are an effective medium of influence on the corpor-
ation, because of two unique characteristics: the rights to residual claims
and to residual control.

The PSPD discovered that, being a residual claimant, a shareholder
can argue even non-financial issues more extensively and more legit-
imately than other stakeholders such as employees and social activists.
In many cases, shareholders can link a seemingly unethical or unfair
decision of a corporation (e.g., pollution) with their investment return
(e.g., loss of sales due to a boycott by environment-conscious consumers).
For a similar example from the case the Medical Committee’s antiwar
campaign against Dow Chemical, Dr Quentin Young argued that the
Medical Committee was motivated primarily by moral concerns for the
preservation of human life but also by concern for the financial conse-
quences to the firm from negative publicity generated by protests against
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Dow (Talner, 1983). This is a persuasive argument in mobilizing the
shareholders, attacking corporate policy, and resorting to the courts.

Furthermore, the shareholders are endowed with residual control rights
over a corporation such as a right to participate in general shareholder
meetings, to which other stakeholders are not entitled. Some of this
access can be gained by holding only one share. In 1969, for another
example, Charles Pillsbury purchased one share of Honeywell stock and
then asked the company to provide him with a list of its shareholders so
that he could share his concerns about Honeywell’s production of war
material with fellow owners (Talner, 1983). In this sense, shareholder
rights can also be an economic way of gaining access to the company.

Based on this effectiveness and a favorable socio-political context, the
PSPD won several consecutive victories after the first trial at the KFB.
These successes reinforced the PSPD’s incentive to continue using minor-
ity shareholder rights. Popular responses also encouraged the PSPD to
enlarge the scope of its shareholder activism to the big five chaebol.

Efficient management

Since it is costly to maintain continuous shareholder activism and its
mobilizing structure, it is crucial to reduce costs as much as possible. The
PSPD case suggested a few ways of reducing costs.

First, the PSPD started with less costly activities such as attending
shareholder general meetings because, at least at the initial stage, there
were few resources to mobilize and the prospect of success was relatively
unclear. This also applies to Saul Alinsky’s FIGHT case in which they also
started by attending an annual general meeting, which requires a rela-
tively small number of shareholders and experts, compared with other
activist action such as proxy fights or derivative suits.

Second, existing studies of shareholder activism do not deal specif-
ically with how to mobilize resources, but they implicitly assume that
these exist outside of the actor of shareholder activism and are therefore
costly. However, the PSPD showed that some essential resources such as
expertise and shareholders can be internalized within the organization,
which greatly reduced mobilizing costs.

Third, by a masterful, albeit imperfect, framing that accommodated the
minimum essence of the new and old views of a corporation, the PSPD
managed to acquire support from company law specialists and institu-
tional investors who sympathized with the new view as well as from social
activists who supported the old. This suggests that the costs of mobilizing
resources can be changed not only by government policy but also by
cultural manipulation.
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Thus seen, under a given set of conditions, an entrepreneurial organizer
can reduce the costs of shareholder activism significantly by: (1) choosing
a target action deliberately; (2) internalizing some essential resources
within the mobilizing structure; and (3) reinterpreting the given situation
from the viewpoint of essential resource providers.

Society-wide spread

It is too early to decide whether PSPD activism will lead to a general
spread of shareholder activism in Korean society. Nonetheless, we can
see two aspects of PSPD activism which may induce society to accom-
modate shareholder activism more than before.

Producing a new script

The use of shareholder activism ceases when the user achieves his/her
goal. We presume that this is what happened with most of the share-
holder action before the PSPD’s. The shareholder activism prior to the
PSPD’s was short-lived and thought of as an exceptional incident rather
than common practice. For this reason, many people even believe that
there was no shareholder activism before the PSPD’s activity.

Contrarily, whenever it has succeeded in fighting an issue, the PSPD
has shifted its concern to another chaebol issue in the same company or
to an issue in another company which can be tackled with shareholder
activism (see Table 5.4). This continuous issue raising is important for
the institutionalization of shareholder activism. Barley and Tolbert’s (1997)
explanation of institutionalization is a useful concept here. According to
them, institutional change occurs when a new script different from the
previous ones is formed and maintained. Here scripts mean observable,
recurrent activities and patterns of interaction characteristic of a particular
setting. If we find differences between recent and past scripts, we could
say that the institution has changed. For an institutional change, we
need an actor which forms a new script and continuously acts, or forces
other actors to act, according to the new script.2

From this perspective, we can say that throughout their activities, the
PSPD have produced a ‘script’ to the effect that the chaebol shall experi-
ence shareholder activism whenever they attempt to engage in activities
such as ownership concentration, diversification and in-group support.
At the same time, they have produced a script to the effect that share-
holders whose wealth has been appropriated by corporate insiders have
a way of putting pressure on management through the various tools of
shareholder activism.
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Organizational spin-offs

Related to the issue of continuity, one thing that we should note here is
the reproduction of a key actor. This includes the voluntary imitation by
other actors, but an interesting point from the PSPD case is the diversifi-
cation of the original activist group once it becomes aware of the poten-
tial of shareholder activism. Through the establishment of the law firm
Hannuri and the CGCG, the PSPD sought to institutionalize its share-
holder activism so that it could be operated on a commercial basis.

Social movement theorists have identified two dynamic processes
through which movement entrepreneurs have been produced: (1) cultiva-
tion within an organization; and (2) cadre diversification between organ-
izations. Seldom do individuals join a movement organization per se, at
least initially. Rather, it is far more common for individuals to agree to
participate in some activity or campaign by devoting some measure of
time, energy, or money (Lofland and Jamison, 1984; McAdam, 1984;
Snow, Zurcher and Ekland-Olson, 1980). Through their participation
some members are cultivated into more enthusiastic entrepreneurs.3

Once cultivated, hard-core activists can move into and open other
fields of social movement. Among social movement scholars, this “cadre
diversification” was thought to be critical in launching a wide array of
social movements (Jenkins, 1983b). In other words, the movement
entrepreneurs are typically generated by the “fractionalization of previ-
ous movements.” The dynamic processes of mobilization, cultivation
and cadre diversification are illustrated in Figure 8.1.

“Latent” or “Conscience” Constituencies

Entrepreneur
activist

Mobilizing
organization

Collective
action

Mobilization Cultivation Cadre Diversification

Figure 8.1 Dynamics of collective action organization



From this, in order to understand the institutionalization of shareholder
activism, we need to pay more attention to the rise of the key actors who
continuously raise issues and to the transmitting mechanism of share-
holder activism to other actors. Viewed from the important role of a
change agent in institutionalization, efforts by many governments to fos-
ter an actor triggering institutional changes in corporate governance are
thought to be adequate. For example, the Malaysian Institute of Corporate
Governance (www.micg.net) was incorporated under the Companies Act
of 1965 in March 1998 as a public company. Similar examples in the
Asian region include the Indonesian Institute for Corporate Directorship
(www.iicd.or.id), the Chinese Center of Corporate Governance and the
Center for Corporate Responsibility (Philippines, www.rvr.aim.edu.ph).

Implications

Policymakers

Many believe that corporate governance reforms which promote share-
holder monitoring positively affect the emergence of shareholder activism.
From our study, we can say that government policy is important in the
sense that it can encourage the potential activist to include shareholder
activism in his/her choice set and can reduce the costs of shareholder
activism.

Corporate governance reform influences the emergence of shareholder
activism through at least three channels, two of which we can find in
the PSPD case.

The strongest and most assured way of triggering and institutionaliz-
ing shareholder activism will be for the government to force it by legis-
lation. When this happens, we can say that the government policy causes
the emergence of shareholder activism, and there is little need for further
study about the reasons for its emergence. Rather, the focus of study should
be on the informal side of institutionalization, such as how the society
adjusts to the forced use of shareholder activism.

Another role that government can play to encourage shareholder
activism is to reduce the costs of such activism, such as solicitation costs.
In the case of PSPD shareholder activism, they could not file a derivative
suit, which costs more but has a greater impact than the early actions
such as attending a shareholder meeting, until the shareholding require-
ments for a derivative suit were lowered.

Lastly, an important role of the state, which previous studies have missed,
is that it can hint, to a potential activist, at a new frame which links share-
holder activism to a given problem and justifies the use of shareholder
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activism. We have mentioned this point with regard to the impact of the
socio-political context on the PSPD’s noticing shareholder activism. From
the PSPD case study, we can say that in influencing the emergence of
shareholder activism, this role of the government precedes the role of
reducing monitoring costs. If a potential actor does not include share-
holder activism in his/her choice set of ameliorative actions, reduced
monitoring costs will be irrelevant.

Nevertheless, it should be noted that it is not a decisive factor in mak-
ing shareholder activism occur unless it removes the potential actor’s
freedom of choice by forcing shareholder activism. The final action by
the potential activist is more critical to the emergence of shareholder
activism than government action. This leads to the second implication
for the adequacy of the current policy model.

As shown in the Introduction, among policymakers, it has been
understood that there exists a virtuous cycle between corporate govern-
ance reform and shareholder activism (Figure 0.1). The policymakers’
understanding of shareholder activism as described here is based on the
return maximization assumption of shareholder behavior and the share-
holder model of a firm. Let’s see how these assumptions work in designing
corporate governance reform.

A reason for the importance of corporate governance based on the
shareholder model is that it enhances individual countries’ long-term
economic performance (Wright, 1999). A basic assumption of this belief
is that a shareholder is a beneficiary of residual returns and a rational
economic agent maximizing returns. Since shareholders’ efforts to increase
their own residual returns will increase the value of the firm with the
amount of investment unchanged, efficiency, which is measured by
the ratio of output to input, will also increase. Shareholders’ self-interested
behavior to increase their own income will force managers to choose
management strategies to maximize firm value, and eventually maximize
the total value of the firm in which they have invested (Alchian and
Demsetz, 1972).

To present the general understanding of shareholder activism depicted
in Figure 0.1 more clearly, Figure 8.2 adds the return maximization
assumption of shareholder behavior and the shareholder model regard-
ing the nature of the firm necessary to make this virtuous cycle logical.

However, the emergence in Korea of shareholder activism that does
not seem to follow the shareholder model challenges the premise on
which the current interest in shareholder activism has been based. We
have argued that the emergence of shareholder activism may be a com-
bined result of the actor’s pragmatic disposition, the coercive power of
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shareholder rights and favorable social contexts. One of the most import-
ant inferences drawn from this argument is that shareholder activism
can be combined with either a private property view or a social entity view
of the corporation. According to our framework, shareholder activism may
occur even when non-shareholders who face various problems other than
stock returns recognize the adequacy of shareholder rights as a remedy
to their own problems.

This point can be illustrated as follows. There are two cogwheels: (1)
shareholder activism based on the shareholder model; and (2) one based
on a stakeholder model. They are engaging each other, and the point of
contact, that is, a common element of both shareholder activisms, is the
characteristics of shareholder rights as an effective influence on a corpor-
ation. Let’s suppose that we are oiling Wheel I in order to make the
wheel (i.e., shareholder activism based on the shareholder model) rotate
more smoothly. But, since the two wheels are engaging each other, the
oiling also affects the other wheel’s rotation. Which wheel will rotate
faster will be determined by the size of each wheel. But strangely these
cogwheels can vary in size, and we cannot predict which wheel will spin
faster. The relative size of the two cogwheels depends on the framing,
that is, who will take notice of the power of shareholder rights, and from
what perspective.

Can the government separate these two wheels artificially? Institu-
tionalization includes both a formal part such as regulatory changes,
which the government can control almost completely and a informal
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part more or less out of the government’s control. It is difficult for the
government to manipulate shareholder behavior in order to suppress
the emergence of types of shareholder activism which the government
did not expect when designing corporate governance reform. Buying
shares gives the shareholder a right to residual control and to residual
claims. However, this does not oblige the shareholder to maximize invest-
ment returns. Even if the shareholder pursues return maximization, it
has been argued that there are various ways of pursuing it.

Furthermore, informal institutions can affect their formal counter-
parts. As discussed in Chapter 1, for example, the Medical Committee
for Human Rights who protested against the use of napalm in the
Vietnam War obtained a historical decision of the US Court of Appeals
for the District of Columbia Circuit which allowed the use of share-
holder proposals to confront management on business matters with social
impact (Talner, 1983).

Therefore, we can conclude that the government cannot separate
these two wheels. It is certain that government policy is one of the power-
ful tools to change people’s behavior. Institutional change is frequently
analyzed as a result of supply and demand for policy (Alston, 1996; Lin
and Nugent, 1995). However, government action does not determine
the whole direction of institutional change.4 If the group targeted by a
policy does not act as predicted by the policy, then policymakers should
investigate what this unpredicted behavior means to the original policy
goal and how they should deal with it (Hogwood and Gunn, 1984).
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Scholars

In the corporate governance literature, it is said that there are two differ-
ent views of a corporation: the shareholder model and the stakeholder
model5 (Mayer, 1996; Shleifer and Vishny, 1997; OECD, 1998b).
According to the shareholder model, or private property view, the objec-
tive of the firm is to maximize shareholder wealth. This model views the
corporation as the private property of shareholders and its market value
as a major performance standard. On the other hand, the stakeholder
model, or social entity view, sees the corporation as responsible to all stake-
holders in the firm, a wider constituency than shareholders. According
to this view, the corporation is not strictly private and should be a socially
responsible institution managed in the public interest. Accordingly,
performance is judged by the overall advancement of the general welfare
of the various constituencies. Some distinct characteristics of these two
models are compared in Table 8.1.

From the discussion of PSPD shareholder activism, we can see that
these two views interacted to cause one of the most successful share-
holder activisms in developing countries. In Figure 8.4, we illustrate the
emergence and institutionalization of PSPD shareholder activism, a sim-
plified version of Figure 6.3. Throughout the process these two models,
which previous scholars have taken to be different and irreconcilable,
are closely intertwined. Therefore, we will have to reconsider the argu-
ment that the two models are distinct.

In this sense, two recent developments are observable. First, actors in
shareholder activism have diversified to other stakeholder groups. In
2005, for example, 44 percent of corporate governance proposals in the
US were made by trade unions (Georgeson Shareholders, 2005). Religious
organizations account for 6 percent and public pensions, the main object
of previous studies, only 4 percent. Second, activist concerns are blend-
ing. It is usually understood that shareholder activism has addressed two
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distinct issues – financially-oriented corporate governance issues and
politically-motivated social issues – and these two types of shareholder
activism should be studied separately for they do not share a common
element in terms of motives, objectives and goals. However, recent devel-
opments witness that social activists have become much interested in
conventional corporate governance issues and shareholders are much
concerned about social issues. Shareholder activism is now evolving into
a means of influence exploited by wider stakeholders (Cespa and Cestone,
2002; O’Rourke, 2003; Doh and Guay, 2006).

Our argument is supported further by recent discussion on ethical
investment. Current debate has developed in two directions. One direc-
tion includes a movement from the stakeholder model to the share-
holder model (e.g., Simon, Powers and Gunnemann, 1972; EIRIS, 1993;
Sparkes, 1995). The argument goes: “Are you conscious of corporate wrong-
doing such as child labor? Then buy some shares of the corporation con-
cerned. If you become an owner (i.e., shareholder) of the corporation,
then you can have a legitimate say in the corporation’s unethical behav-
iors.” Obviously, this argument is based on the lack of any powerful
influence within the traditional alternative set (➀ in Figure 8.4), and on
the unique characteristics of shareholder rights, discussed above (➁ in
Figure 8.4).

The other direction moves from the shareholder side to the stake-
holder side. This argument highlights the fact that stakeholder-sensitive
management will improve not only the social but also the financial per-
formance of the corporation (e.g., Johnson and Greening, 1999; Weaver,
Trevino and Cochran, 1999; Roman, Hayibor and Agle, 1999; Harrison
and Freeman, 1999). A typical argument goes: “Are you worrying about
low returns in your stock investment? A reason may be that the com-
pany has low ethical standards. If you want to increase your investment
returns, you will have to be concerned with corporate citizenship as well
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as financial management.” This argument is based on a frame alignment
between the two models (➂ in Figure 8.4).

It might still be helpful for some purposes to consider the shareholder
and stakeholder models separately, but in the real world we will have to
be aware that they are never completely separable.

Managers

What changes can be brought to corporate management by changes in
corporate environment such as strengthened shareholder rights?

Recent corporate responses to corporate governance reform have
centered on investor relations. Investor relations are a company activity
which provides information about the company’s business and financial
performance to existing and potential shareholders. Is it sufficient for
managers to prepare only for financial shareholder activism?

In lieu of the possibility of the simultaneous rotation of the two wheels,
managers cannot safely disregard any issues that a shareholder raises.
They cannot ignore them for the simple reason that they are not financial.
In other words, as financially motivated shareholder activism puts pres-
sure on managers, so does politically motivated activism. Furthermore,
as shown in the PSPD case, in some social contexts, politically motivated
activism might put a greater pressure on a corporation and its managers
than financially motivated activism. Therefore, as far as managers are
forced to listen to the demand of shareholder activists, whether motiv-
ated by a non-financial or financial cause, there is no point, from the
manager’s point of view, in excluding non-financial activism from con-
sideration a priori.

In order to respond to the demands of various types of shareholder
activism, managers must understand what exactly the activists pursue
and under what conditions they campaign against a corporation. This
book suggests that, in coping with shareholder activism with various
demands, the business may need to take specific case-by-case approach.
In other words, “stakeholder analysis” may be required rather than investor
relations or overall public relations in the age of shareholder activism
proliferation. According to Freeman and Reed (1983):

The propositions of stakeholder analysis advocate a thorough under-
standing of a firm’s stakeholders (in the wide sense) and recognize
that there are times when stakeholders must participate in the decision-
making process. The strategic tools and techniques of stakeholder
analysis yield a method for determining the timing and degree of
such participation. At the absolute minimum this implies that boards
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of directors must be aware of the impact of their decisions on key
stakeholder groups. As stakeholders have begun to exercise more politi-
cial [sic] power and as marketplace decisions become politicized, the
need for awareness to grow into responsiveness has become apparent.
Thus, the analytical model can be used by boards to map carefully the
power and stake of each group. (pp. 95–6)

In fact, managers frequently have to determine case-by-case whose inter-
ests should have priority. To put it in another way, more often than not
other stakeholders’ interests are also allocated ex post facto and they will
possibly compete with shareholders’ share. No matter how strongly the
proponents of the shareholder model may argue that managers are agents
of a single principal, i.e., shareholders, the reality makes them agents of
plural principals (Bowie and Freeman, 1992).
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Introduction: Shareholder Activism and Corporate Governance
Reform

1 The term ‘corporate governance’ has been used in various ways (Cochran and
Wartick, 1988). Here we will start our discussion by adopting one of the most
prevalent definitions of corporate governance, that is, “relationship amongst
shareholders, boards of directors and managers” (Business Sector Advisory
Group on Corporate Governance, 1998: p. 7. See also Monks and Minow,
1995.). This definition will be reviewed in Chapter 8 with regard to the aca-
demic implications.

2 Chapter 1 will discuss the concept of shareholder activism in a greater detail.
3 Securities Commission Act, §57.
4 This study focuses on the early stage of PSPD activism (1997–2000) and draws

on interview and archival data sources.

1 Defining the Object of Study

1 The first two sections of this chapter are mostly based on Rho (2006).
2 One thing to note in relation with this trend is that the new terms for social

issue activism also contain Hirschman’s (1970) exit option through divest-
ment and negative screening. If we agree with the previous discussion that 
the voice option is a distinguishing feature of shareholder activism, then 
the new terms go beyond the boundary of shareholder activism in this dis-
cussion. Figure 1.1 appearing later will make this point clear. (See the differ-
ences between shareholder monitoring and shareholder activism in broader
terms.)

3 Here Black’s (1990) expression of “to communicate a desire for change 
(p. 522, fn.3)” can be regarded as voice.

4 For this reason, Black’s definition of shareholder activism should be read as
‘monitoring and communications’ rather than ‘monitoring or communica-
tions’ as originally suggested.

5 Although voice alone is viewed as shareholder activism in narrower terms,
monitoring is a prerequisite for the voice option. This point will be elaborated
on in the section of ‘Who does what? – On shareholder proactivity’.

6 There are two types of lawsuits shareholders can bring to enforce managers’
fiduciary duty. One is a derivative suit brought by shareholders on the corpo-
ration’s behalf; the other is a direct suit brought by shareholders in their own
right. Again, according to the scope of parties bound by the results of the
action, the latter can be divided into two: an individual (or personal) action
and a class (or representative) action.

7 Here we will use the two terms of ‘emergence’ and ‘rise’ interchangeably. Some
scholars have used one term more frequently than the other (for ‘rise’ Davis
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and Thompson, 1994; Bethel and Gillan, 2002; Song and Szewczyk, 2003; for
‘emergence’ Smith, 1996; Marens, 2002), but their meanings remain within the
same scope of the discussion in this section.

2 Explaining Activism (1)

1 Most of this paragraph is drawn from MacKinlay (1997) and Weston, Chung
and Siu (1998). For more detailed discussion about the procedure of an event
study, see both.

5 Political Opportunity

1 Korean business conglomerate groups such as Hyundai and Samsung are gen-
erally referred to as the ‘chaebol’. A chaebol can be defined as a business group
consisting of companies controlled by family members in many diversified
business areas (Steers, Shin and Ungson, 1989). Sometimes, the chaebol
represents the dominant family itself. A ‘chongsu’ is a representative figure 
of the dominant family of a chaebol. Usually a chongsu is titled as chairman of
the group. For example, Lee Kun Hee is the chongsu, or chairman, of the
Samsung Group.

2 Chung Kwang Sun has frequently been involved in Korean government pol-
icy in the financial sector. Recently he has been a member of the Securities
and Futures Commission in the Financial Supervisory Commission (FSC), a
government agency. Chung has also been active in the academic discussion
on corporate governance. In 1990, he co-authored a textbook of finance-based
corporate governance theory (Weston, Chung, and Hoag, 1990), the second
edition of which was published in 1998 (Weston, Chung, and Siu, 1998). In
October 1994, a few months before the Segehwa committee, Chung had writ-
ten a report Corporate Competitiveness and Corporate Governance commis-
sioned by the Korea Institute of Finance (KIF), a research center established
by the Korea Federation of Banks.

3 On 21 October 1994, Seongsu Bridge, then the third most congested of the
15 bridges in Seoul, collapsed. This accident claimed 32 lives including 9
schoolgirls on their way to school. As soon as questions were raised as to who
was responsible, Dong Ah Engineering and Construction, the constructor of
the bridge, announced that it would donate a replacement to the country.
Reflecting the national sentiment, the OSS described this as an attempt to
relieve the company’s chairman (and controlling shareholder) Choi Won-suk
from legal and moral responsibilities at the cost of minority shareholders’
wealth.

4 A cumulative voting is a method of voting for corporate directors where each
shareholder can multiply the number of shares owned by the number of direct-
orships being voted on. The shareholder can then cast the entire total for
only one director (or any other distribution as the shareholder pleases). This
creates a strong possibility that minority shareholders can elect their repre-
sentative to the directorship.

5 On 3 August 1972, the Korean government wrote off, at a stroke, all private
loans of less than 300 thousand won in value and granted up to a year’s grace



to debts less than 3 million won in order to ease the burdensome liabilities of
Korean companies. This is called the ‘8.3 Measure’.

6 In 1997, on the abolition of the Capital Market Furtherance Act, the provi-
sions for ESOAs were integrated into the Securities Act. See Figure 7.3 for the
recent 10 years’ growth of the ESOAs.

7 In the Monopoly Act, a more formal term “the large-scale business group”
was introduced instead of the colloquial term of ‘the chaebol.’ And for the sake
of administrative accuracy, the Monopoly Act requires that the FTC annually
designate the business group and its affiliates. Therefore, the large-scale busi-
ness group is an accurate expression when we mention the object of the
Monopoly Act. Notwithstanding, we will use the term chaebol for termino-
logical simplicity. The chaebol in our study (such as Samsung, Hyundai, and
SK) have always been on the FTC list of large-scale business groups.

8 In the face of increasingly large mass demonstrations calling for direct 
presidential election, the government finally accepted the nation’s ardent
wish on 29 June 1987. That period was commonly called the “Spring of
Democratization”.

9 There existed a fourth group when the PSPD was founded. It was the human
rights activist group. Most of the group members had joined in the Sarangbang
(meaning “a Korean lounge in a traditional private house”) Group for Human
Rights led by Suh June-Sik since 1992. The Sarangbang Group went back to its
own way very soon, and did not have any direct connection with the rise of
PSPD shareholder activism.

10 We indicate the identity of the interviewee in the order of his/her occupation
and alphabet showing personal identity (e.g., individual shareholder L). As
for the PSPD members, we add the information about whether the inter-
viewee is affiliated to the PEC or not (e.g., PEC lawyer C or PSPD academic G).
A main reason for this is to distinguish the members engaged in real action
(i.e., key agents) from those who are not (i.e., broader contexts).

11 The Participatory Economy Committee (PEC) is a subsidiary body of the
PSPD in charge of the PSPD’s shareholder activism. In most cases, these two
names can be used interchangeably. To avoid reader’s confusion, we will use
the PSPD as a generic term for the collective agent of the Korean shareholder
activism under study because it is better known to the outside world than the
PEC. However, the views held by these two groups are not always consistent.
Therefore, we will mention the PEC instead of the PSPD only when the
action or interpretation under discussion does not necessarily apply to that
of the PSPD. Especially, the discussion about resources mobilization in
Chapter 7 will focus on the PEC not the PSPD. This is because it is the PEC
which has mobilized shareholder activism.

12 In an interview with the author, Jang Hasung, the then Chairman of the PEC,
said that the PEC executive members each had their own specialties (e.g.,
finance, law, and so on) and that Kim Ki-Won was an expert in conceptualiz-
ing the chaebol problem as a whole.

6 Framing Process

1 This distinction can easily be found in other economies. For example,
William Allen argued that two “schizophrenic” conceptions of the corporation
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co-existed in American society (Monks and Minow, 1995). Also, these two
conceptions can be referred to as the shareholder model and the stakeholder
model of a corporation, respectively.

2 For earlier examples of each case, see Rho (2002).
3 Dong-A Ilbo is the newspaper with the largest circulation in Korea (Editor and

Publisher, 2000).
4 The CCEJ also associated shareholder rights with the abuse of economic

power. However, as usual, the CCEJ only demanded that the government
grant minority shareholders more power. A fundamental difference between
the CCEJ framing and the PSPD framing is that the shareholders stay within
the PSPD movement, but not in the CCEJ’s. Our interpretation is that this is
mainly due to the PSPD’s movement tending to involve a legally interested
party.

5 The PSPD disclosed that 12 shareholders had trusted the PSPD with their
shareholder rights (PSPD, 1997).

6 It is believed that drawing public attention to its activities is important for it
creates a favorable political opportunity for other interested parties such as
employees and other shareholders to ponder the problem that the activists
raised and to rethink what their corporation should be (FOE, 2000).

7 Certainly the major reason for the expansion was the apprehension that the
big five would survive the government’s policy to suppress group manage-
ment (PSPD, 1998). Notwithstanding, if the PSPD members had doubted the
effectiveness of shareholder activism, such expansion could have not been
that prompt.

8 To borrow a term developed in social movement theory, the PSPD used a “frame
bridging” strategy. From observations of various social movements, Snow et al.
(1986) propose four types of frame alignment processes: (1) frame bridging; (2)
frame amplification; (3) frame extension; and (4) frame transformation. Among
them, frame bridging is to link two or more ideologically congruent but struc-
turally unconnected frames regarding a particular issue or problem.

9 Influenced by the traditional notion that working with shareholders is basic-
ally representing capitalist interests, some PSPD members were suspicious
about the compatibility between shareholder causes and those of the PSPD.
“In the leftist tradition [which influenced the PSPD], something [capitalist]
like shareholders or the board of directors had never been a consideration”
(PEC academic A, interview on 6 February 2001). In other words, shareholder
interests were not thought to be compatible with progressive movements like
the PSPD’s.

10 We can see the similarity of this view with the government’s view described
in Chapter 5 regarding the expected role of the chaebol as a ‘prudential
trustee of national assets’.

11 The PSPD’s minimalist approach can also be found in its selection of a target
firm and collecting information about the firm. The PSPD shareholder activism
concentrated on a small number of core firms of the big chaebol. They also
focused on the analysis of revealed events instead of finding new hidden
problems.

12 It was pointed out, for example, that in other economies, such as the United
Kingdom, company law should be more accommodating to the economic
reality of a business group.
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The central problem raised by the group business is: How can the group
be allowed to operate as a group while at the same time ensuring full pro-
tection to minority shareholders in (and creditors of) the subsidiary com-
pany or companies? The law has failed to answer this very difficult
question, and the economic reality is ignored in favour of the legal real-
ity, namely that each and every company within the group is a separate
legal entity, and that therefore the directors of each company owe an
overriding duty to that company to act honestly in the interests of that
company irrespective of the interests of other companies in the group or
of the ‘group enterprise’ (of which there is no legal definition). (Xuereb,
1989: p. 6)

13 It should be noted that, due to the voluntary services of its members, PSPD
shareholder activism cost much less than other shareholder activism.
Therefore, the PSPD did not have to worry much about the costs. For them,
the heaviest cost was that of failure, which they tried to avoid by starting
with less disputable problems. Chapter 7 will discuss this in detail.

7 Resource Mobilization

1 When we discuss internal resources, we usually indicate the PEC instead of the
PSPD. This is because the PEC leads the PSPD shareholder activism, although,
to the outside world, the PSPD is better known as the actor of shareholder
activism than the PEC.

2 One thing that we should mention here is that the analysis in this chapter was
made mainly from the PSPD’s view. Since the mobilization is an interactive
process between the mobilizer and the mobilized, the motivation of resource
providers should also be studied. However, the study of resource providers
could be such a large task in itself that it could require a separate research pro-
ject. For this reason, this chapter will describe the motives of respective
resource providers only briefly, within the limits of the observations made.

3 The standard cost of living for a four-member family is 2.9 million won per
month (PSPD, 2001a).

4 This does not mean that older members are not inclined toward social reform.
Korea has a long tradition of student movements, which is one of the major
streams of progressive movements. This simply explains that the younger
generation who are in a majority on the PEC (19 out of 22 members as of the
end of 2000) share an inclination toward social reform.

5 This attitude is closely related to the PSPD’s minimalist strategy. We can say
that the PEC keeps silent outside of the scope established by the minimalist
approach. See Chapter 6 for more about the minimalist approach.

6 His contribution in this frame alignment is more evident in the diagnostic
frame than in the prognostic frame. See Chapter 6 for some results of this
frame alignment.

7 This is the title of a biography of Robert A. G. Monks, a well-known American
shareholder activist, written by Rosenberg (1999).

8 The increased percentage of other revenues in 1999 was rather incidental. In
that year the PEC took over a training program for outside directors, which
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the Institute for Business Research and Education, Korea University, the ori-
ginal organizer, could not manage for various reasons. This was temporary and
such a training program was not held again by the PEC. So far, the PEC has
refrained from increasing revenues through profit-making business.

9 Given their wide range, different supporters wanted different things. An unem-
ployed person cut his living expenses “to prevent the chongsu’s arbitrariness”
while another supporter bought and entrusted to the PSPD his shares “just to
contribute to a clean and stable society” (Lee, J., 1999).

10 Although the anti-chaebol sentiment of the nation has been a great burden
for the chaebol, no thorough study has been made of it. A few studies, cited
in Kang, Choi and Chang (1991) and Cho D.-S. (1997), have surveyed public
attitudes toward the chaebol, but how the nation has come to have such a
negative attitude has not yet been investigated. This is a topic beyond the scope
of this book. Here, we just note that the sentiment has defined the environment
in which the chaebol operate. A huge placard hung outside the FKI building
saying “Let’s love the firm; Let’s revive the economy” was observed during
the fieldwork, which well illustrates how desperate the chaebol feel about
reversing the sentiment.

11 Shadow voting means that institutional shareholders proportion their votes
to other shareholders’ so that they cannot affect others’ decision. For exam-
ple, when other shareholders vote on an item at the ratio of seven for and three
against, institutional investors’ votes should be distributed at the same ratio.

12 The KSE’s Regulation on Disclosure of Exercising Voting Rights to Listed Corporations
by Securities Investment Trust Companies, formulated December 1998, stipu-
lates that a securities investment trust company, securities investment com-
pany, or trust company shall disclose its position by five days prior to the
date of the shareholder meeting, when it intends to exercise its voting rights
at a shareholder meeting of a listed corporation.

13 Schwab and Thomas (1998) suggested four reasons why the US unions were
taking a new role as shareholders. First, employees are also residual claimants.
Second, they have insider information. Third, they have fewer conflicts of
interest than institutional investors. Fourth, the younger generation of the
union is more interested in capital gains than in stable job conditions.
However, the first three reasons exist at all times, so it still needs to be
explained why the US unions decided to take a new role to monitor the man-
agement at a specific point in time. Furthermore, the third reason, fewer con-
flicts of interest, should be reconsidered because taking a role as a capital
provider seriously challenges the existence and strategy of a traditional trade
union as explained in this study with regard to the decomposition of labor.

14 Originally, “decomposition of labor” refers to the process of differentiation
within the working class, such that it is no longer a homogeneous group, but
is instead stratified internally by skill level (Dahrendorf, 1959). On the other
hand, our discussion about a new type of decomposition of labor entails
internal stratification according to shareholdings.

15 Bahk, a Harvard graduate, has participated in the CCEJ. In 2000, he took office
as Vice Chairman of the Economic Justice Research Institute, a research arm
of the CCEJ.

16 In 1998, the PSPD started a road show to explain their position and to secure
support from foreign investors.
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8 Conclusion

1 In the same vein, it is also expected that the worldwide expansion of corporate
governance debates and of shareholder activism will draw global attention to
shareholder activism. However, our assumption is that this global expansion
is likely to be transmitted, amplified, and modified by local actors to produce
a country-specific impact rather than to exert a global blanket influence. In
our case, Chung Kwang Sun’s Segehwa report and its social impact support this
assumption. See Chapter 5.

2 Institutional change is a continuous process of making initial scripts and act-
ing on the basis of such scripts. In fact, this is what most social movement
organizations do to change the established system. Within the established sys-
tem, the means of institutional change is similar. For example, in order to
form a script that a seat belt should be worn at all times when driving, the
police launch various campaigns such as education and ticketing.

3 Strictly speaking, cultivation is a part of the resource mobilization process.
But, by and large, the term “cultivation” applies only to mobilization within
an organization, while mobilization includes activities inviting sympathizers
to participate in the social movement.

4 There have been some efforts to pay attention to the view of those who are
affected by the government action. Sociology of law, for example, has estab-
lished a strong tradition of pluralistic conceptions of law. In contrast to “jurid-
ical monism” which understands that the law comes into existence only by
state action, “juridical pluralism” views state law as only one form of law and
is not necessarily to be seen in sociological terms as dominant (Cotterrell,
1995). “Law may be seen as including unofficial as well as official and intui-
tive as well as positive forms” (ibid.: p. 30). Also in policy evaluation, there has
been an attempt to listen directly to those who are affected by the policy
(Salmen, 1987; Stone, 1992).

5 The word “stakeholder,” coined in an internal memorandum at the Stanford
Research Institute in 1963, refers to those groups without whose support the
organization would cease to exist (Freeman and Reed, 1983). The list of stake-
holders include: (1) contractual partners (e.g., shareholders, creditors, employ-
ees, suppliers, and customers); and (2) other social constituents (e.g., members
of the community in which the firm is located, environmental interests, local
and national governments, and society at large) (OECD, 1998b).
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