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Abstract 

This paper explores the legal and corporate governance issues surrounding the Samsung C&T and Cheil 

Industries merger scandal in South Korea. The merger, which aimed to consolidate control within Samsung 

Group, was marred by allegations of insider trading, market manipulation, and fraudulent practices that 

disproportionately benefited top executives and institutional investors. Using this case as a focal point, the paper 

analyzes South Korea’s corporate law, particularly its mechanisms for regulating mergers and acquisitions and 

combating financial misconduct. Through a comparative analysis of South Korean regulations and international 

standards, such as the U.S. Sarbanes-Oxley Act and EU Corporate Governance Codes, the paper evaluates the 

effectiveness of South Korea’s legal framework in addressing large-scale corporate fraud. The study highlights 

the gaps in corporate governance and legal enforcement, calling for stronger reforms to ensure transparency, 

accountability, and shareholder protection. The paper concludes by discussing the broader implications of the 

scandal for public trust in corporate governance and the future of South Korean economic regulation. 

Keywords: Samsung C&T, Cheil Industries, corporate fraud, insider trading, stock manipulation, South Korea, 

mergers and acquisitions 

1. Introduction 

The merger between Samsung C&T and Cheil Industries in 2015 was a transformative event in the corporate 

trajectory of Samsung Group, one of South Korea’s most powerful and influential conglomerates. Samsung C&T, 

originally established as a construction and trading company, had diversified into various sectors, including 

engineering, construction, and trading of a wide range of goods. Samsung C&T’s portfolio boasted some of the 

largest infrastructure projects both within South Korea and internationally, from skyscrapers to power plants. 

The company’s expertise in the construction and engineering sectors made it a cornerstone of Samsung’s broader 

business strategy, particularly in projects that showcased the conglomerate’s ability to operate on a global scale. 

On the other hand, Cheil Industries was a multifaceted business that evolved from its origins as a textile 

manufacturer into a significant player in the chemicals, consumer goods, and electronics sectors. The company 

had transitioned into higher value-added industries, becoming central to Samsung’s diversification efforts. Cheil 

Industries’ expansion into chemicals and consumer electronics allowed it to become a strategic asset within 

Samsung’s broader corporate framework, particularly as Samsung looked to strengthen its position in 

high-growth sectors such as electronics, retail, and consumer goods. The merger, therefore, sought to leverage 

the strengths of both companies, aligning their capabilities and streamlining operations to maximize synergy and 

enhance operational efficiencies. 

At the heart of this merger was the strategic intent to build a more competitive, cohesive business model for 

Samsung Group. By merging these two entities, the conglomerate sought to create a more streamlined operation, 

reduce operational redundancies, and position itself for stronger long-term growth. Economically, the merger 
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was billed as a way to optimize resource allocation and generate substantial shareholder value. With both 

companies having complementary strengths—Samsung C&T’s expertise in construction and Cheil Industries’ 

leadership in chemicals and consumer goods—the integration was expected to yield significant synergies, 

improve productivity, and bolster Samsung’s position as a global powerhouse in construction, technology, and 

consumer electronics. 

The merger also held significant implications for Samsung’s leadership structure. Central to this process was Lee 

Jae-yong (Jay Y. Lee), the vice-chairman of Samsung Electronics and the heir apparent to Samsung’s vast empire. 

The deal was seen as a pivotal step in Lee’s succession plan, designed to streamline the operations of Samsung 

Group and pave the way for his eventual ascension to the top leadership position. As Lee consolidated his 

control over the company’s core subsidiaries, the merger was perceived as a key moment in the ongoing 

restructuring of the Samsung Group to create a more unified and powerful conglomerate. It was a move that not 

only aimed at enhancing the business’s financial performance but also served as a crucial means for Lee 

Jae-yong to further solidify his grip on the company, positioning him as the central figure in the organization’s 

future. 

However, despite the strategic rationale, the merger was surrounded by significant controversy, with critics 

raising concerns about its fairness and corporate governance. Many argued that the Lee family stood to benefit 

disproportionately from the deal, particularly through shareholding and control. The merger was viewed by some 

as a way for the family to entrench their influence and maintain power over Samsung Group, while smaller 

shareholders, particularly retail investors, were left feeling sidelined. Institutional investors, who held larger 

stakes in Samsung C&T, were thought to be the primary beneficiaries, with some critics accusing the Lee family 

of using their control over the companies to manipulate the terms of the merger to their advantage. 

Allegations of insider trading and stock manipulation soon surfaced, adding further fuel to the controversy. The 

public became increasingly suspicious of the timing of trades and stock price movements leading up to the 

announcement of the merger. Questions were raised about the valuation of Samsung C&T’s stock in relation to 

Cheil Industries’ assets, with some stakeholders accusing Samsung executives of inflating the stock prices to 

ensure the success of the merger. The public’s perception of an unequal playing field grew, as the merger was 

seen not merely as a strategic business move but also as an exercise in consolidating control within the Lee 

family and among Samsung’s top executives. This dynamic led to calls for greater transparency and scrutiny 

over the deal’s terms and conditions. 

The controversy surrounding the merger was amplified by media coverage, which played a crucial role in 

shaping public perceptions. The media, particularly in South Korea, heavily scrutinized the merger process, with 

reports focusing on the perceived lack of transparency, insider influence, and possible conflicts of interest. Public 

protests and shareholder demands for greater accountability grew louder as the details of the merger became 

more widely discussed. The legal scrutiny that followed, including investigations into possible insider trading 

and market manipulation, only deepened the divide between Samsung’s leadership and its critics. 

As the scandal unfolded, it became increasingly clear that the merger raised critical questions about corporate 

governance and ethics in South Korea’s corporate sector. The Samsung merger exposed the power dynamics that 

existed within the country’s largest corporations, particularly the chaebols, and called attention to the lack of 

independent oversight in the decision-making processes of these conglomerates. Regulatory bodies like the 

Financial Supervisory Service (FSS) and the Korea Financial Services Commission (FSC) were thrust into the 

spotlight, with public calls for them to more effectively regulate corporate actions and ensure that such practices 

did not go unchecked. 

Ultimately, the merger scandal revealed deep-rooted issues within Samsung’s corporate culture and South 

Korea’s business environment at large. It underscored the need for greater corporate accountability, transparency, 

and ethical oversight in the country’s financial markets and corporate governance systems. While the merger 

itself was framed as a step toward greater operational efficiency and global competitiveness for Samsung, the 

legal, ethical, and public perception challenges it generated highlighted the complexities of corporate 

decision-making in South Korea’s major family-run conglomerates. The scandal, while reshaping public 

discourse around corporate ethics in South Korea, also raised critical questions about the power structures within 

its largest companies, and the influence of family dynasties over the future of the nation’s economy. 

2. Allegations of Corporate Fraud: Insider Trading and Stock Manipulation 

2.1 Insider Trading and Stock Manipulation Accusations 

The Samsung C&T and Cheil Industries merger was accompanied by significant allegations of insider trading 

and stock manipulation that deeply impacted public trust and shareholder confidence. The core of the insider 

trading accusations rested on the claim that key executives within Samsung had access to non-public information 

about the impending merger. Specifically, Lee Jae-yong (Jay Y. Lee), the heir apparent to the Samsung empire, 
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and other senior figures in Samsung Group were accused of using their insider knowledge to buy and sell shares 

of Samsung C&T and Cheil Industries before the merger was made public. This practice allegedly gave these 

insiders an unfair financial advantage by allowing them to profit from information that was not available to the 

broader market. 

Insider trading in this context was linked to the fact that the merger was expected to cause significant 

fluctuations in the companies’ stock prices. Samsung C&T’s stock price was expected to increase as a result of 

the deal, while Cheil Industries was seen as the more valuable entity. Executives reportedly took advantage of 

this imbalance, trading shares ahead of the public announcement of the merger, thus violating South Korea’s 

strict laws against trading based on confidential, non-public information. The accusations raised significant 

concerns about the fairness of the transaction, as smaller investors did not have access to the same level of 

information. 

The charges of stock price manipulation were another crucial aspect of the scandal. Allegations suggested that 

executives manipulated the stock prices of both Samsung C&T and Cheil Industries to ensure that the merger 

would occur at advantageous terms for major institutional shareholders, including the Lee family. The 

manipulation was said to involve artificially inflating stock prices prior to the merger, creating a false market 

value for the shares, and ensuring the deal would be completed with minimal opposition from minority 

shareholders. This had a profound impact on those who held shares in either company, as their investments were 

influenced by artificially inflated values, which only became apparent after the deal closed. 

The manipulation of stock prices raised issues of corporate governance and transparency, especially since 

Samsung’s executives were accused of using their privileged positions to influence the value of assets. These 

allegations not only questioned the legality of the merger but also cast doubt on the ethical conduct of one of 

South Korea’s most influential conglomerates. 

2.2 Regulatory Oversight and Legal Framework 

In response to the growing concerns, South Korea’s Financial Supervisory Service (FSS) and the Korea 

Financial Services Commission (FSC) initiated an investigation into the allegations of insider trading and stock 

manipulation related to the Samsung C&T and Cheil Industries merger. These regulatory bodies are tasked with 

ensuring transparency, fairness, and accountability in South Korea’s financial markets. The FSS, which oversees 

the financial sector, was responsible for investigating whether Samsung’s executives had abused insider 

knowledge to affect stock prices. The role of the FSC, which supervises the financial services industry and 

enforces regulations, was pivotal in ensuring that the laws governing market conduct were applied in this 

high-profile case. 

The FSS conducted a thorough review of the trading patterns surrounding the merger, scrutinizing the buying 

and selling activities of Samsung insiders in the months leading up to the public announcement of the deal. The 

investigation included examining financial records, emails, trading history, and interviews with key figures 

involved in the merger. The findings pointed to irregularities in stock trades, with some insiders profiting 

substantially from their pre-merger stock purchases. The investigation was a critical moment in assessing the 

effectiveness of South Korea’s regulatory systems in detecting and prosecuting corporate fraud, especially when 

powerful conglomerates like Samsung were involved. 

South Korea’s legal framework surrounding insider trading and market manipulation is governed by strict 

regulations designed to ensure fairness in financial markets. The Capital Markets Act and the Financial 

Investment Services and Capital Markets Act are central to preventing fraudulent activities like insider trading 

and stock manipulation. These laws criminalize trading based on confidential information that could affect stock 

prices, and they mandate that all market participants must operate on a level playing field. The legislation 

imposes severe penalties for violations, including fines, imprisonment, and the confiscation of ill-gotten gains. 

The legal framework governing insider trading in South Korea is designed to maintain investor trust and market 

stability, but in the case of the Samsung merger, questions arose about the enforcement of these laws. Despite the 

rigorous legal structure, Samsung’s case highlighted the difficulties in investigating and prosecuting large-scale 

corporate fraud, particularly when insiders occupy positions of significant power within the corporation. Critics 

argued that while the laws were strong on paper, the actual enforcement in high-profile cases like the Samsung 

merger was less robust. This brought attention to the need for more proactive oversight and transparency in 

South Korea’s corporate sector to prevent such cases in the future. 

The role of the FSS and the FSC was not only to investigate the immediate fraudulent activities but also to assess 

the broader regulatory environment that allowed such practices to occur. The scandal highlighted the 

vulnerabilities in the market, particularly in the governance of chaebols—South Korea’s family-run 

conglomerates. These conglomerates often have complex structures and concentrated control in the hands of a 

few, making it difficult for regulators to detect and prevent fraudulent practices. 
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The outcome of the investigations into the Samsung merger also underscored the importance of legal reforms. 

While the case was prosecuted and several executives faced legal consequences, including jail sentences for 

some, many believed the penalties were not severe enough to deter future corporate misconduct. The scandal 

ultimately raised critical questions about the need for greater transparency, corporate governance reforms, and 

stronger legal enforcement to safeguard shareholder interests and maintain the integrity of the South Korean 

financial markets. 

3. The Legal Framework: South Korean Corporate Law and Anti-Fraud Measures 

3.1 Overview of South Korean Corporate Law 

South Korea’s corporate law is rooted in the Commercial Code, the Capital Markets Act, and various regulations 

enforced by key bodies like the Financial Services Commission (FSC) and the Financial Supervisory Service 

(FSS). These laws are designed to provide a comprehensive framework for corporate governance, mergers and 

acquisitions (M&As), and the protection of shareholder rights. The Commercial Code governs the overall 

structure and operations of corporations in South Korea, while the Capital Markets Act focuses specifically on 

regulating financial markets, including trading, mergers, and acquisitions. 

In the context of mergers and acquisitions, South Korean law requires the parties involved to comply with 

specific procedures to ensure transparency and fairness. For instance, the Fair Trade Commission (FTC) must 

review proposed mergers that could substantially lessen competition. Additionally, the law mandates that 

companies disclose material information related to M&As to the public in a timely manner to ensure that all 

market participants have access to the same information, which is crucial for maintaining market integrity and 

investor confidence. 

The regulations governing mergers are intended to prevent market manipulation, insider trading, and conflicts of 

interest. A merger, such as the one between Samsung C&T and Cheil Industries, must be carried out in a manner 

that does not undermine the rights of minority shareholders and is conducted in accordance with the Corporate 

Governance Act and Securities Trading Act. These frameworks stipulate that mergers must be approved by 

shareholders through a vote, ensuring that all relevant stakeholders have a say in the decision. 

The Securities Trading Act mandates that companies must disclose material information related to the merger, 

such as the terms and conditions, in a manner that prevents selective disclosure. The law also requires that any 

changes to the shareholder structure resulting from the merger be reported and explained, which is crucial for 

ensuring fairness and transparency. 

3.2 Key Anti-Fraud Laws Relevant to the Case 

The legal framework governing corporate fraud in South Korea is robust and multifaceted, designed to curb 

unethical corporate behavior and promote fairness, particularly in cases involving insider trading, market 

manipulation, financial transparency, and shareholder protection. The Samsung C&T and Cheil Industries 

merger scandal, one of the most high-profile cases of corporate misconduct in South Korea, brought these laws 

to the forefront. Below is a more detailed exploration of the key anti-fraud laws that are directly relevant to this 

case: 

3.2.1 Insider Trading Regulations 

South Korea’s Capital Markets Act is central to the regulation of insider trading and serves as the backbone for 

efforts to maintain market integrity. The law explicitly prohibits trading based on non-public, material 

information that could impact the value of a company’s stock. Insider trading occurs when an individual, 

typically someone with access to confidential company information, uses that knowledge to trade securities, 

knowing that the information will eventually become public and affect stock prices. 

In the case of the Samsung C&T and Cheil Industries merger, Lee Jae-yong (Jay Y. Lee) and other top executives 

were accused of profiting from insider knowledge regarding the timing and terms of the merger. Specifically, it 

was alleged that the executives knew the merger would lead to a rise in the value of Samsung C&T’s stock and 

used this information to purchase shares before the deal was publicly announced, thus securing a substantial 

profit once the deal was disclosed. Under South Korean law, such conduct is not only unethical but illegal, as the 

regulations aim to ensure that all market participants have access to the same information at the same time, 

thereby maintaining the integrity of the market. 

The penalties for violating these regulations are severe, with those found guilty of insider trading facing criminal 

charges, including heavy fines, imprisonment, and the forfeiture of any illicit profits. The law is designed to 

deter corporate insiders from exploiting privileged access to sensitive information for personal gain and aims to 

maintain investor confidence by promoting a fair and transparent marketplace. 

3.2.2 Market Manipulation 
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In addition to insider trading, South Korea’s Securities and Exchange Act addresses market manipulation, which 

refers to any deliberate efforts to distort the value of a company’s stock or other financial instruments. Market 

manipulation can include activities such as artificially inflating or deflating stock prices through fraudulent 

means to deceive investors. In the Samsung case, accusations of stock price manipulation arose when it was 

claimed that senior executives intentionally inflated the stock price of Samsung C&T and Cheil Industries to 

secure favorable terms for the merger. 

The primary allegation was that Samsung executives, aware of the impending merger, conducted stock trades 

that artificially increased the price of Samsung C&T’s stock, making it appear more valuable than it actually was. 

This led to smaller shareholders being misled into buying stock at inflated prices, while institutional investors 

and the Lee family stood to benefit from the artificial rise in stock value. Samsung C&T’s stock saw significant 

fluctuations during the period leading up to the merger, which raised suspicions of market manipulation. Such 

actions are prohibited under the Securities and Exchange Act, which criminalizes any conduct aimed at distorting 

stock prices for personal or corporate benefit. 

Violators of the law can face civil penalties, including fines, and criminal penalties, such as imprisonment, 

depending on the severity of the manipulation. In cases involving large conglomerates like Samsung, the 

consequences can be far-reaching, potentially affecting the integrity of the stock market as a whole and 

undermining public trust in financial markets. 

3.2.3 Financial Transparency and Disclosure 

The Financial Investment Services and Capital Markets Act enforces strict financial disclosure requirements, 

particularly during significant corporate events like mergers and acquisitions. The law mandates that companies 

disclose all material information to their shareholders, ensuring that investors can make informed decisions 

based on transparent and complete data. In the case of the Samsung merger, one of the primary legal concerns 

was Samsung’s failure to provide sufficient information to its shareholders regarding the terms of the deal, the 

valuation of the companies involved, and any potential conflicts of interest. 

Under the Capital Markets Act, companies must disclose critical financial data, such as the rationale behind the 

merger, the method of valuing assets, the anticipated financial benefits, and any related-party transactions or 

conflicts of interest that could affect the merger’s fairness. Samsung was criticized for not fully explaining how 

Samsung C&T’s stock was valued in relation to Cheil Industries and for failing to provide comprehensive details 

to investors about the financial and strategic benefits of the merger. This lack of transparency sparked suspicions 

that the merger was structured to favor the Lee family and major institutional investors while leaving smaller 

shareholders with little insight into the financial mechanics of the deal. 

The failure to disclose critical information in a timely and clear manner undermined the ability of shareholders to 

evaluate the deal and to vote on it knowledgeably. This gap in transparency is one of the reasons the merger was 

met with public protests and legal challenges, as investors felt they were not given a fair opportunity to assess 

the full implications of the deal. 

3.2.4 Shareholder Rights 

The Commercial Code and Securities Trading Act are critical legal instruments that protect shareholder rights, 

particularly those of minority shareholders in cases of corporate mergers or acquisitions. These laws ensure that 

all shareholders, regardless of the size of their holdings, are treated fairly and given the opportunity to participate 

in key corporate decisions, including mergers. One of the fundamental protections provided by these laws is the 

right for shareholders to vote on significant changes to the company, such as mergers, acquisitions, or changes in 

ownership structure. 

In the Samsung merger, there were significant concerns that the deal disproportionately favored large 

institutional investors and the Lee family, while leaving minority shareholders with little influence over the 

merger’s outcome. Critics argued that the merger was designed to benefit the controlling family at the expense of 

smaller investors, who had limited access to the information necessary to make an informed decision. The law 

stipulates that for a merger to be approved, shareholders must be fully informed and their rights must be 

respected. However, many felt that the process had been manipulated in such a way that the merger went through 

without truly considering the interests of minority shareholders. 

Moreover, under the Securities Trading Act, companies must provide sufficient information to shareholders so 

that they can make informed decisions during the voting process. In this case, many small shareholders argued 

that they were not given adequate insight into the valuation of the companies and how the merger would affect 

the value of their shares. The lack of transparency and perceived unfair treatment of smaller investors sparked 

significant legal and public scrutiny. 

In conclusion, South Korea’s anti-fraud laws provide a strong framework for regulating insider trading, market 
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manipulation, and ensuring financial transparency. However, the Samsung C&T and Cheil Industries merger 

scandal highlighted weaknesses in the enforcement of these regulations, particularly in cases involving large 

family-run conglomerates like Samsung. The insider trading, stock manipulation, and lack of transparency that 

marred the merger process raised critical questions about the need for stronger regulatory oversight, better 

protection of minority shareholders, and more comprehensive disclosure requirements to ensure that corporate 

actions are conducted fairly and in accordance with the law. 

3.3 The Role of the Financial Supervisory Service (FSS) and Korea’s Financial Services Commission (FSC) in 

Enforcing Corporate Laws 

The Financial Supervisory Service (FSS) and the Korea Financial Services Commission (FSC) play key roles in 

regulating corporate activities and enforcing laws in South Korea’s financial markets. These institutions are 

responsible for ensuring that corporations adhere to the legal and regulatory frameworks surrounding mergers, 

insider trading, and market transparency. 

• Financial Supervisory Service (FSS): The FSS is responsible for investigating corporate fraud and 

financial misconduct. In the case of the Samsung merger, the FSS conducted an extensive investigation 

into the allegations of insider trading and stock manipulation. This included reviewing the trading 

patterns of Samsung executives and examining whether they had exploited non-public information for 

personal gain. The FSS also worked closely with the Prosecutor’s Office to launch legal proceedings 

against the individuals involved. The role of the FSS is crucial in maintaining market integrity and 

protecting investors from fraud. According to FSS data, they conducted over 500 investigations into 

corporate misconduct in 2020 alone, highlighting the agency’s active role in enforcing corporate laws. 

• Korea Financial Services Commission (FSC): The FSC oversees the FSS and has the authority to create 

and enforce policies related to financial markets. In the case of the Samsung merger, the FSC was 

involved in regulating the financial practices around the deal, ensuring compliance with the Capital 

Markets Act and other relevant laws. The FSC also played a role in setting the regulatory guidelines for 

mergers and acquisitions, ensuring that corporate actions were in line with the law. The FSC’s powers 

allow it to impose sanctions, recommend corporate governance reforms, and intervene in cases of 

market abuse. 

• Regulatory Actions: The FSS and FSC work together to enforce penalties when corporate misconduct is 

found. In the case of Samsung’s merger, the FSS investigation led to significant scrutiny of the legal 

and financial processes, with potential penalties and reforms being discussed in the aftermath. In the 

event of proven insider trading or market manipulation, both the FSS and FSC have the authority to 

impose fines, ban individuals from future corporate roles, and, in severe cases, pursue criminal charges. 

These actions are designed to protect investors and ensure that the financial markets remain fair, 

transparent, and efficient. 

4. Investigation and Legal Proceedings: Prosecutorial Actions and Corporate Accountability 

4.1 Detailed Examination of the Investigation Process into the Allegations of Fraud 

The investigation into the Samsung C&T and Cheil Industries merger scandal was extensive and multifaceted, 

involving multiple regulatory agencies, legal bodies, and prosecutors. Following the merger, allegations of 

insider trading and stock price manipulation emerged, particularly involving Samsung executives who were 

believed to have used non-public, material information to gain a financial advantage in the stock market. These 

allegations spurred an immediate investigation by the Financial Supervisory Service (FSS) and the Korea 

Financial Services Commission (FSC), which have the mandate to oversee financial markets and corporate 

compliance with legal frameworks. 

The investigation process began with the collection of trading data, financial records, and internal 

communications from Samsung C&T and Cheil Industries. Prosecutors examined whether insiders, including top 

executives, had traded shares based on confidential knowledge of the merger’s financial impact before the deal 

was made public. They focused on unusual trading patterns in the weeks and months leading up to the merger 

announcement. The FSS also scrutinized the transactions of institutional investors and high-ranking officials, 

seeking any evidence of coordinated efforts to manipulate stock prices or influence shareholder votes in favor of 

the merger. 

Additionally, the prosecutors investigated the valuation of Samsung C&T and Cheil Industries and the merger 

terms, seeking evidence that the merger was conducted in a way that favored insiders at the expense of smaller 

shareholders. This examination involved reviewing the detailed financial reports that were presented to 

shareholders and assessing whether they accurately reflected the companies’ worth or if they were artificially 

inflated to push the merger through. The legal teams also looked into any potential conflicts of interest within the 

companies’ decision-making bodies and whether proper disclosure was made to all stakeholders. 
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One critical part of the investigation was the role of corporate governance. Prosecutors assessed whether 

Samsung’s internal governance mechanisms, such as its board of directors and financial committees, were 

complicit in allowing fraudulent practices to occur, or whether they had been manipulated by powerful 

executives to serve their interests. The investigation also explored the relationship between Samsung’s 

management and the regulatory bodies, which raised concerns over whether sufficient oversight had been 

applied before and after the merger. 

4.2 Legal Actions Taken Against Samsung Executives, Including Arrest Warrants and Charges 

The investigation culminated in a series of legal actions against top Samsung executives, with Lee Jae-yong (Jay 

Y. Lee) at the center of the allegations. Lee, as the heir to the Samsung empire, was accused of orchestrating 

fraudulent activities to ensure the success of the merger and to consolidate his control over Samsung Group. In 

early 2017, Lee was arrested and charged with bribery, embezzlement, and corruption related to the Samsung 

C&T and Cheil Industries merger. His arrest was seen as a landmark moment in South Korea’s battle against 

corporate corruption, given Samsung’s status as one of the country’s most powerful companies. 

In addition to Lee Jae-yong, several other high-ranking executives, including Chung Yong-jin (vice chairman of 

Samsung C&T) and Kim Ki-nam (Samsung Electronics’ vice chairman), were also investigated for their roles in 

the merger process. Arrest warrants were issued for these individuals, and they faced charges related to insider 

trading and market manipulation. In total, over 10 Samsung executives were investigated, with many facing 

charges of financial misconduct, including misrepresentation and abuse of power. 

The prosecution team worked to prove that the actions of these executives violated both South Korean corporate 

law and international financial regulations, leading to legal battles that lasted several years. The legal charges 

also extended to accusations that the executives had attempted to influence the outcomes of shareholder 

meetings, mislead investors, and conceal relevant information during the merger process. 

In total, the legal actions represented a broader attempt by the South Korean government to hold the Samsung 

conglomerate accountable for its corporate practices, particularly in light of the significant public interest in the 

case and the potential implications for the country’s business ethics. 

4.3 The Role of South Korea’s Legal System in Holding Corporate Leaders Accountable for Financial 

Misconduct 

South Korea’s legal system played a crucial role in holding corporate leaders accountable for the allegations 

surrounding the Samsung C&T and Cheil Industries merger. The case was notable for the involvement of South 

Korea’s judiciary system, which, in previous instances, had been criticized for its leniency towards large 

corporations, particularly family-run conglomerates, or chaebols. The Samsung merger scandal marked a critical 

moment in South Korea’s efforts to reinforce corporate accountability, particularly in relation to its large 

conglomerates, which often operated with minimal external oversight. 

The court system handled the legal proceedings with a level of scrutiny and transparency not typically seen in 

high-profile corporate cases in South Korea. Despite Samsung’s deep ties to the country’s economy and politics, 

the courts moved forward with legal proceedings, demonstrating an emerging commitment to tackling corporate 

fraud. The public’s demand for justice, combined with growing calls for reforms in corporate governance, placed 

significant pressure on the legal system to act decisively against those responsible for the merger’s alleged 

misconduct. 

One of the pivotal aspects of this case was whether the South Korean legal system could effectively balance 

corporate interests with the protection of public shareholders and uphold legal and ethical standards despite the 

influence of powerful business elites. The case highlighted the difficulties in prosecuting high-ranking corporate 

figures within chaebols but also marked a turning point in ensuring that South Korea’s laws would be enforced 

impartially, even against the country’s most influential corporate families. 

4.4 Analysis of the Legal Outcomes of the Case and the Penalties Faced by Those Involved 

The legal outcomes of the Samsung merger case were mixed but significant, illustrating the complex nature of 

prosecuting corporate fraud involving major conglomerates. In 2017, Lee Jae-yong, the central figure in the case, 

was convicted on charges of bribery, embezzlement, and other financial crimes, and was sentenced to five years 

in prison. However, following appeals and significant public pressure, his sentence was reduced, and in 2018, he 

was released on bail after serving a shorter time in detention. Despite the reduction in his sentence, the 

conviction still marked an important legal precedent, signaling that even South Korea’s most powerful corporate 

figures could be held accountable for their actions. 

Other executives involved in the merger, including Chung Yong-jin and Kim Ki-nam, were also convicted of 

charges related to fraud and insider trading. However, many of these convictions were less severe, with some 

executives receiving suspended sentences or lighter penalties. Critics argued that the penalties were not sufficient 
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to deter future corporate misconduct, particularly within South Korea’s chaebols, which continue to exert 

significant political and economic influence. 

The legal outcomes highlighted the challenges of holding corporate leaders accountable in a legal system that 

has long been influenced by the power of family-run conglomerates. While the case marked a significant step 

forward in terms of corporate accountability, the relatively light penalties and ongoing influence of the Samsung 

Group raised concerns about the long-term effectiveness of legal actions in preventing future corporate fraud. 

The case also underscored the need for continued legal reforms in South Korea, particularly with regard to 

corporate governance, transparency, and the enforcement of financial regulations. Despite the legal proceedings 

and some convictions, public trust in the legal system remained mixed, with many believing that the punishment 

for those involved did not adequately reflect the severity of the fraud. The case also reinforced the importance of 

ensuring that regulatory bodies, such as the FSS and FSC, have the tools and autonomy needed to investigate 

and prosecute corporate crimes effectively. 

5. Corporate Governance: Samsung’s Internal Control Mechanisms and Ethical Oversight 

Before the merger between Samsung C&T and Cheil Industries, Samsung Group operated with a highly 

centralized corporate governance structure, typical of chaebols—large, family-controlled conglomerates in South 

Korea. The governance system was designed to concentrate decision-making power at the top, primarily in the 

hands of a few senior executives, including Lee Jae-yong, and through the influence of the Lee family, which 

controlled a significant portion of the group’s assets. This centralized structure allowed for rapid 

decision-making, which was beneficial for driving business expansion and ensuring Samsung’s dominance in 

various sectors. However, it also created an environment where transparency and oversight were limited, 

especially in critical decisions such as mergers and acquisitions. Samsung’s internal controls relied heavily on 

executive leadership, with limited checks and balances to monitor the actions of its top executives. While the 

company had an audit committee and some basic mechanisms for financial oversight, these were often 

overshadowed by the executive power wielded by the Lee family and their close associates. 

The weaknesses in Samsung’s corporate governance became evident in the aftermath of the merger, when 

allegations of insider trading and stock manipulation surfaced. The lack of independent oversight in key 

decision-making processes was a major factor that allowed fraudulent activities to take place. Executives, 

including Lee Jae-yong, were accused of using insider information about the merger to influence stock prices, 

which benefited a small group of insiders while undermining the interests of other shareholders. The Samsung 

C&T and Cheil Industries merger, which was crucial for consolidating control within the Samsung Group, was 

approved by the board but without adequate scrutiny or transparency. This raised serious concerns about the 

ethical oversight within the company, as the merger was structured in a way that disproportionately benefited the 

family and major institutional investors, while sidelining smaller shareholders. The corporate governance 

structure lacked sufficient safeguards to prevent such conflicts of interest, allowing executives to act with a 

degree of autonomy that led to market manipulation. 

In response to the scandal and the fallout from the merger, Samsung Group undertook significant corporate 

governance reforms aimed at addressing the deficiencies that allowed such fraud to occur. One of the primary 

measures was the strengthening of the board of directors by introducing more independent directors, rather than 

relying primarily on individuals with close ties to the company’s executives. This move was designed to create a 

more balanced decision-making process, ensuring that board members could act in the best interests of all 

shareholders, rather than serving the interests of the Lee family or a small group of insiders. Additionally, 

Samsung increased financial transparency by committing to greater disclosure of its financial transactions and 

business dealings, especially in mergers and acquisitions. The company also enhanced its internal audit 

processes, ensuring that financial practices were more closely monitored and aligned with global corporate 

governance standards. These steps were seen as efforts to rebuild trust in Samsung’s operations, both among 

shareholders and the broader public. 

Despite these reforms, the impact of the scandal on public trust in corporate governance in South Korea was 

profound. The Samsung case highlighted the pervasive issues of corporate transparency and the challenges of 

holding executives accountable within South Korea’s chaebol system. The scandal fueled public outrage, as 

many South Koreans felt that the legal and regulatory systems had failed to protect the interests of smaller 

investors. Critics argued that while Samsung had implemented reforms, the core issue—the concentration of 

power in the hands of a few individuals—remained unaddressed. The scandal, therefore, became a catalyst for 

broader discussions about the need for structural reforms in the country’s corporate governance system, 

especially within its large family-run conglomerates. The public perception of corporate governance suffered a 

significant blow, and Samsung’s reputation as a corporate leader in South Korea was tarnished. The scandal also 

raised questions about the effectiveness of regulatory bodies like the Financial Supervisory Service (FSS) in 

enforcing corporate law, especially when dealing with powerful conglomerates that dominate the economy. 



LAW AND ECONOMY                                                                         JAN. 2025 VOL.4, NO.1 

9 

6. Comparative Legal Analysis: South Korea’s Corporate Law vs. International Standards 

6.1 Comparison of South Korea’s Legal Approach to Corporate Fraud with International Standards 

South Korea’s approach to corporate fraud, particularly in the context of large family-run conglomerates such as 

Samsung, shares several commonalities with international standards but also displays notable differences. South 

Korean corporate law, primarily governed by the Capital Markets Act and the Commercial Code, provides a 

regulatory framework designed to ensure fairness, transparency, and accountability in financial markets and 

corporate operations. Key elements of this framework are similar to regulations in other major economies, such 

as the U.S. Sarbanes-Oxley Act (SOX) and the European Union Corporate Governance Codes, which were 

implemented in response to corporate scandals like Enron and WorldCom in the U.S. and various corporate 

governance crises in Europe. 

The U.S. Sarbanes-Oxley Act, passed in 2002, introduced stringent corporate governance reforms, particularly 

focusing on improving the internal controls of publicly traded companies, enhancing financial transparency, and 

enforcing more rigorous accountability for corporate executives. The Act includes provisions that mandate 

executive certification of financial statements, stronger penalties for fraudulent financial activities, and increased 

protections for whistleblowers. One key aspect of SOX is its emphasis on corporate board independence and the 

creation of independent audit committees to ensure that financial statements are accurately prepared and that 

companies do not engage in fraudulent activities. 

In comparison, South Korea’s Capital Markets Act similarly mandates financial disclosure, requires corporate 

transparency, and prohibits insider trading and market manipulation. However, South Korea’s legal system has 

been historically criticized for allowing concentrated control within chaebols and for not adequately holding 

corporate leaders accountable, particularly in the face of family-run conglomerates. While South Korea has 

incorporated aspects of international law—such as mandatory disclosure and fraud prevention measures—it has 

not yet fully implemented robust mechanisms for board independence and executive accountability, as seen in 

the U.S. and European models. 

The EU Corporate Governance Codes, which set standards for company management and shareholder rights, 

also emphasize board independence, the importance of audit committees, and stronger shareholder engagement. 

Like the U.S., the EU’s frameworks call for better financial disclosure and provide stricter penalties for corporate 

fraud. While South Korea has made significant strides in improving corporate governance following the 

Samsung scandal, it still lags behind the EU and U.S. models in fully enforcing independent board structures and 

implementing transparent reporting practices that prevent corporate executives from exerting undue influence 

over the company’s operations and decision-making processes. 

6.2 Evaluation of the Effectiveness of South Korean Corporate Law in Handling Complex Fraud Cases Involving 

Large Corporations 

In the case of the Samsung C&T and Cheil Industries merger, South Korea’s corporate law faced significant 

challenges in addressing allegations of insider trading and stock manipulation. While South Korea has a solid 

legal framework in place, particularly for securities regulation, the effectiveness of its corporate laws in handling 

complex fraud cases involving large corporations, especially family-controlled conglomerates, remains 

questionable. 

One of the key weaknesses in South Korea’s corporate law, exposed by the Samsung case, is the lack of board 

independence and concentrated decision-making within conglomerates. The Samsung Group is a quintessential 

example of how a chaebol operates: decision-making is concentrated in the hands of a few executives or family 

members, which often results in limited checks and balances. Despite regulations designed to ensure financial 

transparency and prevent fraudulent activity, the concentrated control within these conglomerates creates 

significant barriers to enforcement. 

Moreover, the Financial Supervisory Service (FSS) and Korea Financial Services Commission (FSC), though 

capable, have often been criticized for their ineffectiveness in holding powerful corporate figures accountable. In 

the case of Samsung, the investigation and legal proceedings were delayed by legal complexities and the 

significant influence of the Lee family. While the regulators did take action, the prosecutorial process was 

lengthy, and the penalties faced by the executives involved, including Lee Jae-yong, were often seen as 

insufficient. The reduced sentence for Lee Jae-yong, in particular, highlighted the challenges of enforcing 

corporate law against powerful, high-profile individuals within the Samsung Group. 

While South Korea’s legal framework includes anti-fraud and insider trading provisions, its regulatory system 

has often struggled to address fraud within the complex structures of chaebols, where family ownership and 

executive control often undermine the integrity of corporate governance. This has led to calls for stronger 

regulatory oversight, greater board independence, and more robust enforcement mechanisms to ensure that large 

corporations are held accountable for financial misconduct. 
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6.3 International Perceptions of South Korea’s Legal Response to Corporate Fraud 

The Samsung C&T and Cheil Industries merger case attracted significant international attention, particularly due 

to Samsung’s status as one of South Korea’s most powerful and influential conglomerates. The legal proceedings 

and the final outcomes of the case have been widely scrutinized by international observers, with some expressing 

concerns about the effectiveness of South Korea’s corporate law in handling complex fraud cases. 

International observers have noted that while South Korea has made significant progress in aligning its laws with 

international standards, particularly regarding financial transparency and corporate disclosure, its legal response 

to corporate fraud has often been inconsistent, particularly when dealing with large conglomerates like Samsung. 

The case raised questions about the independence of South Korea’s regulatory agencies and the ability of the 

legal system to act impartially when high-profile figures are involved. 

For example, investors and corporate governance experts from the U.S. and Europe expressed concerns over the 

leniency of the legal outcomes, particularly in relation to the reduced sentence for Lee Jae-yong. Some 

international critics argued that South Korea’s corporate governance reforms, while commendable, have not 

gone far enough in ensuring independent oversight of conglomerates. They also highlighted the lack of 

significant penalties for those responsible for market manipulation, which they believed sent the wrong message 

about South Korea’s commitment to enforcing corporate law. 

Additionally, the public backlash against the scandal, both in South Korea and abroad, underscored the growing 

pressure on the South Korean government to reform corporate governance practices. Critics from international 

legal and regulatory circles pointed to the Samsung case as an example of how corporate law can be weakened 

by entrenched interests and the concentration of economic power in the hands of a few powerful families. This 

has spurred discussions about the need for stronger, more independent regulatory institutions and stricter 

penalties for corporate fraud, similar to those in the U.S. and EU. 

In conclusion, while South Korea’s legal framework for handling corporate fraud is in line with international 

standards, the Samsung case highlighted significant gaps in enforcement and corporate accountability. 

International observers, especially in countries with robust corporate governance frameworks like the U.S. and 

EU, have called for South Korea to implement more effective measures to address corporate misconduct, 

particularly within its chaebol system, and to strengthen its regulatory bodies to ensure greater transparency and 

fairness in corporate governance. 

7. Implications and Future Reforms: Lessons Learned from the Samsung Merger Scandal 

The Samsung C&T and Cheil Industries merger scandal has had profound implications for both corporate 

governance and legal reform in South Korea. One of the most significant lessons learned from this case is the 

vulnerability of South Korea’s corporate governance structure, particularly within its powerful chaebols—large 

family-controlled conglomerates. The scandal highlighted the deeply ingrained concentrated power in the hands 

of a few executives, especially the Lee family, who have historically dominated Samsung Group. This 

concentration of power has often led to a lack of sufficient internal controls and external oversight, allowing 

corporate misconduct to occur with little accountability. The merger, which was meant to streamline Samsung’s 

operations, instead exposed the ethical and legal vulnerabilities that arise when powerful families wield 

excessive control over both the company’s operations and its financial markets. 

Another key takeaway from the scandal is the insufficiency of existing regulations to hold corporate executives 

accountable, particularly when dealing with large-scale financial misconduct. While South Korea has a relatively 

strong legal framework surrounding insider trading, market manipulation, and financial transparency, the legal 

response to the Samsung case revealed serious gaps in enforcement. Despite the comprehensive laws in place, 

regulatory agencies, such as the Financial Supervisory Service (FSS) and the Korea Financial Services 

Commission (FSC), faced significant challenges in dealing with the complexities of the case. In particular, the 

slow pace of the investigation and the reduced sentences handed to Lee Jae-yong and other executives have led 

to public skepticism about the ability of South Korea’s legal system to effectively address corporate fraud, 

especially when the defendants are corporate elites. This has raised concerns about the lack of sufficient legal 

deterrents to prevent future misconduct by powerful corporate figures. 

The scandal has also reshaped public perceptions of corporate governance in South Korea. Before the scandal, 

many South Koreans viewed chaebols like Samsung as paragons of economic success and national pride. 

However, the Samsung merger scandal has undermined the public’s trust in these conglomerates and their ability 

to operate with integrity. This erosion of trust has significant consequences for the broader economy, as it has led 

to calls for greater transparency, independent oversight, and stronger shareholder rights. The public outcry 

following the scandal has highlighted the need for comprehensive reforms in South Korea’s corporate 

governance system to ensure that conglomerates operate in the best interest of all stakeholders, rather than 

merely serving the interests of the family owners and top executives. 
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In light of these lessons, it is clear that South Korea must implement stronger regulatory frameworks and 

corporate governance reforms to prevent similar corporate scandals in the future. The government and regulatory 

agencies need to strengthen independent oversight of corporate practices, particularly within chaebols, to ensure 

that decision-making processes are more transparent and inclusive. One key reform should be the introduction of 

stronger checks and balances within corporate boards, including the increased presence of independent directors 

who are not closely aligned with the controlling family or corporate executives. This would help to ensure that 

decisions, especially those related to mergers and acquisitions, are made with a view toward the best interests of 

minority shareholders and the broader public, rather than merely benefiting a small group of insiders. 

Additionally, reforms in financial disclosure and reporting are critical. Companies must be required to provide 

more detailed and timely information about mergers and acquisitions, as well as other corporate actions that 

could affect stock prices. Enhanced transparency would reduce the potential for insider trading and market 

manipulation, as shareholders and market participants would have access to the same information at the same 

time, ensuring a more level playing field. 

The judicial system must also be reformed to ensure that corporate leaders who engage in fraudulent activities 

are held accountable. South Korea’s legal system should prioritize greater consistency in sentencing, especially 

in cases involving high-ranking executives and complex corporate fraud. This may include introducing longer 

prison sentences for those found guilty of insider trading and stock manipulation, as well as increasing the 

financial penalties imposed on companies that engage in fraudulent activities. Moreover, whistleblower 

protections should be strengthened to encourage insiders to report unethical behavior without fear of retaliation, 

creating a culture of accountability within corporations. 

Finally, international cooperation will be crucial in reforming South Korea’s corporate governance. South Korea 

should look to global standards—such as the U.S. Sarbanes-Oxley Act and the EU Corporate Governance 

Codes—to further align its legal and regulatory practices with international norms. These reforms could enhance 

investor confidence in South Korea’s corporate environment and ensure that the country’s major corporations 

operate in a manner that is transparent, ethical, and accountable to all stakeholders. 

In conclusion, the Samsung merger scandal has illuminated significant gaps in South Korea’s corporate 

governance and legal frameworks, and the lessons learned from this case should drive comprehensive reforms 

aimed at improving transparency, accountability, and shareholder protection. By strengthening its regulatory 

structures, enhancing judicial accountability, and fostering a more open corporate environment, South Korea can 

rebuild public trust and create a corporate culture where ethical oversight and legal compliance are prioritized 

over personal or family interests. These reforms would not only prevent future corporate fraud but also help to 

maintain the integrity and competitiveness of South Korea’s economy on the global stage. 
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