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ABSTRACT

A Study on Investors’ Protection of the Capital
Market Integration Act of Korea

Park, Jin-Ju

Major in Economics
Dept. of Economics
Graduate School

Hansung University

This study analyzes how the Capital Market Integration Act of
Korea protects investors. This act, which took effect in February, 2009,
aims to relax the Korean financial sector (banks, stocks, and
insurance). It is available to financial investment companies dealing
with financial investment business all together. Under this Act,
financial investment companies can participate in various Kkinds of
business areas previously prohibited. They can develop and sell new
financial products. This Act fosters not only financial innovation and

fair competition but also reinforces the investors’ protection system.

This study looks at three central characteristics of the Capital
market Integration Act. First, the Act separates professional and
common investors according to their wealth, investment experience and

age, giving each investor different treatment. There are, however, some
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problems with investor protection. It needs to divide investors into
detailed categories rather than general groupings. Second, there are
several principles of the Capital Market Integration Act. One of them is
the principle of suitability. It means when agents in financial companies
recommend investment products to general investors, they must figure
out the general investor’s ability, experiences, and age. This principle
must be obeyed by the investment companies. Third, a company has a
duty to explain investments. When agents sell investment products,
they must explain the products and receive a confirmation from general
investors. Companies that violate any of the above principles must

compensate investors.

Other problems also exist. For example, there can be conflicts of
interest between executives or staff members and investors. In order to
prevent these conflicts, a supervisory agency’'s constant supervision
should be enacted, thereby creating a Chinese Wall. By diversifying
supervisory roles into in—house management, parent company, and
holding company, conflicts of interest can be prevented. This should be
required for financial investment companies to follow autonomous

regulation to protect investors.

The Capital Market Integration Act is necessary to develop

financial business in Korea’s capital market. If the Korean -capital

market is improved, it can become a strong global investment.
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