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ABSTRACT

The Korean securities market has already been integrated to the global capital market.
Currently, foreign investors hold shares of Korean companies representing more than
40 percent of the total market capital of the Korean securities market, and the amount
invested by foreign funds represents at least 50 percent of the aggregate foreign
investment amounts. Private equity funds such as Carlyle, New Bridge Capital and
Lone Star have acquired or attempted to acquire the management control of financial
institutions and other important companies of Korea. Furthermore, quite a few fund
managers of mutual funds including Capital Group have acquired at least 5 percent of
the shares of key companies and demanded the improvement of corporate governance
and pursuit of the shareholder value. More and more foreign funds will participate in
the management and acquire the management control, and the possibility that foreign
funds will attempt hostile M&As in the near future cannot be precluded, as indicated
by the dispute between SK and Sovereign.

There are worries about such circumstances, and there exist effectively reverse
discriminations against local companies in certain areas due to the regulations under
the monopoly regulation and fair trade law, various finance related laws and the
Indirect Investment Asset Management Business Act. In addition, the relevant system
should be improved in certain areas such as the five (5) percent rule, election of the
audit committee members and the application of the Foreign Investment Promotion Act.
However, it is not desirable to emphasize the negative aspects of the investments by
foreign funds too much or to consider the management control by foreign investors
always bad. The problems which make foreign investments difficult should be
corrected. At the same time, the relevant system should continue to be improved, so
that more and accurate information about the identities and the investment objectives
of foreign funds and other investors can be disclosed in a timely manner and the
reverse discrimination against local companies may be corrected. The recent
amendment of the Indirect Investment Asset Management Business Act which will
create the framework for local private equity funds competing with foreign based funds
represents a very important step forward.

I hope that in the future not only foreign funds but also local private equity funds will
play major roles in the areas of local corporate governance improvement and the M&A

market of Korea.

Key words : foreign funds, private equity fund, management control, M&A, the Indirect
Investment Asset Management Business Act
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