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The Role and Legal Responsibility of Online—Brokers

Kwak, Kwan—Hoon

ABSTRACT

Technological developments in recent years have profoundly affected the securities
industry. One of the most dramatic changes in the way in which brokerage firms use
the internet to communicate with their customers. In addition to more traditional
channels of communication such as the telephone and postal mail, broker and
customers now transmit information to each other through broker? web sites, e—mail,
mobile phones and personal digital assistants. Brokers also use the internet to provide

lower—cost, unbundled services to customers. Technological advancements have



provided many benefits to investors and the brokerage industry. These technological
innovations, however, also have presented new regulatory challenges.

Since technology is constantly developing, it is not so easy to keep pace with the
ever—growing demand of consumers to access the securities markets from their
personal computers. Consequently, online brokers have been left with the difficult, and
at times impossible, task of ensuring that their ability to provide adequate and reliable
customer service is not diminished as their customer base continues to grow.
Increased customer demand coupled with lack of sufficient technological systems has
created frequent system outages and delays in brokers?automated trading system
(HTS). Such problems as outages and delays have resulted in investors suffering
extreme financial losses or missed investment opportunities. In addition, informations
which have been provided by online—brokers are similar to ?he recommendation?of the
traditional brokers. Therefore suitability rule should be applied to the recommendation,
to customers and investors, of online—broker. And, the greater part of issuer?
website offer interactive information service, such as Internet bulletin board system
(BBS). Investors can use message boards to post and obtain information and share
their opinions about particular securities and investment strategies. They provide
opportunities for abuse by purveyors of fraud, and they may confuse inexperienced
investors, who are unable to make sense of conflicting and complicated information.

In this article, with these issues in mind, I would like to explore problems of
online—brokers about use of web site and automated trading system. On this basis, I
tried to examine appropriate roles and legal responsibilities of online—brokers in the

era of technological changes.
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