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ABSTRACT

A netizen fund(hereinafter “Netizen Fund” ), which originated in Korea in 1999 as
a marketing trick for a feature film, can be defined as “an Internet—based investment
scheme for a cultural product(such as a film, concert, book, or game) by which the
producer of the product attracts individual investors.” In other words, the two main
characteristics of a Netizen Fund are first that it is (or at least has been) generally
set up for the purpose of allowing a potentially large number of unrelated parties to
invest in a cultural product and second that all the investment process?such as the
promotion of the product, submission of the offer to invest and acceptance of the

offer, and distribution of profit?is administered on the Internet.

The Netizen Fund has caught on with great speed since its introduction in 1999. By
September, 2001, the number of Netizen Funds that are set up or will be set up in
the near future has reached around eighty, and the total amount of money to be raised
by those Netizen funds is estimated to be more than eight billion won. Such a radical
development has transformed the Netizen Fund from a marketing trick into a collective
investment scheme that demands a more serious legal treatment, especially regarding

protection of the investor, who is almost always an unsophisticated individual.

So far, such protection has been lacking. For example, there is no law or regulation
presently requiring transparency in the Netizen fund’ s management and accounts. The
Korean legal system regulating collective investments is not comprehensive or flexible
enough to cover a new investment vehicle such as the Netizen Fund. The system
should be amplified and made more flexible so as to meet the challenges represented
by the Netizen fund as well as other new, unexpected collective investment schemes

to come along in the future.

Although this Essay’ s focus is investor protection, it covers all of the more
significant aspects or issues related to the Netizen fund, including (i) the concept of a
Netizen Fund, (ii) the Netizen Fund’ s development since its introduction in 1999, (iii)
its legal mechanism, (iv) the “legislative vacuum” as made apparent by the lack of

laws and regulations applicable to the Netizen fund, (v) two case studies of Netizen’ s
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funds gone bad, demonstrating the ill effects of the legislative vacuum and the need
for a new system of investor protection. The author will also present a proposal for

such new system.
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