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The korean Journal of Securities Law, Vol. 7, No. 2, 2006

Consumer Protection in the Financial Investment Services
and Newly Proposed Bill
on Capital Market Consolidation Act

Soo Hyun Ahn

ABSTRACT

Consumer protection is of serious concern in the financial markets since it is
prone to information asymmetries. As financial products are becoming more
complex and information technology develops, the level of sophistication of
financial service providers and that of consumers may be diverging. As such, the
need for protecting financial consumer is becoming more apparent, particularly as
the current legal framework for financial consumer protection has not fully
resolved this information imbalance between financial institutions and consumers.

Traditionally, any financial consumer who transacts with a securities company is
dealt with as an investor. The Securities and Exchange Act(SEA) is the primary
source where investor protection is provided formally under the law. This act is,
however, based on the concept of the reasonable investor, and it encourages
investors to be informed as to regulations pertaining to the conduct of securities
companies, including the duty to explain, the suitability principle, and so on.

Although the Securities and Exchange Act is based onthe concept of the
reasonable investor who has the capacity to analyze information and invest
responsibly, in reality there are many unsophisticated investors who are not able to

understand financial products and who have difficulty evaluating financial products
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and services, due to eitherfinancial literacy or low level of education, even if
sufficient information is provided.

Financial consumers can also simply make poor financial decisions, driven by
any number of factors, including inappropriate or illegal business conduct. Taking
these realities into account, the financial system and related regulatory mechanisms
should provide sufficient protective measures forthe financial consumers.

Recognizing these issues, the Ministry of Finance recently announced a new
Reform Act bill entitled the Capital Market and Financial Investment Services Act
with the intention of not only tearing down regulatory barriers within the financial
markets but also of enhancing financial consumer protection.

This new Act will include several provisions to remove loopholes in investor
protection and upgrade investor protection mechanisms. It is worthwhile to note
that these proposed provisions shall treat non-professional investor and professional
investors differently.

The new Proposed Act thus aims to put a strengthened and advanced investor
protection system in place. However, will this aim be achieved? This paper asks
and explores these issues.

In conclusion, the regulatory policies which focus on investor protection based
on the concepts of the reasonable human and the favoring of informed investors
should change to a framework geared towards the financial consumer concept, and

add sufficient and effective consumer protection mechanisms as soon as possible.

Key Words : Capital Market and Financial Investment Services Act, financial
consumer, financial investment company, unsolicited call, principle
of suitability, regulation on the investment advertisement, Bill on

Capital Market Consolidation Act



