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Abstract

I . Background and purpose

[] In Korea, the role played by the financial ministry in the
course of the government-led economic development from the
1960s through the 1980s was called “government-led financial
operation” or “policy financing.” Such expressions point to the
close partnership between the government and private
businesses. The government had such a powerful political and
economic influence that it could close businesses outright or reju-
venate failing ones, so businesses earnestly cooperated with the
government. The government helped businesses grow based on
diligence and adventurism, while trying to control them in a
way it found appropriate. Such a firm relationship between the

government and businesses formed through financial policy.

[] As a country with an extremely limited capital base, Korea
used such a method effectively, and the experience has formed
the basis of the achievement made by the country. Thus, the
method adopted by the country during its process of development
is worth noting. The process of development in the country’s
capital market and the relevant legal system, in which the gov-
ernment played a definite role, can provide developing countries

with many lessons to learn from.



[ ] This study will check to see how the legal system regulating
the capital market has changed, what institutions have been
adopted, and how the policy objective of capital market develop-
ment has been achieved in detail. It will be difficult to generalize
the path of the country’s economic development in a few words,
but efforts made in this study will help those interested get a
better grasp through this model of the capital market-related le-
gal system required for different stages of a national economy’s
development. The results of this study will be a useful, basic
material for developing countries wishing to benchmark Korea’s

economic development with similar efforts.

II. Main Contents

[ ] It can be said that the formative stage of Korea’s capital
market-related legal system was from 1956, when the stock
market was first opened, to 1976, when the law was revised
wholly. The formative stage of the country’s capital mar-
ket-related legal system can be divided into three periods, de-
pending on the overall changes in the government’s policy
concerning the capital market. The first period was the period
in which the stock market first opened, the Securities and
Exchange Act was enacted, and the law was revised to deal
with the causes behind the stock market crisis that occurred.

The second period was the period in which the government



took a series of measures, such as the enactment of the Act
on the Furtherance of Capital Market and the Act on Promo-
tion of the Initial Public Offering, to promote the -capital
market. That period can be called the capital market promo-
tion period. Finally, the third period was the period in which
measures for protection and development of investors were

taken in step with the growth of the capital (stock) market.

During the formative stage of the capital market-related legal
system, the country achieved the desired goal of rapid growth
of the capital market, but experienced a devastating failure due
to various deficiencies in the system and the market participants’
immaturity. Following the enactment of the Securities and Ex-
change Act in January 1962, trade volume increased in the
stock market and businesses started issuing stocks briskly. Four
months later, the stock market faced a crisis and legislative
steps were taken to get the stock market out of the difficulties

it faced.

In Korea, the financial sector focused for a long time on the
role of providing support for the growth of manufacturing, un-
der the government’s regulation and influence, in connection with
a need to attach importance to manufacturing and exports in or-
der to overcome the limitations of the small domestic market in
the course of economic development and earn foreign currencies

because the country needed to import technologies and capital



goods. The country’s capital market displayed the characteristics
of an economic system that selected an export-oriented path of

development.

[ ] At that time, the country’s capital market was under the strict
control of the Ministry of Finance and thus the country could
cope efficiently with difficulties that occurred in the course of
the formation of the capital market, including the stock market
crisis in 1962. In this respect, it can be said that the govern-
ment-led development policy exerted its merits in the capital

market as in other economic policies.

IlI. Expected Effect

[ ] In connection with Korea’s experience of the formation and
development of its capital market-related legal system, items
that developing countries may want to benchmark in their effort
to design and operate their capital market-related legal system

are as follows:

[ ] First, in the case of a developing country’s capital market-re-
lated legal system, when it is in a formative stage, it is prop-
er to impose regulations on the securities industry from an in-
dustrial perspective in addition to regulations on information
disclosure and unfair trade designed for the protection of in-

vestors, as Korea did. Especially, it is necessary to operate a



legal system regulating detailed behavioral norms in a way
that will train financial market participants to adopt desirable
market behaviors, as it is feared that market participants, such
as securities business operators, stock exchanges, stock investors,
and listed firms, are likely to experience trials and errors due
to an insufficient understanding of the capital market or will try
to seek private interest by taking advantage of loopholes in the

system.

Second, it appears desirable to confine the scope of products
traded in a financial market (i.e. the scope of products regu-
lated under a capital market-related law) to stocks in the for-
mative stage of a capital market-related legal system that does
not yet have a variety of institutional apparatuses that can mini-
mize volatility and risk, which are unavoidable features of a
capital market. Transactions of products like derivatives, which
entail complexity and risk, must be preceded by the formation

of the relevant infrastructure, including human resources.

Third, following the stock market crisis in 1962, just a few
months after the opening of the market and the enactment of
the Securities and Exchange Act, the first step taken by the
Korean government was to revamp regulations on the securities
industry. The experience showed that it was highly likely that
financial market participants would abuse securities business ope-

rators or the securities exchange where they had an insufficient



understanding of the market and their market behavior remained

immature.

[ ] Fourth, in a common law-model of a capital market-related
legal system, which is regarded as a global standard, private en-
forcement tends to be emphasized. Such a method of enforce-
ment appears to not be proper for developing a country’s capi-
tal market-related legal system when it remains in the formative
stage. This 1s due to the lack of a proper judicial system for
private enforcement and because people have low trust in the
judiciary branch of the government. Thus, it is thought that it is
better to leave the enforcement to regulatory agencies that can

enforce the law on capital market powerfully and efficiently.

[ ] Finally, it is Korea’s capital market fostering policy (i.e. the
policy of encouraging listing on the stock market) that was the
most successful item in the country’s capital market-related legal
system and it will serve as an important lesson for later starting
countries. Measures encouraging businesses’ [POs can be made
on a diverse level ranging from inactive support to positive

incentives.

» Key Words : capital market; financial policy; economic development;

developing countries; the Securities and Exchange Act
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B lad

W Financial Sector Development Strategy 2006-2015

Immediate Priorities (2006-2009)

- Enact Bankruptcy Law

- Develop progressive company framework with graduated requirement from
small to listed company.

- Investor education and human resource development

- Put in place interbank market

- Enact law on non-government securities (Enforcement framework for fraud
and central electronic securities depository)

- Continuing improvement of accounting/auditing capacity.

Intermediate and Medium term priorities (2009-2012)

- Implement progressive, graduated framework for companies
- Securities depository for all public company

- Implementation of financial enforcement and regulation

- Continuing development of financial regulation

Preparation for Securities Exchange: IPOs, Securities intermediaries, consi-
deration of investor compensation scheme.

Long Term Goals (2012-2015)

- Development of:
Investment funds
Pensions/Provident fund scheme
Securitization framework/Institution
Derivatives
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