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Abstract

1. Backgrounds and Purposes

» The Financial Stability Board (FSB), established for international cooperation
between national financial authorities and international standards bodies to
develop and promote effective financial policy, regulation and supervision,
was established on June 27, 2017. The report on the impact of financial
technology development on financial stability has been released by FSB.

O In FSB's report “Financial Stability Implications from FinTech - Supervisory and
Regulatory Issues with Merit Authorities' Attention”, FSB analyzed the impact of
Fintechs for potential financial stability, and identify present supervisory and

regulatory issues that have attracted the attention.

O In the above report, ten key areas of discussion and the essential elements to support
the financial authorities' efforts to protect financial stability are presented. There are
three Service provider's operational risk management, cyber risk mitigation, macro
financial risk monitoring), and provides seven areas of legal and regulatory

compliance together with comprehensive and sustainable financial development.

O Therefore, it is necessary for domestic financial authorities to analyze the impact of
technology-based financial service innovation, to develope the formulation of financial
policies for financial stability as a rapid pace and to establish international

cooperation measures.
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O However, in Korea, there is still no evaluation or discussion based on the impact of
financial stability on the development of new financial services and regulatory

appropriateness such as FSB's “Financial Stability Implications from FinTech” report.

» In addition, the Basel Committee on Banking Supervision (BCBS) of the
Bank for International Settlements (BIS), through its report on “Implications
of fintech developments for banks and bank supervisors™ in February 2018,
suggests to the bank’s future may have different scenarios as different
consequences depending on the relationship with the customer.

O Fintech is lowering the barriers to entry into the financial services market, enabling
a new business model centered on the role of information and changing the risk and

scope of the bank. And that regulatory schemes should evolve at a rapid pace.

O The Basel Committee on Banking Supervision uses the definitions used by the FSB
for the concept of financial stability as it’s development, while systematically
classifying the categories of innovation as market support services for sector-specific

innovation areas.

O The Basel Committee on Banking Supervision, in its report, will continue to assess
the potential risks and identify the impacts on financial stability, with a view to future
changes in traditional supervisory and regulatory systems. But it also points out the
side effects of regulation, which hinder innovation (obstructing fair competition,

exposing financial consumers to unreasonable risks, etc.).



» Therefore, in this study, the concept of financial stability in terms of
technology innovation and new financial services are emerged from the
viewpoint of regulatory suitability and financial consumer protection in
terms of semantic extensibility, will be proposed a systematic improvement
plan that aims for harmonization and balance between financial stability
and related regulatory systems through innovation.

II. Major Content

» As the international financial institutions raise the necessity of monitoring
from a long-term perspective on the areas that can affect financial stability
by Fintech type, they are presented importance measures about regulation
reform for the harmonization of financial stability and FinTech innovation.

O The FSB and Basel Committee on Banking Supervision, through the publication
of the report, presented the effects of the industry on financial stability and the
need for strengthening cooperation among countries and the matters to be taken

into consideration by the financial authorities of each country.

O In Korea, there are various discussions on Fintech development, but it is necessary
to take a balanced approach to derive measures to improve the related legal system
considering the impact on financial stability and the appropriateness of regulation

by types of Fintech.
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O In order to balance the market penetration policy of companies with innovative
technologies and the financial consumer protection for securing the reliability of
related markets, it should be ensured by consumer participation through regulatory

reflux system institutionally guaranteed.

» This study suggests the following ways to improve the legal system for
institutional improvement measures for financial stability.

O To improve the efficiency of financial supervision by technological innovation, the
relevant legal system is improved and a new approach to the regulatory principle of
financial sector is tried.

- Review the possibility of comprehensive negative regulation system and suggest
possible changes in the regulatory principles of the financial sector due to
technological innovation.

- Review the scope of the appropriate negative regulation in the current regulatory

system of the financial sector and how to change the regulatory system.

O Since the market trust of financial consumers can be an important variable for
evaluating financial stability, it is necessary to systematically ensure that financial
consumers can make a certain contribution to the policy making of financial
authorities through establishment of regulatory reflux system, it will be possible to
ensure active participation so that legislative opinions that can be presented.

- It will be considered the impact of the development of new financial services on
financial stability, and be established financial consumer protection plans in

accordance with the possibility of changes in financial regulatory principles.



O It is necessary to examine the legal problems that can appear in each type according
to the emergence of new financial services due to technological innovation, and to
suggest ways to improve the legal system related to financial stability when
monitoring is needed from a long-term perspective.

- Seeking measures to secure financial stability based and to do regulatory reform on
on the elimination of financial regulation gaps due to the emergence of new financial

services and products with regulations.

Il. Expected Effects

O By emphasizing the role of finance functioning as the driving force of continuous
development in accordance with the change of the period, it provides the basic
information of the legal system for the validation of the regulatory and supervisory
system by confirming the relation between financial development and financial

stability.

O It will provide the desirable direction of the policy of the supervisory authorities
concerned with financial stability, and contribute to long-term risk management and
enhancement of financial consumer protection by providing legal and institutional basis

for realistic policy development following the development of new financial services.

O By referring to the financial stability function that major advanced countries are
focusing on and the direction of sustainable financial development that is being
discussed globally, it will be possible to plan harmonized system improvement that

can secure both financial stability and financial business development.
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Innovation facilitators

Innovation hub

A place to meet and exchange
ideas

ASIC
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BaFin
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HKMA
BoJ/FSA
FSC
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DNB/AFM
FSA
MAS

Finma

BoE/FCA
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Accelerator

“Boot-camp” for start-ups,

culminating in a pitch
presentation

ASIC

BDF
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BOE

Regulatory sandbox
Testing in a controlled environment,

with tailored policy options

AsSIC
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DNB/AFM
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Finma

FCA*
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