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History and Lessons from Financial

Scandals and Frauds in Korea:

From the Perspective of Financial

Regulation and Ethics’

Chae Yeol Yang™™ - Young Zik Shin™**

{Abstract

This paper reviews financial scandals and frauds in modern Korean history and identifies the
causes of those. By doing so, it finally suggests measures to improve the working of the financial
system. More specifically, since financial scandals(frauds) eventually harm financial consumers -
investors, this paper suggests comprehensive measures to protect financial consumers - investors
and to ensure the proper working of the financial system.

This paper views the system of financial regulation as a multi-layered delegation system, consisting
of financial companies, regulators, and politicians, which is prone to agency problems. Based primarily
upon the agency theory and game theory framework, this paper suggests ways to improve the
financial regulatory systems, especially focusing on the incentives of regulators in general. Since
the financial system is run by the players - financial consumers, financial companies, regulators,
government officials, and politicians - the capability and intention of the players are the determining
forces on the quality of the financial system. Thus, this paper also suggests educational and ethical
aspects of measures for these players.

Keywords : Financial Scandals and Frauds, Lessons from Financial Scandals, Financial Regulations

and Ethics
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