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Measures promoting effectiveness and accountability in the
Korean financial supervisory system: Focusing on the political
capture

Chae-Yeol Yang”

< Abstract>

This paper identifies and focuses on the three issues in the Korean financial
supervision: (1) political capture problem (2) home filed bias (3) the time
inconsistency problem. Using a simple game theoretic model, the following three
measures are suggested to tackle the problems and improve the effectiveness of
the financial supervisory system: (1) introduction of the bonding device (2)
changes in the incentive structure (3) introduction of 'irrational’ player. After
reviewing three measures more concretely, some discussions follow, where the

strategic use of IT and transparency play important roles.
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