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I. Greetings

Distinguished guests, ladies and gentlemen.

I am Kim Yongbeom, Vice Chairman
of the Financial Services Commission.

It is my great pleasure to deliver
an opening remark
at the 5th APG Workshop in Seoul.

On behalf of the Korean government,

I would like to extend my gratitude

to the APG Secretariat

for its successful preparation of this event,
and to the presenters

for their contribution to the workshop.

Let me take this moment to welcome
everyone here
from APG and EAG member states.

I also thank
the representatives of each financial institution
and the FinTech industry in Korea

for joining us today.



. The Rise of Fintech Industry and Its Risks

Distinguished guests,

Fintech is not just a new business model.
It has evolved into another means

to financial inclusion.

For example, in Afghanistan,

women used to be denied bank accounts.

But today, they get paid for their online writings
through digital currencies,

that enhances their economic independence.

However, FinTech has some distinctive features
such as anonymity, non-face-to-face
and automatized transactions

that could do harm to our society.

It poses new risks to us

like cyber-attacks.

Cryptocurrencies and e-wallets

are often exploited by criminals

to hide their proceeds of transnational crimes

such as online gambling and drug trafficking.

That makes preventing and tracing
money laundering

more difficult than ever before.

. Rising Compliance Costs of Financial Regulations

In response to technological advances,
international standards and domestic regulations

of each state have become stronger.

The FATEF,

an international organization
for anti-money laundering,
calls for heavy punishment

on money laundering offences.

The U.S. financial authorities
impose billions of dollars in fines

to financial institutions violating AML regulations.

Financial institutions around the world

face rising costs of compliance.



After the global financial crisis,
they are required to comply with
strengthened prudential regulations
such as Basel I and Solvency II.

They are also asked
to build internal controls for anti-money laundering.

The changing regulatory environment
challenges both incumbents and new entrants

in the financial sector.

Traditional financial institutions
are being challenged to

keep up with financial innovation.

New players like FinTech businesses
are struggling with regulatory compliance

due to their limited compliance capacity.

Iv. Striking Right Balance in Financial Regulation

Distinguished guests,

In the face of rapidly changing environment,

what policy approach should we take?

I would like to take this opportunity
to share Korea’s experience with you
and make some suggestions,

in terms of regulation, supervision and compliance.

1. Flexibility in Regulation and Supervision

First, to foster an innovative industry such as FinTech,
we need a more flexible approach

in financial regulation and supervision.

Like the ‘regulatory sandbox’
that the UK and Australia have already introduced,

we need a regulatory framework with tolerance.

It would allow innovators
to test their new services in the real market

and start-ups to grow with the market.



In October, the Korean government

introduced a ‘Financial Regulatory Test Bed'.

That allows FinTech businesses
to entrust their innovative services
to financial institutions to test

within the range of existing financial regulations.

We are also drafting a new bill
titled “Special Act to Foster Financial Innovation”
and planning to launch a test bed

for blockchain technology as well.

2 Concentrating Regulatory Capacity on High
ML Risk Areas

Second,
As we are simultaneously faced with
rising regulatory costs and newly emerging threats

from technological innovation,

we need to allocate our regulatory resources

more efficiently,

balancing between riskiness and technological advances.

In this context, financial institutions and the FIU
need to adopt the 'Risk Based Approach’

more actively.

That would allow

a temporary regulatory exemption

to financial services deemed less vulnerable
to money laundering; and

at the same time, in need of technological advances.

Since 2014,

KoFIU and Korean financial institutions

have been establishing

the 'Financial Institution

Money Laundering Risk Assessment System’

to concentrate prevention efforts to high-risk areas

in accordance with the latest FATF standards.

Under the system,
financial institutions will be able to concentrate

their monitoring resources to high-risk areas

so that they can remove blind spots in the early stage.



To do our part,
the Korean government proactively counter

crimes abusing new technologies.

We tightened our crackdown on

drug dealing and pyramid fraud schemes
using cryptocurrencies; and

began to impose AML obligations

on small remitters of foreign currencies.

3. Using New Technologies in Compliance and
Supervision Work

Third, we need to embrace
technological innovation into

our compliance and supervisory works.

Those works are now
in greater demand of cost and time.
The volume of data we need to process

is also rapidly increasing.

Regulatory Technology, or ‘RegTech’
is now high on the agenda of international
organizations such as the FATF, BIS, and IMF.

That would serve as a means
to save compliance costs for financial institutions;
and to integrate technological innovation

into financial supervision and regulations.

In the near future,

financial institutions and FinTech businesses
will be able to identify

suspicious money laundering transactions

by using Al and big data analysis technology.

Blockchain technology will enable
them to conduct Customer Due Diligence (CDD)

in a more efficient way.

KoFlU, as financial supervisory authority,

will also further adopt new technologies.
For instance,
we will build an information analysis system

using Al, starting from 2018.

That would help us process

the increasing number of financial transaction reports

in a more sophisticated and systematic manner.



With the new system,
we will be able to respond more effectively

to new types of money laundering crimes.

4. Enhanced International Cooperation for
AML/CFT

Last but not least,
I would like to highlight the importance of

international cooperation.

Money laundering and terrorist financing

don’t recognize country borders.

That is why the FATF recommends,
as a principal matter,
mutual legal assistance

and information exchange among FIUs.

FinTech and its markets

are also borderless across the world.

That's why we need to work together

to proactively counter money laundering

and terrorist financing exploiting FinTech technologies.

It would not be easy
for countries across the world

to reach a regulatory consensus on FinTech.

However, AML/FT regimes in most of countries

are based on the same FATF standards.

That would make it a lot easier
to build a harmonized regulatory framework

on this front.

I wish this workshop can be a venue
for building closer cooperative relationship

among Asia-Pacific states.

IV. Closing

Distinguished guests,

Bill Gates, the founder of Microsoft,
once said:

"We always overestimate the change
that will occur in the next two years
and underestimate the change

that will occur in the next ten."



It is hard to predict
what the financial industry and its regulations

would look like in the future.

However, preparing for the future

is not something impossible.

To respond to any change to come,
we need a more flexible and efficient

regulatory and supervisory framework;

a level playing field for players to compete each other;

and strong partnership

between innovators and regulators.

Today, representatives

from both public and private sectors
across the Asia-pacific region gathered
under the common goal of

‘clean society without money laundering,

and safe world free of terrorism’.

I hope this workshop will serve

as an opportunity

to exchange our experiences and ideas,

and to benchmark each other.
Through today’s event,
I wish we could build a momentum

for international cooperation in AML/FT regulation.

I would like to thank again

all of you for being here.

Thank you.
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