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I. General Economic Trends

I. General Economic Trends
Summary
Over the course of 2005, the Korean
economy grew by 4.0 percent as the
export growth rate slowed down owing to
a base-period effect, even though private
consumption and facilities investment
showed a mild recovery. From the second
half, however, the Korean economy recovered at a gradually increasing pace due to
the balanced growth of domestic demand
and exports.
Despite a surge in international oil
prices, consumer prices increased by 2.7
percent on average, affected by stable
prices of agricultural, livestock and marine
products and the appreciation of the won
against the dollar. The core inflation rate
stood at no more than 2.3 percent on
average, lower than the previous year. The
current account surplus narrowed from
28.2 billion dollars in 2004 to 16.6 billion
dollars in 2005 owing to a widened deficit
on the services account.
In the first half, the economy posted
slow growth, affected by the reduced rate
of increase of exports and weak recovery
of domestic demand due to the rise in
international oil prices, and prices kept to
a stable trend. Accordingly, the Bank of
Korea maintained the call rate target at

3.25 percent which is a relatively low level
and the government supported the economic recovery through the front-loading
of fiscal spending.
From the beginning of the second half
of the year, the pace of the economic
recovery picked up gradually. Amid a
steady rise in the export growth rate, the
rates of increase of private consumption
and facilities investment accelerated. As a
result, the growth rate converged on the
level of the potential growth rate from the
third quarter of 2005. In the meantime,
there was a growing necessity to minimize
the negative effects caused by the continuation of low interest rates such as the shift
of funds toward short-term financial assets
and the possibility of instability in asset
prices, in addition to the existence of
latent inflationary pressure from the cost
side owing to high oil prices. Considering
these factors, the Bank of Korea made a
0.25 percentage-point upward adjustment
of the call rate target in October and again
in December.
During 2006, the Korean economy is
expected to see higher growth, affected by
the robust paces of exports and the
stronger growth in domestic demand. The
rise in prices is likely to accelerate further
owing to high oil prices and the current
The Bank of Korea
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account surplus is expected to narrow.
However, uncertainties related to the global economy, international oil prices and
the exchange rate still retain their potential as factors threatening the national
economy.
In this situation, future economic policy needs to be conducted with a focus on
maintaining stable growth trends while
establishing a solid economic recovery. To
this end, policies should be pursued in
such a way as to cope effectively with the
changes in the domestic and foreign environment and maximize policy effects
through the operation of macro-economic
policies in a harmonious policy mix.

Economic Trends
World Economy’s Growth Trend
Continues, International Oil Prices
Soar
During 2005, the world economy
showed a growth rate of over 4 percent
for the third consecutive year since 2003
as the U.S. and Chinese economies continued their favorable growth and the
Japanese economy regained its strength.
The U.S. economy maintained a high
growth rate of 3.5 percent owing to a
steady rise in private consumption and
brisk corporate investment. In the fourth
2

quarter, however, the growth rate slowed
down temporarily, under the impact of
Hurricane Katrina. The annual growth of
the euro-zone economy slowed down
from the previous year. From the latter
half, however, it showed a gradual recovering pace owing to favorable exports and
an improvement in investment. The
recovery pace of the Japanese economy
accelerated, centering on facilities investment and private consumption. Expectations that its deflation problem would
be solved also became more widespread.
The Chinese economy registered a high
growth rate of 9.9 percent, bolstered by
the strong growth in fixed investment
and exports. The economies of the
Southeast Asian, Central and South
American countries generally exhibited
robust growth trends.
In the United States, owing to the U.S.
Federal Reserve’s ratcheting up of its policy
rate in eight steps taken during 2005, shortterm interest rates rose sharply, but longterm interest rates increased only slightly,
narrowing the gap between them. Despite
the robust economic growth, U.S. share
prices remained generally unchanged in
response to the sharp hike in international
oil prices, a rise in interest rates and worries
over a slowdown in the housing market.
On the other hand, euro-zone and
Japanese share prices rose sharply, riding
on the back of expectations of economic
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recovery.
Over the course of the year, the U.S.
dollar continued its strong tone owing to
the widening of the interest rate gap with
major countries and increased capital
inflows to the U.S. It traded at 1.18 dollars
per euro and 117.5 yen per dollar at the
end of 2005, having appreciated against
them by 14.5 percent and 13.2 percent,
<Table 1>

respectively, from the end of the previous
year.
International oil prices maintained a
steeply upward trend from the beginning
of the year and registered their highestever levels in August and September.
Subsequently, though stabilized somewhat owing to a rise in stockpiles and the
release of oil from strategic reserves, they

International Economic Indicators
Unit : %

2001

2002

2003

2004

2005

World1)

2.4

3.0

4.0

5.1

4.3

Industrial2)

1.1

1.5

2.0

3.3

2.7

0.8

1.6

2.7

4.2

3.5

Economic Growth

United States
Japan

0.4

0.1

1.8

2.3

2.8

Eurozone

1.9

0.9

0.7

2.1

1.3

Developing1)

4.1

4.8

6.5

7.3

6.4

5.6

6.6

8.1

8.2

7.8

8.3

9.1

10.0

10.1

9.9

0.5

0.0

2.2

5.6

4.1

Asia1)
(China)
Central and South America1)
Crude Oil

3)

($/barrel)
Other Raw Materials4)

-12.6

4.4

12.6

26.1

46.2

(22.8)

(23.8)

(26.8)

(33.8)

(49.4)

-4.9

1.7

6.9

18.5

10.4

Long-term Interest Rates5)
(United States)

5.03

3.81

4.25

4.22

4.40

(Japan)

1.37

0.90

1.36

1.43

1.47

Short-term Interest Rates
(United States)6)

1.71

1.22

0.93

2.23

4.07

0.013

0.002

0.005

0.001

0.002

1.88

1.38

1.15

2.56

4.54

JPY per USD

131.5

119.3

107.0

103.8

117.5

USD per EUR7)

0.890

1.050

1.259

1.356

1.184

(Japan)6)
(LIBOR USD 3-Month)7)
7)

Notes : 1) Based on the figures published by IMF.
2) Based on the figures published by OECD.
3) Dubai spot price, annual average.
4) Non-fuel primary commodities index(IMF), annual average.
5) Yield on 10-year Treasury notes at the end of year.
6) Yield on 3-month Treasury bills at the end of year.
7) Based on the end of year.

The Bank of Korea

3

Annual Report

showed an annual average hike of 46.2
percent(Dubai basis). Their run-up was
attributable to the greatly increased
demand for oil with the recovery of the
world economy, the constraints on surplus production capacity, and damage to
oil facilities in Gulf of Mexico by
Hurricane Katrina. The prices of other
internationally-traded raw materials also
showed double-digit growth in 2005 following on from the previous year because
of a steep rise in prices of nonferrous metals, which more than offset the effects of
stable grain prices.

Exports on Steady Rise, Domestic
Demand on Recovery Track
During 2005, the GDP growth rate of the
<Chart 1>
30

20

Korean economy slowed down from the
previous year's 4.7 percent to 4.0 percent.
From the latter half, however, the economy
exhibited a gradually recovering pace.
Viewed by sector, exports maintained an
expansionary trend, and domestic demand
showed a recovery pace, led by private consumption and facilities investment.
Seen by quarter, GDP growth registered low rates of 2.7 percent in the first
quarter and 3.2 percent in the second
quarter owing to the slower growth of
exports and the delayed recovery of
domestic demand. From the beginning
of the latter half of the year, the GDP
growth rate gradually accelerated to 4.5
percent in the third quarter and 5.3 percent in the fourth quarter as private consumption and facilities investment

Growth Rates of Real GDP1)

(%)

(%)

Growth of exports

20

Increase in
final consumption and
fixed investment

10

10

GDP growth

0

0

-10

-10
I

II

III
2002

IV

I

II

III

IV

I

2003

Note : 1) Compared with the same period of the previous year.

4

30

II

III
2004

IV

I

II

III
2005

IV

I. General Economic Trends

showed a speedier recovery pace amid a
double-digit increase of goods exports
(in real terms).
Among components of demand, consumption increased by 3.4 percent.
Private consumption emerged from its
protracted downturn to expand by 3.2
percent owing to wage hikes, the
improvement in household balance
sheets, and the recovery of consumer
confidence, but its growth slightly
exceeded the level of 2002. Meanwhile,
government spending increased 4.3 percent, showing a steady rise.
<Table 2>

Fixed investment, in spite of the inactivity of construction investment, exhibited a
higher rate of growth than in the previous
year due to the shift of facilities investment to a strong upswing. Construction
investment increased by a mere 0.4 percent due to the slowdown in both building
construction and civil engineering.
Facilities investment witnessed its growth
rate accelerate from the previous year’s 3.8
percent to 5.1 percent as investment in
machinery, mainly semiconductor manufacturing equipment, increased steadily
and that in transportation equipment

Domestic Economic Indicators
Unit : %

2005p
2003

2004
Year

GDP

Ⅰ

Ⅱ

Ⅲ

Ⅳ

3.1

4.7

4.0

2.7

3.2

4.5

(Private Consumption)

-1.2

-0.3

3.2

1.6

3.0

4.0

4.2

(Construction Investment)

7.9

1.1

0.4

-2.2

1.6

0.3

0.9

1)

5.3

(Facilities Investment)

-1.2

3.8

5.1

2.9

2.7

4.3

10.2

(Exports)

15.6

19.6

8.5

7.1

5.3

11.2

10.4

(Imports)

10.1

13.9

6.9

5.4

6.0

11.0

5.3

1.9

3.9

0.5

0.4

0.1

0.3

1.2

Unemployment Rate

3.6

3.7

3.7

3.7

3.8

3.8

3.6

Consumer Prices1)

3.6

3.6

2.7

3.2

3.0

2.3

2.5

Core Inflation1)

3.1

2.9

2.3

3.0

2.5

1.9

1.8

G N I1)
2)

Current Account($, billion)

119.5

281.7

165.6

58.8

26.0

26.5

54.3

Exports(customs clearance basis)1)

19.3

31.0

12.1

12.7

9.0

15.4

11.6

Imports(customs clearance basis)1)

17.6

25.5

16.3

14.7

15.1

20.8

14.8

Yield on 3-Year Treasury Bonds

4.55

4.11

4.27

3.96

3.80

4.32

4.99

Yield on 3-Year Corporate Bonds

5.43

4.73

4.68

4.41

4.20

4.73

5.40

810.7

895.9

1,379.4

965.7

1,008.2

1,221.0

1,379.4

1,192.6

1,035.1

1,011.6

1,015.5

1,025.4

1,041.1

1,011.6

KOSPI(end-of-period)
KRW per USD(end-of-period)

Notes : 1) The rate of increase or growth compared with the same period of the previous year.
2) Seasonally-adjusted.
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improved from the latter half.
Total exports of goods and services, in
real terms, saw their growth rate slow
down to 8.5 percent owing to a base-period effect. Total real imports increased by
only 6.9 percent, affected by the reduced
growth rates of those of raw materials for
export use and capital goods. The growth
of real gross national income (GNI),
reflecting changes in the terms of trade
and net receipts of external factor income,
slowed down from the previous year’s 3.9
percent to 0.5 percent, owing to the runup in international oil prices and a fall in
semiconductor prices.
Examining the distribution of nominal
national income (NI), the ratio of compensation of employees to NI rose from
the previous year’s 59.1 percent to stand
at 60.4 percent because of the continuation of the high growth rate of wages.
The gross saving ratio fell from the previous year’s 34.9 percent to 33.0 percent
due to the recovery pace of consumption
and the gross domestic investment ratio
edged down from 30.4 percent to 30.2
percent owing to the slower pace of construction investment, which counteracted
the effect of a rise in facilities investment.

Manufacturing Continues to Enjoy
Buoyancy and Services Recover
Looking at the trend of production
6

activities by sector during the year, the
growth rate of the construction sector
decelerated, whereas that of manufacturing sustained high growth and that of services showed a recovery trend.
Manufacturing production posted relatively strong growth of 7.0 percent, even
though this was lower than in the previous
year. Printing, publishing and non-metallic
mineral products suffered a decline, but
semiconductors and video & audio equipment, along with automobiles, showed
high rates of growth owing to brisk exports.
The growth of services accelerated to
3.0 percent. Looking at the industry’s various fields, communications continued
their robust growth and the wholesale &
retail trade and the finance and insurance
sectors shifted to an upturn, emerging
from their protracted downturn.
The construction sector still remained
in the doldrums with its scant growth of
0.1 percent ascribable to the shift of construction of non-residential buildings in
the private sector to a decline, coupled
with sluggish government construction,
centering on civil engineering such as
roads and bridges.
Electricity, gas and water supply posted
more rapid growth in line with expanded
consumption of electricity in response to
spells of torrid head and severe cold. In
the agriculture, forestry and fishing sector,
however, production slipped by 0.1 per-

I. General Economic Trends

cent owing to a reduction in the area
under cultivation.
Meanwhile, looking at the weight of
each industry in nominal GDP, that of the
construction industry fell from the 9.3
percent of the previous year to 9.2 percent
and that of manufacturing dropped slightly from the previous year to 28.4 percent,
but that of services rose from 55.6 percent
to 56.3 percent.

adequate because of the reduced rate of
GDP growth.
The increase in the number of persons
in employment declined from the previous year’s 420 thousand to 300 thousand,
so the employment rate(the ratio of persons in employment to population 15
years old & over) edged down from 59.8
percent to 59.7 percent, with the unemployment rate posting 3.7 percent.
However, the proportion of temporary
and daily workers did decline and the
increase of the number of persons willing
to work additional hours slowed down,
showing a slight improvement in terms of
the quality of employment.
Looking at the number of persons in
employment in each business field, there

Inadequate Improvement in
Employment Situation, and Slight
Acceleration of Wage Increases
There was some improvement in labor
market conditions, but this was less than
<Chart 2>
4.5

Unemployment1) and Nominal Wages2)

(%)

(%)

Unemployment rate
(left scale)

Rate of increase of nominal wages
(right scale)

4.0

14
12
10

3.5

8
6

3.0

4
2.5

2
2.0

I

II

III
2003

IV

I

II

III
2004

IV

I

II

III

IV

0

2005

Notes : 1) Seasonally-adjusted.
2) Wages in all industries except agriculture, forestry and fishing compared with the same period of
the previous year.
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was a sharp increase in the number of
those employed in the service sector due
to the recovery of domestic demand, following on from the previous year. On the
other hand, the manufacturing sector registered a decline owing to the briskness of
production being centered on the information and communications industry, which
does not have a high employment-inducement effect, and enterprises’ efforts to save
personnel costs. Employment in construction fell owing to lackluster construction
activity and that in agriculture, forestry
and fishing also continued its downward
trend.
Wages(on the basis of regular workers)
recorded strong growth of 6.6 percent during the year, centering on services, following on from the previous year. Unit labor
<Chart 3>

costs(nonfarm-basis) rose by 3.8 percent, a
similar level to that of the previous year.

Headline and Core Inflation Slow
Down
The consumer price index (CPI) rose by
2.7 percent on average, slowing down
sharply from the previous year. This was
attributable to the steep appreciation of
the won against the US dollar, the stable
prices of agricultural, livestock and marine
products, and the weak inflationary pressure from the demand side, which together offset the effects of the sharp run-up in
international oil prices.
Viewing the movements of consumer
prices by period, headline inflation
remained at a level a little above 3.0 per-

Headline and Core Inflation1)

(%)

(%)
6

6

Headline inflation
5

5

Core inflation

4

4

3±1%
2.5~3.5%
3

3±1%

3

3±1%
2

2

Medium-term inflation target

Annual inflation
targets

1

1
2001

2002

2003

Note : 1) Compared with the same period of the previous year.
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2004

2005
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cent during the first half of the year owing
to high oil prices and a hike in cigarette
prices, but in the third and fourth quarters
it decelerated to 2.3 percent and 2.5 percent, respectively, affected by the stable
prices of agricultural, livestock and marine
products, and the slower pace of increase
of service charges.
Viewing price rises by category, industrial products went up by 3.7 percent, accelerating their upward trend, led by the high
prices of petroleum products. On the other
hand, charges for services increased by 2.4
percent, showing a slower pace than the
previous year, thanks to the stability of
charges for private services. The prices of
agricultural, livestock and marine products
rose by only 1.8 percent.
Core inflation, which excludes the
prices of non-cereal agricultural products
and petroleum products from the CPI,
went up by 2.3 percent, showing a stable
pattern of movements assisted by the stability of service charges and a fall in grain
prices.
In the real estate market, housing prices
and house rents, which had fallen in the
previous year, shifted to an upward trend.
Housing prices climbed by 4.0 percent,
affected by expectations of an easing of
regulations on reconstruction and the plan
to sell apartments by lot in the new town
of Pangyo, and house rents also showed a
rise of 3.0 percent.

Current Account Surplus Narrows
The current account surplus narrowed
substantially from the 28.2 billion dollars
of the previous year to stand at 16.6 billion dollars as the goods account surplus
declined and the service account deficit
widened.
Exports (customs-clearance basis)
totaled 284.4 billion dollars, decelerating
their 31.0 percent growth of a year earlier
to 12.0 percent. However, exports continued double-digit growth for the third consecutive year. This was largely attributable
to the great expansion of overseas
demand brought about by the sustained
rapid growth of the Chinese economy and
the steady growth of the advanced countries’ economies, as well as noticeable
improvements in the quality competitiveness of main export items.
By item, computers and textiles saw
only sluggish export performance, but
machinery, chemical goods, iron and steel
enjoyed high rates of export growth.
Exports of semiconductors and passenger
cars were brisk in general.
Imports (customs clearance basis)
increased by 16.4 percent to register 261.2
billion dollars. Imports of raw materials,
including crude oil, rose sharply and
those of capital goods, led by information
& communication equipment and transportation equipment, showed a steady
The Bank of Korea
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rise. The growth rate of imports for consumer goods also accelerated because of a
recovery in private consumption.
With imports showing a much larger
scale increase than exports, the goods
account surplus narrowed from the 37.6
billion dollars of the previous year to 33.5
billion dollars.
The service account deficit, though,
widened from the 8.0 billion dollars of a
year earlier to 13.1 billion dollars in
response to the sharp increase in payments for overseas travel, education
abroad and business services. Meanwhile,
the income account shifted into deficit
owing to the increased payments of dividends, which offset the rise in external
interest income. The current transfers
account registered a deficit similar to that
of the previous year.
<Chart 4>

The scale of the capital account surplus narrowed from the previous year’s
7.6 billion dollars to 0.5 billion dollars,
with a reduced inflow of foreign funds
for direct investment and securities
investment.
As of the end of the year, the holdings
of international reserves had risen by
11.3 billion dollars over the previous
year-end to stand at 210.4 billion dollars.
Gross external liabilities increased by
17.8 billion dollars throughout the year
to 190 billion dollars, but their ratio to
nominal GDP dropped over the previous
year from 25.3 percent to 24.1 percent.
Meanwhile, net external assets, which
represent gross external assets less gross
external liabilities, increased by 6.7 billion dollars during the year under review
to 118.7 billion dollars.
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affected by an upward adjustment of the
call rate target in October. After an additional adjustment of the call rate target in
December, they showed renewed stability
as uncertainties over the direction of
interest rates declined. Consequently, as
of the end of the year, secondary market
yields on the three-year Treasury bond
had risen by 1.8 percentage points from
the previous year-end to stand at 5.1 percent.
Short-term market interest rates maintained a generally stable trend until
August in response to the continuation
of the low interest rate policy stance,
after edging up somewhat in the early
part of the year along with long-term
market interest rates. They subsequently
showed a renewed upward trend following the two upward adjustments of the

Interest Rates and Share Prices Rise,
the Won Appreciates
In the financial markets, market interest rates rose owing to expectations of economic recovery and an upward adjustment of the call rate target. Share prices
also rose steeply, registering record highs.
The Korean won, meanwhile, strengthened against the US dollar.
Long-term market interest rates rose
from the beginning of the year owing to
the increase in the government’s issuance
of Treasury bonds, but from February
they shifted to a downward trend due to
worries over the delay in economic recovery. From early June, they shifted to an
upward trend, affected by the widespread
anticipations of economic recovery, and
subsequently continued to move higher,
<Chart 5>
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call rate target and, as of the end of the
year, secondary market yields on 91-day
CDs stood at 4.1 percent, a rise of 0.7 of a
percentage point compared to the end of
the previous year.
Banks’ lending and deposit rates maintained the level of the previous year-end
until August, but exhibited an upward
trend from September in response to the
hike in market interest rates.
Meanwhile, the spread between longterm and short-term interest rates (secondary market yields on three-year
Treasury bonds versus those on 91-day
CDs), which had reversed to a negative
premium of 0.15 of a percentage point by
the end of the previous year, shifted back
to a more normal positive premium that
widened to 0.99 of a percentage point by
the year-end. Apart from this, the corpo<Chart 6>
1,400

rate bond risk premium (secondary market yields on AA- grade corporate bonds
versus those on three-year Treasuries)
showed a stable trend during the year,
posting 0.4 of a percentage point at the
year-end, the same as the premium at the
previous year-end.
The Korea composite stock price index
(KOSPI) maintained an upward trend
from the beginning of the year on anticipations of economic recovery. From
March, though, it shifted to a downward
trend owing to worries over the delay in
economic recovery and the poor business
performance of information, communications and technology (ICT) enterprises.
There was a rally in May due to anticipations of improved ICT business conditions. The upward trend continued until
the year-end, repeatedly setting record
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highs, influenced by the expanded inflow
of funds into the stock market following
the increase in the deposits of installment
funds, the economic recovery and the
improvement in enterprises’ business
results. As a result, as of the end of the
year, KOSPI registered 1,379.4, which was
483.5 points higher than at the end of the
previous year. The KOSDAQ index also
soared, showing a similar upward trend to
KOSPI, and stood at 701.8 at the year-end,
321.5 points higher than at the end of the
previous year.
The Korean won’s appreciation trend
against the US dollar, which had become
evident from the October of the previous
year, was sustained until April owing to
the continuation of the current account
surplus and forward sales by exporting
companies. Thereafter, the Korean won
showed a weakening trend until October
in response to the strength of the US dollar and a net outflow of foreign stock
investment funds. From November
onwards, the won regained its lost
ground, influenced by the possibility of
an early end to the US interest rate hike
cycle, posting 1,011.6 won per dollar at
the year-end. As of the end of the year,
accordingly, it had appreciated by 2.3 percent against the US dollar from the end of
the previous year and by 11.7 percent on
an annual average basis.

Buoyant Deposit-Taking by Banks:
Acceleration of Growth of Loans
During the year, there was a big
increase in deposit-taking by banks, centered on money market deposit accounts
(MMDA) and negotiable certificates of
deposit(CDs). Deposit-taking by asset
management companies increased
sharply, led by such stock-related deposits
as installment funds, but the growth rate
slowed down owing to a reduction in
bond-type beneficiary certificates following a hike in interest rates.
The growth of banks’ lending accelerated from early in the second quarter.
Lending to small and medium enterprises
(SMEs) expanded steadily, boosted by
banks’ strategy of extending more loans to
financially healthy SMEs. Lending to large
companies also shifted to an upward
trend. In particular, the growth of lending
to households accelerated sharply, centered on housing mortgage loans, affected
by a rise in real estate prices and banks’
competition to write more loans. As a
result, the share of household loans in
banks’ total outstanding loans moved up
from the previous year’s 49.9 percent to
50.9 percent on a year end basis.
Corporate funding conditions showed a
generally improved pattern with the bill
default ratio falling thanks to brisk fund
raising through borrowings from banks
and the issuance of stocks and corporate
The Bank of Korea
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bonds.
Looking at the movements of monetary
aggregates, the growth rate of M3, which
indicates overall liquidity, and of broad
money M2 rose from the previous year’s
5.8 percent and 4.2 percent, respectively,
to 6.0 percent in both cases. This was
ascribable to the speedier growth rate of
private credit amid a recovery in domestic
consumption, which offset the effects of
the reduced money supply through the
overseas sector following the narrowed
current account surplus. The growth rate
of narrow money M1 also rose from 8.1
percent to 9.6 percent over the same period in line with the sharp rise in shortterm deposits at banks, including MMDA.

Principal Policy Measures
during the Year
Call Rate Target Raised Twice
Beginning in October
Throughout the year the Bank of Korea
conducted monetary policy with a view
to supporting the economic recovery
while keeping a close watch over price
stability.
The Bank of Korea had maintained the
call rate target at 3.25 percent until
September, judging that the accommodative monetary stance needed to be con14

tinued since, although the real economy
showed some stirrings of improvement
amid continued price stability, the pace
of the recovery was very modest. Moving
into the second half of the year, however, the domestic economy showed a
rapid recovery and it was expected that
the GDP growth rate would converge on
the level of potential growth rate. In
addition, the necessity of resolving the
negative side-effects generated by the
continuation of the monetary accommodation over a lengthy period was becoming a pressing issue. Accordingly, the
Bank of Korea raised the call rate target
on October 11 and again on December 8
by 25 basis points on each occasion. At
the same time, the interest rate on
Liquidity Adjustment Loans was hiked by
25 basis points on each occasion in parallel with the two upward adjustments of
the call rate target. However, the interest
rate on loans under the Aggregate Credit
Ceiling was held unchanged at 2.0 percent, in view of the management difficulties facing SMEs.
Throughout the year, in order to ensure
that call market rates formed at their target level, the Bank of Korea absorbed, by
way of the issue of Monetary Stabilization
Bonds (MSBs), the excess liquidity resulting from the current account surplus.
Consequently, MSBs outstanding rose
from 142.8 trillion won at the end of 2004

I. General Economic Trends

to 155.2 trillion won at the end of 2005.
To ease the negative side-effects generated by the accumulated issuance of
MSBs, meanwhile, the Bank of Korea
entered into currency swap transactions
with the National Pension Fund, supplying foreign exchange holdings to it in
return for absorbing domestic currency
from it, and repurchasing the funds at
maturity.

Improvement of Monetary Credit
Policy, Strengthening of Support for
SMEs
Throughout the year, the Bank of Korea
endeavored to improve the operation of
monetary credit policy.
For the smooth issuance of MSBs, the
Bank of Korea changed or adjusted the
tender dates for them to avoid overlap
with those for Treasury bonds from March
and tried to keep the bidding volume at a
certain level for each auction date.
As part of its efforts to enhance the
transparency and credibility of monetary
policy, it brought forward the timing of
public disclosure of the minutes of the
Monetary Policy Committee. In the past,
these had been made public three months
after the relevant committee meeting.
From April, however, the minutes were
disclosed six weeks after the committee
meeting by being posted on the website of

the Bank of Korea. Along with this, the
Bank of Korea strengthened the provision,
primarily by its Economic Educational
Center and its branches, of economic education to the general public to enhance
understanding of the market economy
and confidence in its monetary policy.
The Bank of Korea strengthened financial support to SMEs. In this context, it
redirected those fractions of the Aggregate
Credit Ceiling quotas deducted from
banks that had failed to comply with the
ratio of lending to SMEs to other banks
that had expanded their SME lending relatively more.
Along with this, to facilitate enterprises’
facilities investment, the Bank of Korea
established a foreign currency loanlinked currency swap system in July that
allows foreign exchange banks to use part
of the foreign exchange reserves as financial resources for facilities investment
funds lending. From October, it included
the results of banks’ performance in facilities investment funds lending to SMEs in
the appraisal guidelines for allocation of
the Bank of Korea’s Aggregate Credit
Ceiling, heightening incentives for financial institutions’ lending to SMEs.

The Bank of Korea
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Heightening the Safety of the
Financial System
During the year, the Bank of Korea carried out its duties of heightening the safety of the financial system through
improvement of the payment and settlement system, examination of financial
institutions and analysis of their management status.
As a first step, it prepared a legal basis to
guarantee the settlement finality of the
payment and settlement system. Specifically, it was instrumental in bringing
about the insertion of a clause into the Act
on Bankruptcy and Rehabilitation of
Debtors that made payment instructions
or settlements made through the BOKWire and other payment and settlement
systems designated by the Governor of
the Bank of Korea effective, irrespective of
any decisions that might be taken to carry
out procedures for the turnaround of
financial institutions or their declaration
of bankruptcy.
For the smooth operation of BOK-Wire
and reduction of settlement risk, it unified
the adjustment of funds balances arising
from inter-bank net settlements to the
interest compensation method and
brought forward to the morning the timing of the net settlements of checks. At the
same time, it launched a project for the
reconstruction of BOK-Wire as a hybrid
system that combines the advantages of
16

the real-time gross settlement system,
which carries no credit risk, and those of
the net settlement system, which saves settlement liquidity.
Along with this, the Bank of Korea
checked banks’ preparations for Basel II,
the new BIS Accord. It also conducted
joint examinations with the Financial
Supervisory Service (FSS) on eight banks
and requested the FSS itself to carry out
the examination of two banks. In July, in
preparation for the possibility that the
increase in housing mortgage loans might
threaten the stability of the financial system, it conducted a check jointly with the
FSS on 17 banks to capture the status of
their handling of housing mortgage
loans.
To take effective action against the
surge in the counterfeiting of banknotes
and improve the quality of the currency, after government approval, the Bank
of Korea settled the designs of new banknotes in denominations of 10,000won, 5,000-won and 1,000-won and
decided to issue the new banknotes
from 2006.

Continued Upgrading of the
Financial Infrastructure
The government pursued financial policies to upgrade the financial infrastructure
with an emphasis on enhancing the trans-
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parency of financial institutions and the
efficiency of financial industry while
strengthening the protection of financial
consumers.
In an initial move, it made efforts to
improve governance structures as a means
of enhancing the specialization and transparency of financial institutions. The government made it obligatory for agricultural cooperatives and fisheries cooperatives
to employ standing directors for each
business sector such as banking and insurance business and to undergo external
audit. The National Agricultural Cooperative Federation and the National Federation of Fisheries Cooperatives were also
both required to set up an audit committee. The standing director system was
newly introduced for the management of
community credit cooperatives and a governance framework of outside directors,
audit committee and compliance officer
was also imposed upon the Korea
Federation of Community Credit
Cooperatives.
To enhance the efficiency of the financial industry, insurance and securities
companies were allowed to engage in trust
business as an ancillary business. A comprehensive trust system allowing the operation of more than two kinds of entrusted
properties under a single trust contract
was also introduced.
Besides this, to protect financial con-

sumers from unregistered usury companies, their registration was made obligatory and they were prohibited from renting
their name to others. To heighten the fairness of the environment for corporate
M&A, purchasers were required to report
the purpose for holding stocks to the
Financial Supervisory Commission (FSC)
and Korea Exchange (KRX) where a large
volume of stocks was acquired.
As part of the financial restructuring
efforts, the government steadily pursued
the disposal of its stake in financial
institutions and the exit of insolvent
non-bank financial institutions. In the
process, the Korea Deposit Insurance
Corporation provided support amounting to 2.9 trillion won from public
funds to financial institutions for recapitalization, the purchase of non-performing assets, compensation for losses, and
the vicarious payment of insured
deposits.

Expanded Liberalization of Foreign
Exchange Transactions and Foreign
Exchange Market Stability Pursued
The government and the Bank of
Korea expanded the liberalization of foreign exchange transactions and strengthened its supervisory and monitoring
functions to stabilize the foreign
exchange market.
The Bank of Korea
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To ease the imbalance between the
demand and supply of foreign exchange
and hasten expansion of overseas investment by Korean residents, the government
raised the ceiling on an individual’s overseas direct investment from the previous 1
million dollars to 3 million dollars and
abolished the ceiling on non-bank financial institutions’ investment in the finance
and insurance business. Other regulations
were also eased including the conversion to
a reporting system of the capital transaction permit system once the period of its
application had come to an end in
December 2005. Along with this, to cope
effectively with possible disturbances in the
foreign exchange market following the
government’s moves to expand foreign
exchange transactions, the “Enforcement
Decree” of the “Foreign Exchange Transaction Act” was revised. A “Consultative
Committee for Foreign Exchange Market
Stability” was also set up as a standing consultative body made up of representatives of
relevant organizations for the constant
monitoring of foreign exchange transactions, and this commenced operations from
2006.
Under the revision of the above
enforcement decree, the Bank of Korea
was given the right to request that the FSS
examine foreign exchange transactions or
conduct joint examinations with it. In
this context it decided to establish the
18

“Foreign Exchange Investigation Team” to
carry out the business of examining foreign exchange transactions effectively and
tightened the monitoring of the foreign
exchange market.
Meanwhile, the Bank of Korea entered
into a further currency swap contract with
the Bank of Japan for a value of 3 billion
dollars in order to stabilize regional foreign exchange markets by strengthening
the system of financial cooperation
between central banks.

Policy Tasks and Monetary and Credit
Policy in 2006
During 2006, the Korean economy is
expected to attain the level of its GDP
growth potential, in line with the robust
growth of exports in an environment
characterized by a favorable global economy and the speedier growth of private
consumption and facilities investment.
The rise in prices is likely to accelerate further owing to the economic recovery and
high oil prices, while the current account
surplus is expected to narrow in response
to the continued large-scale deficit on the
services account.
Meanwhile, the slowdown of the global
economy, the continuation of high oil
prices and the Korean won’s appreciation
against the U.S. dollar still remain as
latent factors threatening the Korean
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economy.
Accordingly, it is intended that the
Bank of Korea’s monetary policy should
be carried out in such a way as to respond
preemptively to inflationary pressure
while exercising careful vigilance over economic trends. To this end, it needs to
promptly and precisely grasp changes in
the domestic and foreign economic situation and other conditions, and deal with
them appropriately while maximizing
policy effects through and deal with then
appropriately the harmonious operation
of monetary policy with fiscal and foreign
exchange policies.

The Bank of Korea
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II. Monetary and Credit Policy
1. Inflation Target
The Bank of Korea, in line with the
entry into effect of the seventh revision of
the Bank of Korea Act in 2004, set the
inflation target at a range of 2.5-3.5 percent in terms of the annualized average
rate of core inflation for the 2004-2006
period.
Looking at the second year of the
implementation of the new mediumterm inflation targeting system, the Bank
of Korea did its best to ensure that the
new framework took deep root.
Accordingly, it sought to operate monetary policy in a preemptive and flexible
<Chart 7>

manner, placing the focus on price stabilization while deciding the direction of
policy in the light of its close observation
of economic movements. Viewing price
movements in 2005, the annual average
rate of core inflation stood at 2.3 percent,
much lower than the previous year’s 2.9
percent and below the lower bound of
the target range. However, the annualized
average rate of core inflation during the
two-year 2004-2005 period stood at 2.6
percent, remaining within its target
range. Consumer price inflation also
stood at 2.7 percent, showing a slowdown
of its pace from the previous year’s 3.6
percent.
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2. Interest Rate Policy
During the year, the Bank of Korea
directed the implementation of its monetary policy toward bolstering the economic recovery while paying careful attention
to price stability.
From the beginning of the year, the real
economy showed signs of mild improvement amid overall price stability, but the
pace of the recovery was very hesitant, so
that it was necessary to retain the accommodative monetary policy stance a while
longer. Accordingly, the call rate target
was held at 3.25 percent until September.
Subsequently, however, as the domestic
economy staged a rapid recovery and the
GDP growth rate was expected to converge on its potential growth rate, the
<Chart 8>

necessity of resolving the negative side
effects brought about by the protracted
accommodative stance. On October 11,
accordingly, the call rate target was raised
by 25 basis points from 3.25 percent to
3.5 percent. As the strength of the recovery of domestic demand, centering on private consumption, became evident
against the backdrop of a steady rise in
exports, the Bank of Korea raised the call
rate target by an additional 25 basis points
from 3.5 percent to 3.75 percent on
December 8. In a parallel move to the
upward adjustment of the call rate target,
the rate applied on Liquidity Adjustment
Loans was also raised by 25 basis points in
October and again in December, bringing
it from 3.0 percent at the end of the previous year to 3.5 percent at the end of the
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year under review. However, the interest
rate on loans under the Aggregate Credit
Ceiling was held unchanged at 2.0 percent, in view of the managerial difficulties
facing SMEs.
During the year, the Bank of Korea
absorbed the excess liquidity supplied
through the foreign sector owing to the
current account surplus by means of
open market operations such as the issue
of MSBs in order to maintain the call
rate at its target level. Consequently, the
outstanding volume of MSBs swelled
from 142.8 trillion won at year-end 2004
to 155.2 trillion won at year-end 2005.
To ease the negative side effects following the accumulated issuance of MSBs
such as the upward pressure on market
interest rates and the increased financial
expenses of issuance, the Bank of Korea
entered into currency swap transactions
with the National Pension Fund, supplying foreign exchange reserves to it in
return for absorbing domestic currency

<Table 3>
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from it, and repurchasing the funds at
maturity.

3. Improvement of Monetary
Policy Operations
During the year, the Bank of Korea made
efforts to improve the operation of the
monetary credit policy.
For the smooth issuance of MSBs, the
Bank of Korea changed or adjusted the tender period for them in such a way as not to
overlap with the tender period for Treasury
bonds from March and sought to keep the
bidding volume at a certain level for each
term of MSBs. Specifically, it changed the
tender period for two-year MSBs from the
first and third weeks to the second and
fourth weeks in order to avoid overlap with
the timing of the issuance of three-year
Treasury bonds. It also changed the tender
period for 364-day MSBs from the second
week to the fourth week of the month in

Tender Period for Each Term of MSBs

Week of Month

Before Adjustment

After Adjustment

1st week

2-year 91-day MSBs

91-day MSBs

2nd week

364-day MSBs

2-year 182-day MSBs

3rd week

2-year 91-day MSBs

91-day MSBs

4th week

182-day MSBs

2-year 364-day MSBs

II. Monetary and Credit Policy

website of the Bank of Korea on the first
Tuesday (the next business day where the
Tuesday is a holiday) after the passage of six
weeks from the committee meeting.

order to carry out the auction for them
along with that for two-year MSBs.
Considering that MMF deposits at investment trust companies, who are major buyers of short-term MSBs, tend to be withdrawn at the end of each month and
returned at the beginning of the following
month, it changed the tender period for
182-day MSBs from the fourth week of the
month to the second week. Along with this,
it set the volume of individual tenders, in
principle, at 1.5 trillion won for the 91-day
MSBs, 1 trillion won for the 182-day and
364-day MSBs and 2.5~3 trillion won for
the 2-year contracts.
As part of its efforts to enhance the transparency and credibility of monetary policy,
it brought forward the timing for making
public the minutes of the Monetary Policy
Committee. In the past, the minutes of the
policy-setting meeting of the Monetary
Policy Committee had been announced
through the Monthly Bulletin published for
the month after two months had passed
from that in which the committee meeting
was held. From April, however, the minutes
were made public by being posted to the
<Table 4>

4. Credit Policy
During the year, the Bank of Korea
managed the Aggregate Credit Ceiling
with an emphasis on strengthening financial support for SMEs.
To encourage financial support for
SMEs, the Bank of Korea additionally allocated the share of the Aggregate Credit
Ceiling quotas for the support of SMEs of
banks that had failed to observe the
mandatory lending ratio to them to other
banks that had expanded lending of its to
SMEs sharply. From May, it also subtracted from the Aggregate Credit Ceiling quotas of banks that had received allocations
improperly an amount equivalent to that
which they had received in error and
made additional allocation of it to other
banks.
Along with this, to facilitate enterprises’

Aggregate Credit Ceiling and Lending Rate
Dec.
1997~

March
1998~

Sept.
1998~

Jan.
2001~

Sept.
2001~

Oct.
2002~

Aug.
2004~

Nov.~
Dec. 2005

Credit Ceiling(trillion won)

4.6

5.6

7.6

9.6

11.6

9.6

9.6

9.6

Lending Rate(annual %)

5.0

5.0

3.0

3.0

2.5

2.5

2.25

2.0
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Outstanding Amount of Intra-day Overdrafts

<Table 5>

(on a daily average basis)

Unit : billion won

2005

Nationwide Commercial Banks

Dec. 2003

Dec. 2004

101.1

150.2

Mar.

Jun.

Sep.

Dec.

141.3

114.0

99.8

244.2

Local Banks

0.1

3.2

2.0

1.1

0.2

2.3

Specialized Banks

9.5

28.4

28.1

29.4

51.2

39.4

Foreign Banks’ Branches
Total

142.2

128.7

152.7

178.9

161.0

127.6

252.9

310.5

324.1

323.4

312.2

413.5

facilities investment, the Bank of Korea
established a “foreign currency loanlinked monetary swap system” in July that
allowed foreign exchange banks to use up
to 5 billion dollars of foreign exchange
reserves as financial resources for facilities
investment funds lending. From October,
it improved the guideline for allocation of
the Aggregate Credit Ceiling to facilitate
financial institutions’ extension of facilities investment funds lending to SMEs.
The Bank of Korea changed the criterion
for allocation of the basic ceiling, which
accounts for about 30 percent of its
branches’ Aggregate Credit Ceiling quotas
totaling 4.4 trillion won, from “lending
performance of general operating funds”
to “lending performance of facilities
investment funds”. In allocating of the
Aggregate Credit Ceiling quota to financial institutions, valued at some 5 trillion
won, it also included performance in facilities investment funds lending to SMEs in
the list of items for appraisal of the status
24

of their fund operations, heightening
incentives for financial institutions’ lending to SMEs.
Besides this, from the total unallocated
reserves of the Aggregate Credit Ceiling
standing at 200 billion won, it provided 10
billion won in emergency credit to the
branches responsible for Yangyang and
Gosong in Gangwon Province, which suffered disastrous forest fires in April, and 20
billion won to the branches responsible for
North and South Jeolla Provinces, which
were hit by severe snowstorms in
December, for the support of SMEs that had
suffered damage because of the disasters.
Meanwhile, intraday overdraft loans,
which are designed to facilitate the settlement of payments by financial institutions, saw a sharp increase from 310.5 billion won on a daily average during the
December of the preceding year to 413.5
billion won in the same month of the
year under review.

II. Monetary and Credit Policy

<Table 6>

Current Lending System of the Bank of Korea
(As of the end of Dec. 2005)

Function
Aggregate Credit
Ceiling Loans

Loan Ceiling

Lending Rate

Maturity

9.6 trillion won

2.0% p.a.

one month

Induce the expansion of bank
loans to small and medium
enterprises
Signal monetary policy direction by flexible adjustment of

3.5% p.a.

their lending rate
Liquidity
Adjustment Loans

(in case of

Stabilize the financial market
by supplying necessary liquidi-

borrowings for
5 trillion won

more than three

ty promptly to banks if and

less than
one month

straight months

when they apply for borrow-

4.5% p.a.)

ings due to temporary shortages of liquidity
Provide loans to banks to meet
Temporary Loans

shortages of funds for payment
and settlement or reserve
requirements

Overdrafts

Special Loans

of the shortfall

Lender of last resort loans

Call rate target

one business day

plus 2% p

of funds

’

200% of banks
current account
porary shortages of funds for
balance with the
payment and settlement during
BOK on an average
the day
outstanding basis
Provide loans to banks for tem-

Intra-day

Within the amount

No interest

close of business

charged

on same day

Operate as required
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III. The Bank of Korea’s Conduct of Its Business
1. Financial System
Management
(1) Financial Market Stability and
Bank Supervision Related Business
Throughout the year, the Bank of Korea
worked actively to secure financial market
stability. It acted promptly to deal with
factors making for instability in the financial market, including a sharp run-up in
market interest rates, and it announced
measures to stabilize the markets in reaction to the revaluation of the Chinese
yuan.
In an initial move, the Bank of Korea
did its utmost to stabilize the financial
markets by implementing outright purchases of Treasury Bonds in response to a
rise in long-term interest rates. It was also
designed to secure additional bonds for
use in RP transactions, the bond holdings
of the Bank of Korea having been reduced
by expiration at maturity. The Bank of
Korea purchased a total of 3 trillion won
worth of Treasury Bonds and Deposit
Insurance Fund Bonds, which broke down
to 2 trillion won in January and 1 trillion
won in June.
In July, it mapped out ways to prevent
domestic financial market instability in
26

the wake of the People’s Bank of China’s
change of its exchange rate system and its
revaluation of the yuan. In an initial
move, the Bank of Korea announced that
it would employ powerful steps to stabilize the foreign exchange markets in case
the won rose sharply against the U.S. dollar, affected by the Chinese yuan’s revaluation. It also tentatively established a “task
force team related to the Chinese yuan’s
revaluation” , while checking in real time
the movements in the international
financial markets such as stock prices,
exchange rates and interest rates of major
countries, and preparing itself for suitable
measures at the appropriate time through
prompt information-sharing with relevant
institutions, including the Ministry of
Finance and Economy.
In October, taking the opportunity
offered by the removal of uncertainties
related to credit collection with the promulgation of the Act on Bankruptcy and
Rehabilitation of Debtors, the Bank of
Korea established a plan to change the
procedure for its RP transactions with
financial institutions from the existing
collateral-backed funds borrowing and
lending method to one involving bond
buying and selling in accordance with
international standards, and prepared for
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undertook the special examination of 17
banks jointly with the FSS to check the status of their handling of housing mortgage
loans. Through this examination, it was
able to check destabilizing factors within
the financial system in advance and gather
materials and information necessary for
the effective implementation of the monetary and credit policy by gaining a thorough understanding of banks’ financial
status, their fund-raising and fund operations as well as their managerial strategies.
Additionally, ahead of the introduction of
a capital adequacy ratio system based on
Basel II, the new BIS Accord, which is
scheduled to be brought into effect in
Korea at the end of 2007, the Bank of
Korea worked to chart a course for financial institutions and policy authorities to
prepare themselves for this in good faith
by checking domestic banks’ preparations
and analyzing the impact that the change
in banks’ asset operation following the

its entry into effect from April 2006.
Thanks to this improvement of the system, the liquidity of bonds eligible for use
in RP transactions is expected to be deepened and arbitrage transactions are likely
to be stimulated, bringing about further
progress in the development of the RP
markets and bond trading markets.
Along with this, the Bank of Korea
checked financial system stability and bolstered the monitoring necessary for the
efficient compilation and implementation
of monetary and credit policies, through
its examination of financial institutions,
publication of the “Financial Stability
Report”, and survey of financial institu
tions’ management status.
In the course of the year, the Bank of
Korea carried out the joint examination of
eight banks together with the Financial
Supervisory Service (FSS) and requested the
FSS to itself carry out the examination of a
further two banks. Most notably, in July, it

<Table 7>

Joint Examinations and Examination Requests1)
Unit : number

Joint Examination

Examination Requests

2000

2001

2002

2003

2004

2005

2000

2001

2002

2003

2004

2005

Domestic Banks

3

10

10

8

9

6

10

1

4

4

5

–

Foreign Banks’
Branches

–

3

3

3

3

2

20

17

15

–

1

2

Total

3

13

13

11

12

8

30

18

19

4

6

2

Note : 1) On the basis of the number of periodic comprehensive examinations of banks. In 2005, figures exclude the
special examinations of 17 banks.
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introduction of the new BIS Accord would
have on the domestic economy.
Through its publication twice a year of
the “Financial Stability Report”, a comprehensive evaluation is provided of the stability of the financial system as a whole. It
also made its best efforts to grasp factors
having the potential to destabilize the
financial system by analyzing the adaptability of Korean financing to business
fluctuations. At the same time, it surveyed
the management status of financial institutions, their risk management status and
lending behaviour, using its findings as
basic materials for the continued monitoring of financial institutions and its framing of monetary and credit policy.

(2) Payment and Settlement Business
During the year, the Bank of Korea carried
out business related to payments and settlements with an emphasis on strengthening
the institutional basis for the reduction of
settlement risk and enhancing the efficiency
of the operation and management of the
payment and settlement systems.
Firstly, it prepared the legal foundation
for the guarantee of the settlement finality
of the payment and settlement system.
Specifically, in connection with the drafting of the Act on the Bankruptcy and
Rehabilitation of Debtors, it was instrumental in the insertion of a clause guaran28

teeing the finality of payment instructions
or settlements made through BOK-Wire
and other payment and settlement systems designated by the Governor of the
Bank of Korea irrespective of any decision
to implement procedures for the rehabilitation of the financial institution or a declaration of bankruptcy.
Early in the year, it drew up a plan to
appraise the payment and settlement systems, and evaluated the safety and effectiveness not only of core settlement systems such as BOK-Wire, but also all other
important systems, on the basis of international standards. The operating institutions concerned were notified of the
shortcomings that came to light in the
course of the appraisal, and recommended
to rectify them. Along with this, as a follow-up measure for Business Continuity
Planning (BCP), it established a set of
guidelines for those in charge of BCP in
January, preparing a system to secure the
continuity of BOK-Wire operations, the
principal elements of which include the
prior prevention of computer failure,
prompt response in the event of its occurrence, and so forth. To enhance the effectiveness of this planning, it also conducted simulated training exercises involving
the relevant departments in preparation
for possible disturbances or disasters,
while requesting financial institutions to
set up their own business continuity plan-
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ning.
Systematic improvements were undertaken to heighten the effectiveness of
BOK-Wire. In March, the fees for its use
were differentiated and adjusted by timing
or type of trade in order to ease the
bunching of funds transfer transactions
toward closing time. Also, it prepared a
plan to improve the receiver-designated
funds transfer system, including the abolishment of transfer fees between financial
institutions, the allowance of funds transfer using computer files, and so forth,
which was implemented from November.
In the future, the user-convenience of the
receiver-designated funds transfer system
will be heightened through direct connection between BOK-Wire and participating
institutions’ servers.
In order to ease the burden of holding
intra-day settlement funds for banks participating in check and bill clearing and to
reduce settlement risk, the Bank of Korea
in March changed the method of adjusting funds balances arising from the net
settlement of cashier’s receipts from one
based on funds transfer to one based on
interest compensation. The method used
in the adjustment of funds balances arising from the settlement of cashier’s checks
had been converted in the same way in
the preceding year. In addition, from
September, it changed the settlement time
for cashier’s checks, bills of exchange and

local L/C bills, whose net settlement
between banks is made through electronic
information exchange, from 2:30 p.m. to
11:30 a.m., thereby eased the bunching of
settlement close to closing time and
reduced the settlement risk. Along with
this, for reduction of securities settlement
risks and for the smooth operation of
BOK-Wire, the Bank of Korea in April
drew up a plan to improve the system for
the settlement of government bonds
transactions on the Exchange, which
involves measures to prevent delay in settlements and the bringing forward of the
timing of net settlement. It recommended
the Korea Exchange adopt these improvements in July.
Since 2002, the Bank of Korea has constantly driven the conversion of magnetic
stripe (MS) cash cards to integrated circuit
(IC) cards in order to prevent unlawful
withdrawals from deposit accounts by
means of the forgery and counterfeiting of
MS cash cards. The issue of IC cash cards
began in earnest in October 2004, and the
number issued leapt more than tenfold
from 490,000 at the end of December
2004 to 5,230,000 at the end of December
2005. Besides this, the financial information network was further expanded by the
construction of an e-L/C (electronic L/C)
management system for the joint use of
banks and an electronic bill management
system in September. A plan was drawn
The Bank of Korea
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up in July to promote the active use of
debit cards in a bid to rein in the excessive
use of credit cards and pursue a sound pattern of consumption spending. The use of
debit cards was encouraged through PR
activities and consultative meetings of
institutions operating the payment and
settlement systems.
The Bank of Korea also devoted
painstaking efforts to help the CLS
(Continuous Linked Settlement) payment
versus payment (PVP) system introduced
in December of the previous year become
firmly established at an early date. These
<Table 8>

efforts embraced the closer monitoring of
use of the system, guidance for active participation of non-participating banks, the
revision of related clauses of the Foreign
Exchange Transactions Regulation, and
frequent consultations with CLS Bank. As
a result, the number of institutions participating in the PVP System increased from
just four at the initial stage of its operation
to 20 at the end of 2005, with the trading
volume on a steady rise.
To bolster the safety and efficiency of
BOK-Wire which has come to play the
role of the backbone in the nation’s pay-

Settlement through BOK-Wire1)
Unit : number, billion won, %

2004 (A)

2005 (B)

Change
(B-A)

% Change

< Volume >
Domestic Currency Funds Transfer

5,969 (086.9)

7,057 (088.8)

1,088

18.2

5,327 (077.6)

6,475 (081.5)

1,148

21.6

642 (009.3)

581 (007.3)

-61

-9.5

848 (012.4)

838 (010.6)

-10

-1.2

BOK Loans and Discounts

27 (000.4)

27 (000.3)

0

0

Government and Public Bonds

22 (000.3)

24 (000.3)

2

9.1

6,867 (100.0)

7,946 (100.0)

1,079

15.7

10 (00-00)

9 (00-00)

-1

-10.0

11.4

(Gross Settlement)
(Net Settlement)
Treasury Funds Receipt and Payment

Total
Foreign Exchange Funds Transfer
< Value >
Domestic Currency Funds Transfer

101,175 (093.8)

112,673 (093.4)

11,498

(Gross Settlement)

89,394 (082.9)

102,989 (085.4)

13,595

15.2

(Net Settlement)

11,781 (010.9)

9,684 (008.0)

-2,097

-17.8

2,457 (002.3)

2,493 (002.1)

36

1.5

882 (000.8)

873 (000.7)

-9

-1.0

3,335 (003.1)

4,627 (003.8)

1,292

38.7

107,849 (100.0)

120,665 (100.0)

12,816

11.9

00 00
160 ( - )

00 00
169 ( - )

9

5.6

Treasury Funds Receipt and Payment
BOK Loans and Discounts
Government and Public Bonds
Total
Foreign Exchange Funds Transfer
($ million)

Note : 1) On the daily average basis. Figures in parentheses are percentage shares in total.
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ment and settlement system since 1994,
the Bank of Korea commenced the task of
the reconstruction of BOK-Wire with the
goal of having the reconstructed network
in full operation by the first half of 2008.
In line with this, it decided to convert the
current gross settlement system to a
hybrid system that combines the advantages of real-time gross settlement which
involves no credit risk and those of net
settlement, which saves settlement liquidity, and established a task force in April to
push ahead with the project. In a further
move, to help the general public make use
of payment and settlement information
more easily, it changed the method of
compilation of the payment and settlement statistics to that adopted by the BIS,
which breaks them down by payment
instrument and by payment and settlement system.
During the year, the average daily
throughput of BOK-Wire was 7,946 transactions for a total value of 120.7 trillion
won, representing advances of 15.7 percent and 11.9 percent, respectively from
the previous year. At the end of the year
under review, the number of institutions
participating in BOK-Wire remained
unchanged at 123 from the previous yearend, even though alterations took place in
the course of the year. Of the 123 participant institutions, 57 were banks.

2. Currency Issue
During the course of the year under
review, the Bank of Korea made preparations for the new issue of the three bank
notes to be undertaken during 2006 and
2007, while placing a focus on maintaining the supply of currency at an optimum
level.
Initially, during the year, in terms of
the issue and withdrawal of currency,
total issuance amounted to 27,605.7 billion won and 26,352.2 billion won was
collected, resulting in the net issuance of
1,253.5 billion won. Consequently, as of
the end of the year the total volume of
currency in circulation registered 26,135.8
billion won, an increase of 5.0 percent
over the previous year-end, showing more
rapid growth in the issuance of currency.
This was largely attributable to an increase
in the private sector’s demand for cash in
line with the recovery of consumption.
Looking at the type of currency issued,
there was a net increase of 4.8 percent
over the previous year-end in the issue of
banknotes and the rate of increase of the
issue of coins stood at 9.0 percent, the
highest since 2002, affected by a hike in
the price of cigarettes and the adjustment
of the system of transportation fares.
Looking at the denomination structure
of currency in circulation, banknotes
made up 94.3 percent by value and coins
The Bank of Korea
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accounted for the remaining 5.7 percent.
Among these banknotes, the 10,000-won
note, which plays a pivotal role, made up
87.0 percent of the total value of currency
in circulation. It was followed in importance by the 1,000-won note, with a 4.1
percent share of the value of currency in
<Table 9>

circulation, and the 5,000-won note with
a 3.2 percent share. In terms of the number of currency units, banknotes accounted for 17.9 percent of the total and coins
for 82.1 percent. Among banknotes,
10,000-won notes made up 11.6 percent
of total units of currency in circulation.

Banknotes and Coins Issued by Denomination1)
Unit : billion won, %

2005
20042)
Outstanding
Banknotes
10,000 won
5,000 won
1,000 won or less
Coins
Total

Issuance
(A)

Withdrawal
(B)

20052)
Outstanding

Issuance
(A-B)

23,429.1

(1.4)

27,464.8

26,341.5

1,123.3

24,552.5

21,596.5

(1.2)

26,174.4

25,115.2

1,059.2

22,655.7

(4.8)
(4.9)

823.8

(4.2)

583.7

582.5

1.2

825.0

(0.1)

1,008.8

(3.3)

706.7

643.8

62.9

1,071.7

(6.2)

1,453.2

(5.6)

140.8

10.7

130.1

1,583.3

(9.0)

24,882.3

(1.6)

27,605.7

26,352.2

1,253.5

26,135.8

(5.0)

Notes : 1) Figures in parentheses refer to percentage changes compared with the previous year.
2) Based on the end of year.

<Table 10> Percentage Shares in Total Banknotes and Coins by Denomination1)
Unit : %, % point

2004(A)

2005(B)

Change(B-A)

Value

Number

Value

Number

94.5

17.9

94.3

17.9

-0.2

10,000 won

87.2

11.6

87.0

11.6

-0.2

0.0

5,000 won

3.3

0.9

3.2

0.8

-0.1

-0.1

Banknotes

1,000 won
Coins

Value

Number
0.0

4.0

5.4

4.1

5.4

0.1

0.0

5.5

82.1

5.7

82.1

0.2

0.0
0.5

500 won

2.5

6.8

2.7

7.3

0.2

100 won

2.4

32.2

2.4

32.4

0.0

0.2

50 won

0.3

8.3

0.3

8.5

0.0

0.2

10 won

0.2

30.7

0.2

30.0

0.0

-0.7

5 won

0.0

1.2

0.0

1.1

0.0

-0.1

1 won

0.0

3.0

0.0

2.9

0.0

-0.2

100.0

100.0

100.0

100.0

0.0

0.0

Total

Note : 1) Excludes banknotes with a face value of 500 won or less and commemorative coins.
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meet just the demand for currency issue
until such time as the new notes are
released. To ease the task of printing a
large quantity of new banknotes in 2006,
however, the Bank of Korea brought forward its order for the present 1,000-won
banknotes, resulting in a rise in the quantity of banknotes ordered in the year
under review. In the case of coins, orders
for the 500-won coin increased sharply,
showing faster growth in value than in
volume.
In the meantime, the Bank of Korea
gave orders for 80 million 5,000-won banknotes to be issued from January 2, 2006
and accepted delivery of them in
December.
On April 18, the Bank of Korea
announced a “Plan for the Issue of New
Banknotes”, which calls for totally new
designs for the banknotes, with the exception of the personages portrayed, and the
incorporation of the most advanced anticounterfeiting features. The biggest reason
underlying the issue of new banknotes at

Among coins, 100-won coins represented
32.4 percent of the units of currency in
circulation and 10-won coins accounted
for 30.0 percent of the total. Compared
with the end of 2004, the share of the
500-won coin widened from 6.8 percent
of the total units of currency to 7.3 percent, owing to rising demand for change
that was caused by the hike in the price of
cigarettes, but that of the 10-won coin
slipped from 30.7 percent to 30.0 percent.
Orders placed by the Bank of Korea
with the Korea Minting and Security
Printing Corporation during 2005 on the
basis of the shipment of new currency
deliveries accepted came to 4,870 billion
won, a 31.3 percent decrease from the previous year. On a volume basis, however,
1,790.1 million banknotes & coins were
received, an increase of 17.0 percent from
the previous year. The large-scale decline
in the value of currency ordered is attributable to the Bank of Korea’s drawing
down of its currency inventory ahead of
the issue of new banknotes in order to
<Table 11>

Production of Banknotes and Coins1)
Unit : billion won, millions, %

Value
2004
Banknotes
Coins2)
Total

Number
2005

2004

2005

7,040.0 (-23.2)

4,790.0 (-32.0)

1,000.0 (-27.0)

1,140.0 (14.0)

53.9 (-52.0)

80.0 ( 48.4)

530.1 (-36.4)

650.1 (22.6)

7,093.9 (-23.6)

4,870.0 (-31.3)

1,530.1 (-30.5)

1,790.1 (17.0)

Notes : 1) Figures in parentheses refer to percentage changes compared with the previous year.
2) Excludes commemorative coins.
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this stage has been a sharp rise in the
counterfeiting of currency. The number of
counterfeit notes detected in Korea soared
from 365 in 1998 to 4,353 in 2004, marking the highest ever annual average
growth rate of 50 percent. The growth
pace accelerated even further in the year
under review. Counterfeit notes detected
in Korea in 2005 numbered 12,889, representing about three times the previous
year’s figure. The number of forgeries that
the Bank of Korea detected for each one
million banknotes that it subjected to
sorting and verification also rose sharply
from 2.2 in 2004 to 6.6 in 2005.
In particular, from January 2005, a large
quantity of counterfeit notes were discovered among 5,000-won notes, especially
among the “Da” series of 5,000-won notes
issued from 1983 which did not have a
partially-exposed silver thread. If these
older series 5,000-won notes are forged
using the sophisticated color copy
machines or color printers that have now
become widespread, it is difficult for the
general public to detect counterfeits, so
that banknotes seemed to have become a
target for counterfeiters. Accordingly, the
Bank of Korea took appropriate countermeasures by scrutinizing all of the 5,000won notes it received, weeding out any
counterfeit notes detected, as well as withdrawing all these “Da” series 5,000-won
notes, which had been found vulnerable
34

to counterfeiting.
Meanwhile, as the incidence of counterfeit notes had increased sharply since the
beginning of 2005, the Bank of Korea
decided to press ahead with a plan to
develop measures against counterfeit notes
and improve the quality of the currency as
the top priority among the three leading
tasks for reform of the currency system,
whose study and consideration it had
undertaken since 2002. The other two
leading tasks are the issue of high-value
notes and the reform of the unit of currency. Related to this, it created the “Currency
Design Advisory Committee”(Chairman:
Director General of the BOK Currency
Issue Department) on April 21, prepared
designs and, after receiving due approval
from the government, the Monetary
Policy Committee resolved upon the issue
of the new 5,000-won notes on June 9 and
on that of the new 10,000-won and 1,000won notes on July 21.
The new banknotes adopt totally
reformed designs and new supporting
themes while incorporating such
advanced anti-counterfeiting features as
optically variable devices, intaglio latent
images, and color-shifting ink. They are
also smaller in size, matching advanced
country norms, and are distinguished by
the use of bright and splendid colors, a
more modern style of letters, figures and
the form of the BOK governor’s seal. The
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quality of the paper is also higher.
The Bank of Korea unveiled the design of
the new 5,000-won notes on November 2
and the Korea Minting and Security
Printing Corporation started to print them.
Under the Copyright Act, it registered the
design of the new 5,000-won notes with the
Copyright Commission for Deliberation
and Conciliation on November 2, and
made notification of issue through the
Gazette on December 26. A public information campaign was mounted to publicize
the anti-counterfeiting features and characteristics of the new bank notes through various channels, including posters, leaflets, the
central bank’s web site (New Bank Notes
Corner) and public service advertizing on
TV. Along with this, it continued working
on the designs for the new 10,000-won and
1,000-won notes with engravings of minute
line drawings on the printing plates.
Thanks to the flawless preparations of
the Bank of Korea and the Korea Minting
and Security Printing Corporation, the new
5,000-won notes are to be issued from
January 2, 2006, within just eight months
of the announcement of their planned
issuance, and the new 10,000-won and
1,000-won notes in the first half of 2007, as
originally intended.
The Bank of Korea issued commemorative coins twice during the year under
review: in August to commemorate the
60th Independence Day of Korea and in

November to mark the nation’s hosting of
the APEC summit. It also issued and supplied 1,000-won uncut-sheet banknotes
(40-banknotes) to meet the popular
demand for currency holdings as a collector’s item.
Meanwhile, the transportation situation had improved considerably in
provincial regions, and thus the usefulness
of its deposit currency storage offices having decreased, the Bank of Korea closed
down three custodian offices, in Andong,
Hoengseong and Uijeongbu, from
February 28. In a further move, it established and officially announced “Guidelines for the Reproduction of the Bank of
Korea Notes and Coins” to clarify the
scope within which currency designs
could be used without restriction and
induce people to use them in a desirable
way. It also expanded the number of institutions participating in the Working-level
Anti-counterfeiting Committee and bolstered cooperation between relevant institutions.

3. Foreign Exchange and
International Finance
Business
(1) Foreign Exchange Management
Business
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The Bank of Korea revised the “Operating Procedure for Foreign Exchange
Transaction Business” in June and established guidelines for the publication of a
new operating standard following the
allowance of global cash pooling by multinational enterprises, as well as overhauling
the reporting of individuals’ acquisition of
overseas real estate.
In December, it revised the “Operating
Procedure for Foreign Exchange Transaction
Business” to prepare guidelines on the
reporting of capital transactions, including
non-residents’ Korean-won borrowings,
which are to be converted from a permit
system to a report system from January
2006.
To strengthen its monitoring of foreign
exchange transactions in preparation for
possible destabilization of the foreign
exchange market by non-residents in the
wake of the abolition of the permit system for capital transactions, and to carry
out effectively the joint examination of
foreign exchange transactions with the
FSS newly entrusted to the Bank of Korea
<Table 12>

from January 2006, it decided to establish
a “Foreign Exchange Investigation Team”
within its International Department.
In the meantime, the Bank of Korea
conducted regular business examinations
of four domestic foreign-exchange brokerage companies, including Seoul Money
Brokerage Services, in November to check
for potentially unfair brokerage activities
in foreign exchange transactions.
In a further move, it was active in gathering opinions from outside experts on foreign exchange policy and the operation of
foreign currency assets through the
“Foreign-Exchange International Financing Consultation Meeting” established in
February 2004, while exerting its best
efforts to enhance the effectiveness and
transparency of this business.

(2) International Finance Business
As of the end of 2005, the nation’s foreign exchange reserves stood at 210.4 billion dollars, having increased by 11.3 billion dollars since the preceding year-end.

Changes in International Reserves
Unit : million U.S. dollar

2004(A)

2005(B)

Change(B-A)

International Reserves

199,066

210,391

11,325

Foreign Exchange

198,175

209,968

11,793
-480

Reserve Position in IMF

786

306

Gold

72

74

2

SDRs

33

44

11
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The reduced scale of their increase compared with the previous year’s 43.7 billion
dollars was attributable firstly to a steep
reduction in the net supply volume of foreign exchange during the year brought
about by the narrowed current account
surplus and reduced inflow of foreign
investment funds; secondly to the
decrease in translation value of assets
denominated in euro and yen due to the
strong US dollar.
Looking at the components of the foreign exchange reserves holdings, foreign
exchange in the form of deposits and
securities denominated in foreign currency again made up by far the greatest proportion, reaching a combined total of
210.0 billion dollars, an increase of 11.8
billion dollars over the previous yearend. On the other hand, there was a
reduction of 500 million dollars in the
IMF position because of fund adjustment
transactions with the IMF. Meanwhile,
there was little change in holdings of
gold or SDRs.
As the foreign exchange reserves now
surpassed 200 billion dollars, the Bank
of Korea continued its efforts throughout the year to strengthen management
skills in relation to the foreign exchange
reserves so as to augment profitability
while securing their stability and liquidity.
As part of its efforts, it completed the

construction of the new foreign currency
asset operation and management system
in May, laying the foundation for the
upgrading of its foreign-currency asset
operations and management to the level
of advanced countries.
To heighten the expertise of its foreign
currency asset operating organization, it
realigned its internal structure from the
previous one office, one division organization to a one office and two divisions
framework split up according to the functions of front, middle and back offices,
while endeavoring to strengthen its operating strategy by the establishment of an
expert section for statistical analysis and
the forming of investment strategy.
In order to alleviate the poverty of lowincome developing countries and support
their economic development, the Bank of
Korea contributed or subscribed a total of
168.72 million dollars to international
financial institutions in Korean won or
convertible currencies.
Looking at the individual international agencies, it subscribed 122.6 billion
won (119.73 million dollars) to the
International Development Agency
(IDA), 12.2 billion won (11.94 million
dollars) to the Africa Development Fund
(AfDF), 370 million yen (3.38 million
dollars) to the European Bank for
Reconstruction and Development (EBRD)
and 420 million won (410 thousand dolThe Bank of Korea
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lars) to the Africa Development Bank
(AfDB). It also contributed 33.2 billion
won (32.37 million dollars) to the Asia
Development Fund (ADF), 860 thousand
dollars to the International Monetary
Fund (IMF) and 30 thousand dollars to
the Common Fund for Commodities
(CFC).
In addition, the Bank of Korea
launched Asia Bond Fund 2 (ABF2) jointly with other central banks of the
Executive Meeting of the East Asia and
the Pacific (EMEAP) member countries, in
an effort aimed at developing the bond
markets of the countries within the
region, improving their infrastructure and
relaxing the regulation of the markets.
Capitalized at 2 billion dollars, ABF2
invests in regional bonds denominated in
regional currencies. The Bank of Korea
also took an active part in the discussions
about the Asian Bond Market Initiative by
ASEAN+3.
Along with this, it participated in discussions on the reorganization of the currency swap lines under the Chiang Mai
Initiative (CMI), and entered into a 3 -billion dollar currency-swap agreement with
the Bank of Japan, while expanding cooperation with central banks within the
region through expansion or rollover of
existing currency swap contracts with the
central banks of China, Thailand,
Malaysia and the Philippines.
38

The Bank of Korea also participated
enthusiastically in the activities of organizations for cooperation among central
banks including the Bank for International
Settlements (BIS), EMEAP and the South
East Asian Central Banks (SEACEN).
In particular, it devoted its best efforts
to bolstering cooperative ties among the
central banks of the three Northeast
Asian countries-South Korea, China and
Japan-by holding meetings of the central
bank governors of the three countries
and attending regular consultation meetings with Chinese and Japanese central
banks.
Besides this, the Bank of Korea held the
Central Banking Seminar, a workshop for
central banks around the world, and the
SEACEN Seminar & Course, the EMEAP IT
Directors’ Meetings for central bank officials. It also invited central bank officials
of developing countries and transition
countries to the Central Banking Study
Program.
In close cooperation with the Ministry
of Finance and Economy, it also completed Korea’s entry into the Inter-American
Development Bank (IDB) in March. In
order to develop active financial diplomacy, it was also an enthusiastic participant
in the annual meetings of international
financial agencies including the
IMF/World Bank Group and the ADB as
well as in meetings related to the interna-
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amounted to 9,371.7 billion won as of the
end of the year under review, an increase
of 362.3 billion won from the previous
year-end.
This was attributable to the reallocation
to other banks of the amounts deducted
from the Aggregate Credit Ceiling quota
of banks that failed to observe the mandatory lending ratio for SMEs or were penalized in line with the findings of investiga-

tional financial system, such as the G-20
and ASEAN+3.

4. General Business
(1) Deposits and Credits
The Bank of Korea’s outstanding loans
extended to financial institutions
<Table 13>

Loans of the Bank of Korea1)
Unit : billion won

Change

Outstanding2)

Aggregate Credit Ceiling
Loans for the procurement
of fertilizers
Total

2004

2005

2004

2005

9,009.4

9,371.7

-445.4

362.3

0.0

0.0

-370.0

0.0

9,009.4

9,371.7

-815.4

362.3

Notes : 1) Excludes loans to government.
2) Based on the end of year.

<Table 14>

Deposits with the Bank of Korea
Unit : billion won

Outstanding2)

Won Deposits
Reserve Deposits by
Deposit Money Banks

Change

2004

2005

2004

2005

15,741.4

19,172.4

-2,327.2

3,431.0

14,003.2

17,211.6

-2,348.6

3,208.4

Non-residents Deposits1)

1,738.2

1,960.8

21.4

222.6

Foreign Currency Deposits

38,419.7

47,780.9

6,636.3

9,361.2

943.7

898.4

-260.3

-45.3

37,475.9

46,882.5

6,896.5

9,406.6

54,161.1

66,953.3

4,309.1

12,792.2

Reserve Deposits by
Deposit Money Banks
Deposits by Foreign Exchange
Stabilization Fund
Total

Notes : 1) Won deposits of international organizations, including the IMF.
2) Based on the end of year.
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tion by the Bank of Korea’s Financial
System Stability Department.
During the year under review, the Bank
of Korea’s deposits increased by 12,792.2
billion won to stand at 66,953.3 billion
won, as of year-end 2005. By type of
deposit, Korean won-denominated
deposits increased by 3,431 billion won
and foreign currency denominated
deposits rose 9,361.2 billion won in
Korean won terms, centering on those
with the Foreign Exchange Stabilization
Fund.

(2) Treasury Business
From the latter half of 2005, credit
unions, community credit cooperatives
and mutual savings banks became entitled
to receive Treasury funds under contracts
as Treasury agencies with the Bank of
Korea in keeping with the revision of the
Enforcement Decree and Regulation of
the “Act Concerning Management of
Treasury Funds”. Accordingly, the relevant
financial institutions that have undertak<Table 15>

en the relevant training of their employees and development of computer systems
are expected to begin handling Treasury
funds business in the first half of 2006.
In its quest for the stabilization of the
government’s operation of Treasury funds,
the Bank of Korea, acting on the basis of
the relevant regulations of revised legislation, established an integrated account to
bring together and manage funds from all
special and general accounts, except
Special Accounts for Government
Enterprises, Special Accounts for Executive
Agency Institutions in Government, and
Special Accounts for Postal Insurance; and
it also developed the relevant electronic
systems.
During the year, Treasury revenue
stood at 538.184.1 billion won and disbursements at 537,898.5 billion won.
Accordingly, there was a total surplus of
revenue over disbursements of 285.6 billion won during the year, so that as of the
end of the year the outstanding balance of
the government current account had
increased from the 1,195.6 billion won of

Revenues and Disbursements of Government
Unit : billion won

2005
2004
Outstanding1)
Government Current Account

1,195.6

Note : 1) Based on the end of the year.
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Treasury
revenue (A)
538,184.1

Disbursement
(B)
537,898.5

Change
(A-B)
285.6

2005
Outstanding1)
1,481.2
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<Table 16>

Ceilings on Loans to Government
Unit : billion won

Ceiling on Temporary Loans

2004(A)

2005(B)

Change(B-A)

10,630.0

20,700.0

10,070.0

year-end 2004 to 1,481.2 billion won as of
the end of the year under review.
In connection with lending to government, the Bank of Korea set the ceiling on
credit to government at 20,700 billion
won, an increase of 10,070 billion won
from the previous year, in line with the
government’s new upper limit of borrowings from the central bank that had been
duly approved by the National Assembly.
The sharp rise in the ceiling on loans to
government sought to avoid the government’s suffering shortages of fiscal funds
in the execution of its budget with the
front-loading of disbursements in the first
half the year.
Looking at the details of the Bank of
Korea’s loans to government, loans of 12
<Table 17>

trillion won were extended to the
General Account and 100 billion won to
the Procurement Special Account, all of
which were subsequently redeemed during the year. Loans of 830 billion won
were extended to the Grain Management
Special Account and a total of 830 billion
won was collected, showing no change at
the year-end outstanding.
Meanwhile, the number of financial
institutions’ headquarters and branches
handling Treasury business as Treasury
agencies stood at 10,790 in all as of the
end of the year under review, 173 more
than that at the previous year-end. This
reflected the fact that most of the branches of financial institutions established during the year were designated as Treasury

Loans to Government
Unit : billion won

2005
2004
Outstanding1)
General Account
Procurement Special Account
(Revolving Funds)
Special Account for Grain
Management

Loans
(A)

Redemption
(B)

Change
(A-B)

2005
Outstanding1)

0.0

12,000.0

12,000.0

0.0

0.0

0.0

100.0

100.0

0.0

0.0

830.0

830.0

830.0

0.0

830.0

Note : 1) Based on the end of the year.
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agencies.

(3) Securities Business
During the year under review,
Monetary Stabilization Bonds (MSBs) with
a total value of 165,125.3 billion won
were issued while 152,663.3 billion won’s
worth of MSBs was redeemed, resulting in
net issuance of 12,462 billion won.
Consequently as of the end of the year,
the outstanding amount of MSBs reached
155,235 billion won, 8.7 percent more
than at the previous year-end.
Carrying out the issue and redemption
<Table 18>

of securities on behalf of the government,
the Bank of Korea issued 62,550 billion
won’s worth of government bonds and
redeemed 22,036 billion won’s worth,
resulting in an expansion of the outstanding amount issued by 40,514 billion won
to stand at 185,775.2 billion won.
Looking at the type of government
bonds issued, there was net issuance of
47,413.9 billion won in Treasury bonds in
order to raise the financial resources needed
for foreign exchange market stabilization
and the redemption of public funds. There
was net redemption of Foreign Exchange
Stabilization Fund Bonds, whose issue has

Issuance and Redemption of Monetary Stabilization Bonds(MSBs)
Unit : billion won

2005
2004
Outstanding1)
Monetary Stabilization Bonds

142,773.0

Issuance
(A)
165,125.3

Redemption
(B)

Change
(A-B)

152,663.3

12,462.0

2005
Outstanding1)
155,235.0

Note : 1) Based on the end of the year.

<Table 19>

Issuance and Redemption of Government Bonds1)
Unit : billion won

2005
2004
Outstanding2)
Treasury Bonds
Foreign Exchange
Stabilizaion Fund Bonds4)
Total

2005
Outstanding2)

Issuance
(A)

Redemption
(B)

Issuance
(A-B)

123,061.3

62,550.0

15,136.13)

47,413.9

170,475.2

22,199.9

0.0

6,899.9

-6,899.9

15,300.0

145,261.2

62,550.0

22,036.0

40,514.0

185,775.2

Notes : 1) Issuance and redemption of government bonds by the Bank of Korea acting for the government.
2) Based on the end of the year.
3) Includes early redemption(Buy-back) of 6,330 billion won worth of bonds.
4) Since Nov. 12 2003, their issue has been integrated with that of Treasury Bonds.
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<Table 20>

Scale of the Fungible Issue of Government Bonds
Unit : billion won

Fungible Issue of Government Bonds

2002

2003

2004

2005

15,940.0

33,560.0

43,220.0

54,100.0

been integrated with that of Treasury bonds
since November 2003, amounting to
6,899.9 billion won during the year.
Meanwhile, the scale of the fungible
issue of government bonds issued at identical maturities and coupon rates during a
fixed period of time in order to encourage
the development of the government bond
market reached 54,100 billion won, making
up 86.5 percent of the total volume of government bonds issued during the year, 9.3
percentage points higher than the previous
year’s 77.2 percent.

(4) Management of Public Funds
The Public Capital Management Fund,
set up by the government for the integrated management of public funds, raised
90,503.9 billion won during the year from
the issue of Treasury bonds, and the
entrustment to it of resources from other
funds and Post Office deposits. Of this
amount, 51,239 billion won was placed
with the Fiscal Financing Special Account,
the General Account, the Public Fund
Redemption Fund, and the Foreign
Exchange Stabilization Fund, 22,050.7 bil-

lion won was used for the redemption of
principal and interest on Treasury bonds,
and 10,156.5 billion won for the payment
of principal and interest on deposited
funds.
For the friction-free redemption of the
assumed debt burden of the Deposit
Insurance Fund Bond Redemption Fund
and the Non-Performing Asset Resolution
Fund, the Public Fund Redemption Fund,
which was set up for the purpose of resolving the liabilities taken on for financial
restructuring, raised a total of 14,683.6 billion won, of which 12,973.5 billion won
was received from the issue of Treasury
bonds, 1,343.5 billion won in transfers
from the general and special accounts, and
366,6 billion won from the withdrawal of
available funds. The resources were utilized
in the form of a 13,166.9 billion won contribution to the Deposit Insurance Fund
Bond Redemption Fund, and the payment
of interest of 1,516.7 billion won on
Treasury bonds issued.
Apart from this, the Bounty Fund on
Farmers’ and Fishermen’s Property
Formation Deposits raised 210 billion
won, including contributions from govThe Bank of Korea
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ernment of 100 billion won and contributions from the Bank of Korea of 110 billion won. An amount of 202.2 billion
won was utilized for the payment of legal
premiums.

(5) Economic Education for the
General Public
Recognizing that economic consciousness and practice based on rational thinking is very important for the nation’s
entry to ranks of advanced countries, the
Bank of Korea has carried out economic
education for the population as a whole
since 2005 to help the general public gain
a deeper understanding of economic phenomena and strengthen their abilities to
make rational decisions. In order to construct a system for promoting economics
education for the general public, the Bank
of Korea first moved to expand and
reform the previous Economic Information Office into the Economic
Education Center, made up of its own
staff along with professional experts
drawn from each department of the headquarters.
Based on this organization and using its
nationwide network, it has carried out
various educational programs for a wide
range of educational target groups, including the Economic Lecture for Youths, the
44

BOK Friday Lectures, Job Training Courses
for Teachers in Charge of Society
(Economics), and the Economic Camp for
Youths. Dividing up the performance in
providing economics education into that
by the head office and that by regional
branches, 90,224 people received education in 953 courses at the main office and
232,929 participated in 1,176 courses held
by regional branches.
Besides this, in its “Monetary Policy
Contest”, which the Bank of Korea has
held for university students nationwide
since 2003, 92 teams from 61 universities
took part in 2005, rather more than the
65 teams from 46 universities in 2004.
The event therefore emerged as the
nation’s preeminent economic competition for university students.
The Bank of Korea also paid keen attention to the composition and distribution
of economics educational materials to
facilitate the efficient conduct of economics education in schools, while exerting its
best efforts to augment its function of providing economics education and information through the Internet.
Along with this, it actively used the
Bank of Korea’s Currency Museum as the
venue for on-the-spot education linked
with sightseeing at a museum, resulting in
a 60 percent rise in the number of visitors
to the museum to 86,000 in 2005.
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<Table 21>

Economics Education Performance
2004
Participants

Events
General(A)
University
Military
Police
Lectures

Public Officials
Teachers
Others

Youth(B)

Lectures

Participants

Events

Participants

146

10,903

520

51,260

374

40,357

57

5,441

132

11,597

75

6,158

-

-

72

19,106

72

19,106

-

-

48

4,036

48

4,036

13

637

40

3,330

27

2,693

9

787

79

4,150

70

3,363

67

4,038

149

9,041

82

5,003

307

60,965

1,609

271,893

1,302

210,928

94

14,437

695

77,634

601

63,197

Middle

76

19,285

540

116,545

464

97,260

120

24,113

320

75,385

200

51,272

14

3,030

37

1,652

23

-1,378

Economic Camp

3

100

13

519

10

419

Training for Teachers

-

-

4

158

4

158

453

71,868

2,129

323,153

1,676

251,285

78

5,568

953

90,224

875

84,656

375

66,300

1,176

232,929

801

166,629

High

Total(A+B)
Headquarters
Branches

Events

Change

Elementary

Others
Special
Program

2005

In the meantime, to utilize regional
economic information as reference materials for its judgments on the status of the
domestic economy and on monetary policy, the head office and regional branches

undertook the monitoring of such information every quarter, and announced
their findings in a report entitled “Recent
Regional Financial and Economic Trends”.
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IV. Foreign Exchange Policy of the Government
and Financial System Management
1. Foreign Exchange Policy
(1) Sustained Drive to Stabilize the
Foreign Exchange Market
The government and the Bank of Korea
maintained their efforts to bring about
foreign exchange market stabilization
such as dealing with temporary imbalances between the supply and demand of
funds through the close monitoring of
foreign exchange market trends.
Related to this, the government issued
21.9 trillion won worth of Treasury bonds
for the stability of the foreign exchange
market during the year as a means of
securing financial resources to purchase
foreign exchange.
The Bank of Korea also systematically
carried out monitoring of the NDF market, the derivatives financial product market and foreign exchange transactions of
domestic companies through the foreign
exchange computer network in preparation for possible disturbances in the foreign exchange market. And it strengthened consultations with the government
for the fine-tuning of foreign exchange
policy and the exchange of information
concerning the state of the market.
46

Meanwhile, the Seoul Foreign
Exchange Committee, the self-governing
consultative body of the Seoul foreign
exchange market, changed the foreign
exchange transaction hours through foreign exchange brokerage companies from
the previous 09:00~16:00 to 09:00~15:00,
the same as the trading hours of the
domestic stock and bond markets,
strengthening its linkages with the financial and capital markets.
As the “bid system” under which the
exchange rate formed in the inter-bank
market is transmitted to the customer
market differs from the customary practice
in the international foreign exchange
market, ways were explored to bring it
into line with international practice.

(2) Expansion of Liberalization of
Foreign Exchange Transactions
and Strengthening of the
Monitoring & Supervisory System
A. Expansion of Liberalization of Foreign
Exchange Transactions

The government revised the “Foreign
Exchange Transaction Regulation” in July
and implemented policies to stimulate
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overseas investment, which are designed
to ease the imbalances between the supply
and demand of foreign exchange and to
speed domestic companies’ penetration of
overseas markets.
The revised legislation abolished ceilings on overseas direct investment in
financial and insurance businesses by
non-financial institutions and raised the
ceiling on individuals’ overseas direct
investment from the previous 1 million
dollars to 3 million dollars. It also eased
restrictions on individuals’ acquisition of
overseas real estate, allowing them to purchase homes for residence under their
own or spouses’ names and raising the
ceiling on acquisition from the previous
300,000 dollars to 500,000 dollars. In
December, as application deadline for the
capital transaction permit system expired
at the end of 2005 in line with Addendum
2 of the “Foreign Exchange Transaction
Act”, the system was converted to a
reporting system.
From January 2006, accordingly, not
only non-residents’ purchase of Korea
won and issue of Korea won-denominated
securities but also short-term foreign currency borrowings of financially troubled
companies, residents’ foreign currency
loans of more than 10 million dollars,
over-the-counter derivatives financial
transactions and other capital transactions
became possible subject to a prior report

to the Minister of Finance and Economy.
Also the government revised the
Enforcement Decree of the “Foreign
Exchange Transaction Act” in December
and extended the obligatory period for
collecting external assets in the form of
debt instruments from within six months
of the maturity date or the day when conditions were fulfilled to within 18 months
there of. It also eased regulations on foreign exchange transactions in such a way
as to allow the issue of the lightest administrative reprimand, a “warning”, to those
violating the reporting duty through mistake or error.
In the meantime, the government
allowed foreign-based foreign exchange
brokerage companies’ entry to the domestic market in May to help introduce
advanced techniques related to foreign
exchange brokerage and stimulate competition. Accordingly, approval was given for
the establishment of Tullett-Prebon,
which was wholly owned by the British
Tullett Liberty Overseas Holdings.
B. Strengthening of Foreign- Exchange
Transactions Monitoring & Supervisory
System

As the scope of liberalization of foreign
exchange transactions expanded with the
shift to a reporting system for capital
transactions, the government decided to
strengthen its supervising and monitoring
The Bank of Korea

47

Annual Report

of foreign exchange transactions.
Through the revision of the
Enforcement Decree of the “Foreign
Exchange Transaction Act” in December,
it gave the Bank of Korea the right to
request the FSS to initiate the examination
of foreign exchange transactions or to
conduct joint inspection with it in case of
obstructing the stability of the foreign
exchange market.
Along with this, it resolved to create
and operate the “Foreign Exchange
Market Stability Council”, a permanent
consultative body of relevant institutions
to monitor foreign exchange transactions
at all times. This new body, made up of
high-ranking officials from the Ministry of
Finance and Economy, the Bank of Korea,
the National Tax Service, the FSS and the
Korea Financial Intelligence Unit, will be
responsible for a number off functions
including information-sharing concerning
the results of monitoring and inspection
of every institution’s foreign exchange
transactions and the preparation of countermeasures in the event of detecting
unusual or anomalous transactions.
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2. Financial System
Management
(1) Realignment of Legislation
Relating to Finance
Throughout 2005, the government
revamped a number of finance-related
laws and regulations, with an emphasis
on enhancing the transparency of financial institutions, heightening the efficiency of the financial industry, strengthening
the protection of financial consumers,
and improving the financial infrastructure
including governance structures.
A. Enhancement of the Transparency of
Financial Institutions

The Government devoted efforts to
enhancing the transparency of financial
institutions by, for example, introducing
an audit committee system for the
National Agricultural Cooperative
Federation (NACF), the National
Federation of Fisheries Cooperatives
(NFFC) and the Korea Federation of
Community Credit Cooperatives (KFCC)
and by making it obligatory for trust companies to establish guidelines on internal
controls.
In the case of agricultural cooperatives,
the government revised the Agricultural
Cooperative Law (entry into effect on July
1, 2005: all subsequent dates in parenthe-
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ses are those of the entry into effect unless
otherwise stated) along with its
Enforcement Decree (July 1, 2005) to
enhance the transparency of management. Under the revised legislation, agricultural cooperatives with assets of over
50 billion won should be examined by
external auditors in line with the Act on
External Audit of Stock Companies, and
so should those whose assets are below 50
billion won when more than one-third of
a cooperatives’ delegates request an audit
by external auditors. Along with this, in
order to help cooperatives enlarge their
business scale, the government raised the
amount of capital required to set up an
agricultural cooperative from at least 300
million won to at least 500 million won
for regional cooperatives, and from at least
200 million won to at least 300 million
won for commodity cooperative (horticulture, ginseng, dairy farming, and hog-raising agricultural cooperatives, etc.). Also,
the government made it obligatory for
cooperatives with total assets of over 200
billion won (over 150 billion won after
July 1, 2007) to employ professional managers as standing directors, thereby
heightening the specialization of their
management.
The National Agricultural Cooperative
Federation was required to establish a subcouncil for each of its business sectors,
including marketing & supply, livestock,

and the banking & insurance business sector, to make decisions on matters entrusted to them by the board of directors and
to supervise the status of the representative director’s business execution. To
supervise the assets and status of the business operations of the Federation effectively, it must also create an audit committee made up of at least three directors
and introduce internal control guidelines
and a compliance officer system.
The Fisheries Cooperatives Act (July 1,
2005) was also revised in such a way as to
enhance the management specialization
and transparency of fisheries cooperatives.
First of all, the government made it obligatory for banking & insurance businessoperating cooperatives with total assets of
over 50 billion won to appoint one or two
standing directors having exclusive
responsibility for banking & insurance
business so as to pave the way for the
establishment of accountable management. It was also made obligatory for
banking & insurance business-operating
cooperatives with total assets of over 30
billion won to undergo external audit as
stipulated by the Act on External Audit of
Stock Companies, if the Minister of
Maritime Affairs and Fisheries so requests.
Like the National Agricultural Cooperative
Federation, the National Federation of
Fisheries Cooperatives must establish an
audit committee made up of at least three
The Bank of Korea
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directors.
As for community credit cooperatives,
the governance structure and management
control system were improved, which is
expected to be a foundation for them to
develop into sound and region-friendly
financial institutions for the general public.
(Community Credit Cooperatives Act,
November 5, 2005). Firstly, it was made
obligatory for community credit cooperatives with total assets of over 30 billion
won to appoint more than one standing
director. Futhermore, the auditor of a community credit cooperative was granted the
right of injunction to order directors to discontinue illegal acts and the right to investigate subsidiaries, which is expected to
enhance the effectiveness of managerial
supervision. It was also made obligatory for
the Korea Federation of Community Credit
Cooperatives to introduce outside directors,
an audit committee, internal control guidelines and a compliance officer system and
to submit reports on the closing of
accounts and audit to the Minister of
Government Administration and Home
Affairs. In case community credit cooperatives or the Korea Federation of
Community Credit Cooperatives fail to
meet the standards of managerial soundness, the Minister of Government
Administration and Home Affairs can take
steps to improve their managerial status,
including ordering them to increase their
50

capital or to reduce their asset holdings.
For the sound operation of trust assets,
the government made it obligatory for
trust companies to build systems preventing conflicts of interest such as the enactment of internal control guidelines and
the establishment of fire walls between
the trust business sector and their own
business sector, including the separation
of organizations and restrictions on
exchanging information and on executives and employees’ holding office in
both sectors (Trust Business Act, April 18,
2005).
Besides this, the Postal Savings and
Insurance Act was revised (promulgated
on December 30, 2005, entry into effect
scheduled on July 1, 2006) to bolster the
soundness of Postal Savings and Insurance. For the sound fostering of the
Postal Savings and Insurance and the protection of depositors and policy-holders,
the Minister of Information and Communication can enact guidelines necessary for keeping soundness and request
the Financial Supervisory Commission to
carry out examination.
B. Heightening the Efficiency of the
Financial Industry

The government made efforts to
enhance the efficiency of the financial
industry through the easing of regulations, including expanding the scope of
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financial institutions handling trust business concurrently and allowing the delegation of bussiness by financial institutions in principle, etc.
Firstly, the government revised the
Trust Business Act (April 18, 2005) and its
Enforcement Decree (July 15, 2005) to
cope with the changing environments,
including rising demands for the wealth
management and for the trust of intellectual property rights, and to galvanize trust
companies’ mobilization of financial
resources. As an initial step, the government introduced the comprehensive
property trust system, allowing trust companies to accept in trust more than two
classes of assets such as money, securities
and real estate, etc. simultaneously. In
addition, trust companies were allowed to
accept in trust such intellectual property
rights as copyrights, patent rights and
trademarks, etc. Where trust companies
conclude a land trust contract for land
development projects, including the
development of housing lots or factory
sites, and the construction or rebuilding of
structures, they are now allowed to conclude concurrently a money trust contract
up to 15% of the cost of each development project for raising business funds.
Along with this, to augment the efficiency of the trust business through acceleration of competition, the scope of financial institutions handling the trust busi-

ness concurrently was expanded from
banks to include insurance and securities
companies (Trust Business Act, July 29,
2005). However, where approving trust
business as an ancillary activity, the
Financial Supervisory Commission can
place limits on the applicant’s lending
business, etc. after considering their business characteristics, in order to remove the
possibility of unfair transaction practices
arising from the ancillary business activity. To help financial institutions engage
more easily in trust business as an ancillary business, the government allowed the
waiver or easing of conditions on majority
shareholders provided they satisfy the
capital adequacy conditions set by the
Financial Supervisory Commission.
(Enforcement Decree of the Trust Business
Act, November 25, 2005).
For the managerial rationalization of
financial institutions through the expansion of business outsourcing, the authorization of business delegation was
changed from a positive list method,
which imposes a blanket prohibition in
principle, but allows exceptions, to a negative list method, whereby all such delegation is allowed in principle except for
specifically cited exceptions, with the
scope of supervisory authorities’ prohibitions narrowed. Business delegation
means that financial institutions, including banks, securities companies, insurance
The Bank of Korea
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companies and non-bank depository institutions, etc. carry out such businesses as
product development, credit investigation, property appraisal, and receipt of
applications, etc. by making use of a third
person. (Regulation on Business Delegation of Financial Institutions of the
Financial Supervisory Commission, July
27, 2005) However, financial institutions
are banned from business delegation
where this would involve the delegation
of essential elements of their authorized
financial business or run the possibility of
causing a deterioration of their credit
standing. A prior reporting system was
also introduced for important matters to
prevent the delegation of improper businesses in the wake of expansion of business delegation, while financial institutions are obligated to prepare guidelines
on business delegation.
To help mutual savings banks expand
their business base to include investment
in private equity funds (PEFs) and suchlike, the ceiling on investment in unlisted
stocks and corporate bonds was raised
from 5% of their equity capital to 10%,
while that on unlisted stocks was adjusted
upward from 5% of issued stocks to 10%.
The investment ceiling on stocks of a single company was also raised from 10% of
issued stocks to 15%. To galvanize
autonomous mergers and acquisitions
between mutual savings banks, the gov52

ernment abolished a limit on equity
acquisition for financially-healthy mutual
savings banks that would require maintenance of a capital adequacy ratio of at
least 7% on a BIS basis even after such
capital participations in other mutual savings banks. (Regulation on Supervision of
Mutual Savings Bank Business of the
Financial Supervisory Commission,
December 29, 2005)
The government also pushed ahead
with improving systems for the active promotion of private investment in social
infrastructure and the invigoration of PEF.
To boost financial institutions’ investment
in special purpose companies (SPCs) participating in private investment in social
infrastructure and PEFs, financial institutions were allowed to hold over 20% of
shares issued by such companies or exercise effective managerial control over
them while holding more than 5% of
their equity. (Enforcement Decree of the
Act on the Structural Improvement of the
Financial Industry, May 26, 2005) Along
with this, in order that subsidiaries of
financial holding companies such as
banks and insurance companies could
participate in private investment in social
infrastructure, SPCs participating in private investment in social infrastructure
were allowed to be excluded from the list
of controlled companies of a financial
holding company even if the subsidiaries
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of a financial holding company become
the largest investor in them. In addition, if
a subsidiary of a financial holding company is not a business execution partner of a
PEF, the PEF may be excluded from the
list of sub-subsidiaries of the financial
holding company. By these measures, subsidiaries of a financial holding company
are exempt from the Financial Supervisory
Commission’s approval of the acquisition
of a sub-subsidiary and application of the
obligatory ratio of ownership of the stocks
of a sub-subsidiary, if the sub-subsidiary is
a PEF. (Enforcement Decree of the
Financial Holding Company Act, May 26,
2005) Along with this, recognizing an
exception to the limit on capital participations between subsidiaries of a financial
holding company, in the case of a private
equity fund controlled by a subsidiary of a
financial holding company, the government allowed other subsidiaries of the
same financial holding company to subscribe to the PEF as a limited partner.
Beside this, the Korea Export-Import
Bank Act was revised (September 1, 2005)
to deal with the changing trade environment more effectively and bolster support
to information and communication
industry, which is driving next-generation
growth. As a first step, external transactions similar to exports & imports, overseas investment, or the development of
overseas resources were included among

eligible objects of support by the Korea
Export-Import Bank. To strengthen the
export-import financing for high-tech
industries including the information &
communication and bio technology
industries with a short-term payment
cycle, the limit on the period for the
granting of credit that had been set at over
6 months was abolished. To reinvigorate
credit assistance for the receipt of orders
for large-scale overseas projects, the government also revised the Enforcement
Decree of the Korea Export-Import Bank
Act (May 13, 2005), and thereby raised the
ceiling on the granting of credit from 20%
of equity capital to 40% for a single person and from 25% of equity capital to
50% for a single borrower.
C. Strengthening the Protection of
Financial Consumers

The government has unrelentingly pursued the improvement of arrangements
for the protection of financial consumers.
To protect financial consumers from
illegal usury business by unregistered
usury companies and wrongful credit collection activities by usury companies, the
government revised the Act Concerning
Usury Business Registration and Comsumer Protection (September 1, 2005).
Initially, the government required all persons hoping to engage in the usury business to make due registration and prohibThe Bank of Korea
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ited the rental of names. Also, the arrangement fees and such charges apart from
interest that users should shoulder were
limited to expenses for the establishment
of a right over collateral and those for
credit inquiry. To prevent damage arising
from false or misleading advertisements,
advertisements for the lending business
were prohibited except by usury companies or credit-specialized financial institutions. In the case of placing an advertisement, the advertiser must indicate the
interest rate, sundry arrangement fees and
the fact that it is a usury company.
To prevent consumers from suffering
damage through non-face-to-face transactions and those not in offices, prepaidstyle mail-order businesses were required
to purchase a compensation insurance
against damage to consumers or introduce
a system of depositing funds for settlement, on escrow with a third party until
the consumer receives the goods. (Act
Concerning Consumer Protection in eCommerce, promulgated on March 31,
2005, entry into effect on April 1, 2006)
Following the abolishment of the listing of Citibank Korea (July 13, 2004), the
government strengthened the guidelines
for prompt information disclosure by
unlisted banks to the levels for listed
banks to prevent any lessening of the
transparency of unlisted banks and to protect depositors. (Regulation on
54

Supervision of Banking Business of the
Financial Supervisory Commission, April
30, 2005) Additional items to be disclosed
are changes in the financial structure, the
managerial environment, the state of
credit and liabilities, and capital participations, etc.
The Agricultural Cooperative Law was
revised to give protection to consumers
utilizing the insurance of agricultural
cooperatives (July 1, 2005). Accordingly,
agricultural cooperatives carrying out
insurance business and the National
Agricultural Cooperative Federation must
enact regulations on insurance business
which stipulate the insurance contract,
the insurance fee and the policy reserve,
etc. and have these regulations approved
from the Minister of Agriculture and
Forestry. They also have to accumulate a
policy reserve at the National Agricultural
Cooperative Federation for each type of
insurance businesses such as life insurance, casualty insurance and the third
insurance.
To protect beneficiaries under trust contracts, the government granted the
Financial Supervisory Commission the
right to order the transfer of the trust contracts (Trust Business Act, April 18, 2005).
Specifically, in the event of cancelling the
license of a trust company, the Financial
Supervisory Commission can order such a
company to transfer its trust contract-
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related business to another trust company
after gaining approval from the settlors,
the beneficiaries and the trust company
assuming the business.
Besides this, as securities and insurance
companies are able to engage in the trust
business as an ancillary activity, the government revised the Depositor Protection
Act (July 29, 2005) to include the principal preservation-type money trusts handled by such companies among the
objects of deposit protection by the Korea
Deposit Insurance Corporation.
D. Overhaul of the Financial
Infrastructure, including Improvement
of the Governance Structure

The government continually promoted
policies for overhaul of the financial infrastructure, including the improvement of
the governance structure of financial institutions, the revamp of bankruptcy-related
legislation and procedures, and the bolstering of arrangements for securities-related class actions.
As a first step, the government revised
the Securities and Exchange Act, the
Futures Trading Act, and the Act on
Business of Operating Indirect Investment
and Assets (January 30, 2006) and thereby
strengthened regulations on the governance structure of securities-related financial institutions, including securities companies, futures companies and asset man-

agement companies. Accordingly, those
intending to become a controlling shareholder of a securities-related financial
institution through the acquisition of
stocks, must obtain prior approval from
the Financial Supervisory Commission.
For stocks acquired without prior
approval, the exercise of voting rights is
banned and the Financial Supervisory
Commission may issue an order for their
disposal.
To unify the body of debtor relief and
bankruptcy-related legislation and systems
and enhance the equality and effectiveness in the application of the law, the government integrated the Company
Reorganization Act, the Composition Act,
the Bankruptcy Act, and the Individual
Debtor Relief Act into the Act on
Bankruptcy and Rehabilitation of Debtors
(Promulgated on March 31, 2005, entry
into effect on April 1, 2006). As this new
Act applies to all debtors, regardless of
whether individual or juridical persons,
the procedures for corporate liquidation
and composition were integrated into
those for relief, and the major elements of
the Individual Debtor Relief Act were
reflected in the procedures for the relief of
individual debtors.
Through the revision of the Securitiesrelated Class Action Act (March 10, 2005),
the government addressed the problem
that misleading accounting statements in
The Bank of Korea

55

Annual Report

the past might become the object of securities-related class actions, being carried
over into the most recent settlement of
accounts because of the continuity of
accounting. Accordingly, even if the
financial statements for fiscal years ending before January 1, 2005 violated
accounting treatment guidelines, they
could be excluded from the objects of a
class action if, at the time of drawing up
the 2006 financial statements, the company concerned reflects the details of previous violations or resolves the actual situation.
For the creation of a fair competitive
environment in the corporate M&A market, the government abolished the restrictions on takeover bid for securities, including stocks, and instead allowed companies
to issue securities that could give rise to
changes in voting rights during the
takeover bid period as a means of defense
against hostile takeovers. Where over 5%
of total stocks are held, it was made obligatory for the shareholder to clarify the
purpose of holding them clearly, for
example, the participation in management or simple investment, and to report
the specific details, depending on what
purpose the share holding is for. In the
event of reporting falsely or omitting the
requisite contents, the exercise of the voting rights for stocks exceeding the 5%
level was banned for a certain period and
56

the Financial Supervisory Commission
was authorized to issue an order for the
disposal of these stocks. (Securities and
Exchange Act, March 29, 2005)
E. Other Developments

As part of its efforts to build up Korea as
the a financial hub of Northeast Asia, the
government established the Korea
Investment Corporation (KIC), which
operates assets entrusted to it by the government (the Foreign Exchange Stabilization Fund), the Bank of Korea or public
funds established based on the Framework
Act on Public Funds Management, etc.
(Korea Investment Corporation Act, July
1, 2005) The Korea Investment Corporation, which was established with capital
subscribed by the government(authorized
capital : 1 trillion won), has an operating
committee as its top decision-making
body made up of up to 12 committee
members, including the heads of institutions that have entrusted over 1 trillion
won, six nongovernmental members
appointed by the President of the
Republic of Korea and the KIC president.
For securing the soundness and transparency of its management, the KIC has
to set up internal control guidelines, introduce a compliance officer system, and
make public the materials related to the
management and investment, including
financial statements, audit reports and
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mid- and long-term investment policies,
along with the results of its asset operations. Heads of institutions entrusting
assets to the KIC cannot limit the way the
KIC operates the entrusted assets, but the
Bank of Korea and the public funds that
were established under the Framework Act
on Public Funds Management and have
entrusted assets of over 1 trillion won can
place limits on the use of their entrusted
assets in operations. Along with this, in
case the foreign exchange holdings fall by
over 10% for more than two consecutive
months, the country s sovereign credit rating falls below investment grade, or the
KIC does not rectify substantial violations
of its contract, the institutions entrusting
assets can request the early withdrawal of
the entrusted assets under the special contract.
Ahead of the second-stage implementation of bancassurance, the government
took supplementary steps to help small
and medium-sized insurance companies
solve their managerial difficulties.
(Enforcement Decree of the Insurance
Business Act, April 1, 2005) The small and
medium-sized insurance companies have
had difficulties in selling their insurance
products, as banks have been focusing
their sales on the insurance products of
their subsidiaries. Therefore, the government tightened the limit on sales of a specific insurance company’s products by a

financial institution from 49% of its total
sales of insurance products to 25%. In
addition, the implementation of bancassurance for some insurance products was
postponed. Accordingly, bancassurance
will be implemented from October 1,
2006, for the third type of insurance products that pay refunds upon the expiration
of the insurance period, and from April 1,
2008, for the automobile insurance for
individuals and others. For the third insurance products that do not pay refunds
upon the expiration of the insurance period, bancassurance has already been implemented since April 1, 2005. The third
group of insurances include disease, injury
and nursing-care insurance, etc. which
have both the characteristics of life insurance and those of casualty insurance. To
help ensure that the employee retirement
benefit security system takes deep root at
an early stage, employees’ retirement pensions were also added to the range of
ancillary business available to insurance
companies.
Ahead of the implementation (January
18, 2006) of a reporting system for large
amounts of cash transactions between
financial institutions and general customers other than financial institutions,
state or provincial governments, the government set detailed standards for transactions that financial institutions should
report to the Commissioner of the Korea
The Bank of Korea
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Financial Intelligence Unit (KoFIU). First
of all, the criterion for large-amount cash
transaction to be reported was set at 20
million won or more per day. Considering
the burden on financial institutions, however, the criterion was raised to 50 million
won or more per day until the end of
2007 and subsequently to 30 million won
or more a day until the end of 2009. The
criterion for a single financial transaction
requiring the confirmation of a customer’s
identification and transaction purpose
was set at over 20 million won or 10,000
dollars (Enforcement Decree of the
Financial Transaction Reports Act, January
18, 2006)

(2) Financial Institution Restructuring
Throughout the year under review,
financial restructuring was pursued with
the disposal of government’s stakes in
financial institutions and the exit of insolvent non-bank financial institutions. In
the process, the Korea Deposit Insurance
Corporation provided support amounting
to 2,922.9 billion won from public funds
to financial institutions for the recapitalization, the purchase of non-performing
assets, compensation for losses and the
vicarious payment of insured deposits.
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A. Mergers and Liquidations of Financial
Institutions

As part of its efforts for the restructuring
of financial institutions, the government
energetically pursued the privatization
and mergers of the government-owned
financial institutions.
First of all, as part of bank restructuring,
the government in April sold off the Korea
First Bank (the government and the Korea
Deposit Insurance Corporation : 51.4%,
Newbridge Capital : 48.6%) to the U.Kbased Standard Chartered Bank.
In the case of securities-related institutions, the government pushed ahead with
the sale or merger of the governmentowned securities companies that had
changed from investment trust companies. In March, the Korea Investment &
Securities (the government and the Korea
Deposit Insurance Corporation : 98.7%)
and its subsidiary, the Korea Investment
Trust Management, were sold to
Dongwon Financial Holdings (currently
Korea Investment Holdings). Later,
Dongwon Securities and Dongwon
Investment Trust Management were
merged into the Korea Investment &
Securities and the Korea Investment Trust
Management, respectively. In May,
Daehan Investment & Securities (the government, the Korea Deposit Insurance
Corporation : 96.7%) and its subsidiary,
Daehan Investment Trust Management,
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were sold to Hana Bank. In October,
Tongyang-Orion Investment & Securities
was merged into Tongyang Investment
Bank. In addition, to help merchant banking businesses clean up their balance
sheets and pursue voluntary restructuring,
the government extended the period during which merchant banking business
could be handled as an ancillary business
by securities companies that had merged
with merchant banking corporations from

seven years to ten years. (Regulation on
Supervision of Securities Business of the
Financial Supervisory Commission, June
29, 2005)
In the case of insurance companies, a
management improvement request was
issued in September to the Ssangyong Fire
& Marine Insurance, which had failed to
attain even the fourth grade in its management performance evaluation, owing
to the fragility of its management follow-

<Table 22> Changes in the Number of Financial Institutions(1998~2005)1)
Number of
institutions
at the end
of 1997

1998~2004
Exit2)

Merger3)

2005
Newly
established

Exit2)

Merger3)

Number of
institutions
Newly
at the end
established
of 2005

Banks

33

5

9

–

–

–

–

19

Merchant Banking
Corporations

30

22

7

1

–

–

–

2

Securities
Companies

36

8

4

19

–

3

–

40

Asset Management
Companies4)

31

6

2

244)

–

3

2

46

Life Insurance
Companies5)

31

9

5

4

–

–

–

21

Non-life Insurance
Companies

14

2

1

4

–

–

–

15

231

103

28

13

3

1

26)

111

Mutual Savings
Banks
Credit Unions
Total

1,666

502

107

9

12

3

–

1,051

2,072

657

163

744)

15

10

4

1,305

Notes : 1) Excludes branches of foreign financial institutions.
2) Includes revocation of license (application), bankruptcy, and liquidation.
3) Number of financial institutions that ceased to exist following mergers.
4) Investment trust management companies and the former asset management companies have been
classified among asset management companies since 2004. Prior to 2003, the figures were compiled on
the basis of investment trust management companies, but those after 2004 include the former asset
management companies(13 companies as of the end of 2003).
5) Excludes Postal Insurance.
6) the Yegaram Mutual Savings Bank and the Busan Solomon Mutual Savings Bank.
Source : Financial Supervisory Service.

The Bank of Korea

59

Annual Report

ing the struggles over management rights
among large shareholders and the weak
business performance, although its solvency margin ratio exceeded the supervisory guideline of 100%. Meanwhile, the
management improvement recommendation against Lucky Life Insurance was lifted in October, as it had improved its solvency ability and emerged from capital
impairment status.
Besides this, fifteen troubled credit
unions and four mutual savings banks
were liquidated or merged. To support the
ailing mutual savings banks’ restructuring,
the Korea Deposit Insurance Corporation
established the Yegaram Mutual Savings
Bank as a bridge financial institution and

<Table 23>

authorized the Bank to launch business
operations in August. In March, LG
Investment & Securities and Woori
Securities, subsidiaries of Woori Financial
Group, were merged to form a successor
entity known as Woori Investment &
Securities. In May, LG Investment Trust
Management and Woori Investment Trust
Management were merged into Woori
Asset Management. In April, Landmark
Investment Trust Management and KEB
Commerz Investment Trust Management
were merged to form a successor entity
known as Landmark Asset Management.
In November, Hana Financial Group was
established, having as its subsidiaries Hana
Bank, Daehan Investment & Securities,

Public Funds Injected in 20051)
Unit : hundred million won

Repayment of
Deposits

Recapitalization

Compensation for
Losses

Purchase of
Assets

Total

Banks

–

–

1,664

–

1,664

Merchant Banking
Corporations

–

–

–

–

–

Securities Companies

–

12,653

1,322

12,465

26,440

Insurance Companies

–

–

39

–

39

Asset Management
Companies

–

–

–

–

–

Mutual Savings Banks

–

–

1,070

–

1,070

Credit Unions
Others
Total

16

–

–

–

16

–

–

–

–

–

16

12,653

4,095

12,465

29,229

Note : 1) These statistics were compiled provisionally by the Bank of Korea based on press releases of the Public
Fund Oversight Committee, so they are subject to subsequent adjustment.
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Hana Institute of Finance, etc. and as its
sub-subsidiaries, Hana Securities, Daehan
Investment Trust Management, the Hana
Life Insurance, Hana Capital, etc. This
accordingly brought the number of financial holding companies operating in Korea
to four as of the end of 2005 : Woori,
Shinhan, Hana and Korea Investment.
B. Support for Financial Institutions from
Public Funds

During 2005, support from public
funds amounting to 2,922.9 billion won
was injected to financial institutions by
way of the Korea Deposit Insurance
Corporation for recapitalization, the purchase of non-performing assets, compensation for losses and the vicarious pay-

ment of insured deposits.
Looking at the details of the support,
funds used for the recapitalization of distressed financial institutions amounted to
1,265.3 billion won and 1,246.5 billion
won was provided for the purchase of nonperforming assets, 409.5 billion won for the
compensation of losses and 1.6 billion won
for the vicarious payment of deposits on
behalf of failed financial institutions. By
type of financial institution, support from
public funds for securities companies came
to 2,644.0 billion won; that for banks 166.4
billion won; that for mutual savings banks
107.0 billion won; that for insurance companies 3.9 billion won and that for credit
unions 1.6 billion won.
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V. Financial Status and Organizational Changes
1. Financial Status
(1) Assets
As of the end of 2005, the total assets of
the Bank of Korea stood at 271,259.3 billion won, an increase of 18,225.6 billion
won over the end of the previous year.
By type of asset, deposits decreased by
8,705.2 billion won owing to a reduction
in overseas deposits. On the other hand,
securities holdings rose by 12,833.8 billion
won during the year. This was due to a
rise of 10,196.2 billion won in holdings of
foreign-currency denominated securities,
reflecting an expansion of foreign
exchange holdings, coupled with an
increase of 2,637.6 billion won in Korean
won denominated securities owing to outright purchases of Treasury bonds.
Meanwhile, the Exchange Revaluation
Adjustment Account which reflects
change in the value of foreign-currency
assets affected by exchange rate fluctuations, increased by 13,672.5 billion
Korean won owing to the won’s appreciation against the U.S. dollar.
(2) Liabilities and Capital
The total liabilities of the Bank of Korea
62

as of the end of the year under review
stood at 267,429.5 billion won, having
increased by 20,213.2 billion won during
the year.
By class of liability, securities sold under
repurchase agreements declined, but
Monetary Stabilization Bonds (MSBs)
issued, deposits, and currency issued all
rose. Securities sold under repurchase
agreements shrank by 6,902.7 billion won
because of reduced sales of foreign-currency denominated securities under repurchase agreements. On the other hand,
MSBs amounting to 12,462 billion won
were issued to absorb the expanded liquidity generated by the current account
surplus. Deposits rose 12,792.2 billion
won owing to the increased deposits
placed by the Foreign Exchange
Stabilization Fund and currency issued
increased by 1,253.5 billion won.
The Bank of Korea’s capital fund stood
at 3,829.8 billion won as of the end of the
year under review, a reduction of 1,987.6
billion won from the end of the previous
year. This decline resulted from a net loss
for the period of 1,877.6 billion won.
The net loss for the period of 1,877.6
billion won was made up by transfer from
the voluntary reserve.
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<Table 24>

Financial Status
Unit : billion won

2004

2005

Change

253,033.7

271,259.3

18,225.6

247,367.4

265,542.9

18,175.5

Gold and silver bullions

75.4

74.6

-0.8

Holdings of SDRs

34.2

44.2

10.0

197,527.1

210,360.9

12,833.8

32,280.5

23,575.3

-8,705.2

9,009.4

9,371.7

362.3

0.0

0.0

0.0

830.0

830.0

0.0

Assets
Current assets

Securities
Due from banks
Loans on bills
Securities bought under resale agreement
Loans on government
Loans on international finance organization
Other current assets
(Exchange Revaluation Adjustment Account)
Fixed assets
Liabilities and capital
Liabilities
Current liabilities
Currency issued
Monetary Stabilization Bonds issued
Government deposits

42.6

31.6

-11.0

7,568.2

21,254.6

13,686.4

(4,673.0)

(18,345.5)

(13,672.5)

5,666.3

5,716.4

50.1

253,033.7

271,259.3

18,225.6

247,216.3

267,429.5

20,213.2

246,695.1

266,821.0

20,125.9

24,882.3

26,135.8

1,253.5

142,773.0

155,235.0

12,462.0

1,195.6

1,481.2

285.6

Deposits

54,161.1

66,953.3

12,792.2

Securities sold under repurchase agreements

-6,902.7

22,748.5

15,845.8

Allocation of SDRs

117.8

105.6

-12.2

Other liabilities

816.8

1,064.3

247.5

Long-term liabilities

521.2

608.5

87.3

5,817.4

3,829.8

-1,987.6

Legal reserve

2,194.1

2,194.1

0.0

Voluntary reserve

3,773.5

3,513.3

-260.2

Capital

Undivided earned surplus
(Net profit for the period)

(3) Income and Expenses
For the year under review, the Bank of
Korea’s net deficit for the period widened
by 1,727.4 billion won from the previous
year to stand at 1,877.6 billion won. This
deterioration was attributable to a reduction in operating revenue, including inter-

-150.2

-1,877.6

-1,727.4

(-150.2)

(-1,877.6)

(-1,727.4)

est on securities and gains on sales of securities, and a rise in operational expenses,
including interest on deposits and MSBs.
Operating revenue fell by 509.2 billion
won from the previous year to stand at
7,424.5 billion won. Interest received on
securities holdings decreased by 500.8 billion won from the previous year to
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5,303.6 billion won because of reduced
interest income from foreign currencydenominated securities following the
Korean won’s appreciation against the
U.S. dollar. Profit on sales of securities also
dropped by 336.1 billion won from the
<Table 25>

previous year to stand at 719.1 billion
won. On the other hand, interest received
on deposits rose by 233.7 billion won
from the previous year to reach 775.2 billion won thanks to a hike in international
interest rates, and interest on loans on

Income Statement
Unit : billion won

2004

2005

7,933.7

7,424.5

-509.2

6,799.5

6,638.0

-161.5

5,804.4

5,303.6

-500.8

Interest on deposits

541.5

775.2

233.7

Interest on loans on bills

212.7

179.9

-32.8

Interest on securities bought under resale agreement

30.6

28.8

-1.8

Interest on loans on government

74.4

128.5

54.1

Operating revenue
Interest and discounts received
Interest on securities

Interest on loans on international finance organizations
Miscellaneous interest received

Change

0.9

0.9

0.0

135.0

221.1

86.1

41.0

54.5

13.5

1,055.2

719.1

-336.1

37.8

12.9

-24.9

0.2

0.0

-0.2

7,898.8

9,343.7

1,444.9

7,168.6

8,556.9

1,388.3

989.6

1,566.4

576.8

5,584.4

6,144.0

559.6

Interest on securities sold under repurchase agreements

282.3

590.7

308.4

Miscellaneous interest paid

312.3

255.8

-56.5

37.5

138.8

101.3

Losses on sales of securities

282.4

204.4

-78.0

Banknote and coin manufacturing expenses

104.4

121.8

17.4

General and administrative expenses

263.2

278.5

15.3

42.7

43.3

0.6

34.9

-1,919.2

-1,954.1

Commissions received
Profit on sales of securities
Profit on foreign exchange transactions
Other operating revenue
Operating expenses
Interest and discounts paid
Interest on deposits
Interest on MSBs issued

Commissions paid

Other operating expenses
Operating profit

9.9

63.2

53.3

Non-operating expenses2)

101.7

21.6

-80.1

Profit before income taxes

-56.9

-1,877.6

-1,820.7

Income Taxes

93.3

Non-operating revenue1)

Net profit for the period

Notes :1) Includes extraordinary gains.
2) Includes extraordinary losses.
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-150.2

-1,877.6

-93.3
-1,727.4
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government also rose slightly to 128.5 billion won.
Total operating expenses, meanwhile,
rose by 1,444.9 billion won from the previous year to stand at 9,343.7 billion won.
Interest paid on deposits increased by
576.8 billion won to reach 1,566.4 billion
won owing to the expansion of deposits
from the Foreign Exchange Stabilization
Fund and a hike in international interest
rates. Despite the fall in their coupon
rates, interest on MSBs issued rose by
559.6 billion won to register 6,144 billion
won owing to the enlarged scale of their
issuance. Interest paid on securities sold
under repurchase agreement marked an
increase of 308.4 billion won from the
previous year to stand at 590.7 billion
won in response to a hike in international
interest rates.

2. Organizational Changes
The Bank of Korea consolidated its
major functions in keeping with environmental changes both at home and abroad
and reformed its organization to enhance
efficiency.
Looking first of all at the details of the
organizational realignment of the head
office, it expanded and reformed the previous Economic Information Office as the
Economic Education Center to strengthen

its function of providing education in economics, including the expansion of economics education for young people and
the development of economics educational materials. It also divided Economic
Education Team, which had been responsible for carrying out comprehensive economics education, into Economic Education Development Team and Economic
Education Management Team.
To augment the medium and long term
research and study functions, it also divided Economics Studies Team of the
Institute for Monetary and Economic
Research into Macroeconomics Research
Office, Socioeconomics Research Office,
and Economic Institutional research
office, while expanding and reforming its
organization from six teams to one team
and seven research offices. (The title of the
lower-level organizations responsible for
research was changed from “team” to
“research office”.) Along with this, it
recruited the head of the institute and
some chiefs of research offices externally
and changed the person in charge of the
institute from an assistant governor to the
deputy governor.
As the climate for the operation of foreign currency assets had changed markedly with foreign exchange holdings exceeding 200 billion dollars, it became increasingly necessary to expand the operating
framework and staffs for foreign currency
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assets in order to strengthen operational
capabilities. Accordingly, the Bank of
Korea reformed the foreign currency assets
operating framework in terms of the
front-office (investment operations), middle office (setting up of operational guidelines, management and analysis) and
back-office (settlements, computer support) functions in such a way as to expand
the previous one department and one
office structure (Reserve Management
Department-Risk and External Management Office) into a one department, two
office structure (Reserve Management
Department-Reserve Investment Office Reserve Management Support Office), and
three teams were newly established, bringing the previous eight teams to a total of
11 teams. Viewing the team formation by
department and offices, in the case of the
Reserve Investment Office(front office),
the Reserve Management Teams I,II and
III previously reporting to the Reserve
Management Department were integrated
into its Portfolio Management Teams I,II,
and IV, respectively. Portfolio Management Team III, which is in charge of highyield bond investment business, including
MBS(mortgage backed securities), and the
Investment Strategy Team, which takes
charge of the drawing up of investment
plans and the function of investment
adjustment between individual Portfolio
Management teams, were also newly
66

established, bringing the total number of
teams under the Office to five. Reserve
Management Support Office(back office)
consists of Reserve Information System
Team, which was expanded from the previous Portfolio Management System
Section within the Risk and External
Management Office of the Reserve
Management Department, and the
Settlement Team, previously part of the
Reserve Management Department. The
Reserve Management Department (middle
office), which is in charge of establishing
guidelines for the operation of foreign currency assets and management and analysis was made up of four teams; Reserve
Management Planning Team, Risk
Management Team which was formerly
within Risk and External Management
office, the Performance Analysis Team,
and External Management Team.
Meanwhile, the Bank of Korea changed
the name of Banking Institutions Department to Financial System Stability Department, reflecting its role of analysis of
management status and research and
study embracing the entire financial field,
including banks and secondary financial
institutions, with a view to the stability of
the financial system. To enhance the efficiency of information technology operations, Information Technology Department was also partially realigned in its
organizational form from a operation-ori-

V. Financial Status and Organizational Changes

ented scheme to a function-centered one.
Accordingly, the Bank dissolved BOKWire Systems Team and Foreign Exchange
Information Systems Team, while reassigning the business of BOK-Wire Systems
Team to Server, PC & Network Management Team and Settlement Systems Team
and the business of Foreign Exchange
Information Systems Team to Information
Systems Team and to Foreign Exchange
Information Systems Team of International Department.
As for the organization of its regional
branch offices, it abolished three custodian offices, which had been previously
maintained to ease difficulties in the
demand and supply of currency in regions
with poor transportation conditions,
namely, in Andong, Hoengseong and
Uijeongbu, where the interplay of currency demand and supply had improved significantly.
Besides this, the Bank of Korea regularly
sought to grasp the problems of organiza-

tional operations in line with the rapidly
shifting environment at home and abroad
and checked organizational improvement
options for the improvement of its organization on an ongoing and routine basis.
In consequence, Legal Planning Section
and Legal Application Section of Legal
Office, and Foreign Exchange Information
Section of International Department were
all upgraded to teams.
As of the end of December 2005, the
Bank of Korea had a total of 16 departmental divisions - specifically 12 departments, two offices, one institute and one
center - and 12 offices attached to departments (11 offices, one institute). It also
had 16 regional branch offices (five
offices, 55 teams and three branches),
along with the six overseas representative
offices. The total number of the Bank of
Korea’s staff came to 2,204 persons, an
increase of 27 from a year earlier.
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Members of the Monetary Policy Committee
(As of 31 December 2005)

Seung Park
Tae-Dong Kim

(Governor of the Bank of Korea)
(Recommended by the President of the Korea Chamber of
Commerce and Industry)
(Deputy Governor of the Bank of Korea)
(Recommended by the Chairman of Korea Federation of
Banks)
(Recommended by the Minister of Finance and Economy)
(Recommended by the Governor of the Bank of Korea)
(Recommended by the Chairman of the Financial Supervisory
Commission)

Seongtae Lee
Jong-Chang Kim
Moon-Soo Kang
Duk-Hoon Lee
Sung-Nam Lee

Executives of the Bank of Korea
(As of 31 December 2005)

Title

Name

Governor
Deputy Governor
Assistant Governor
Assistant Governor
Assistant Governor
Assistant Governor
Assistant Governor

Seung Park
Seongtae Lee
Kyu-yung Chung
Bang-Woo Jung
Jae-Hwan Park
Soo-Myung Kim
Yeung-Kyun Rhee
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Assistant
Governor

Budget & Management Department
Legal Office
Monetary Policy Committee Office
Secretariat
Press Office

Planning & Coordination Team, Planning & Budget Team, Organization Development Team, Expense Accounting Team
Legal Planning Team, Legal Application Team
Committee Administration Team, Committee Member Assistance Team

Information Technology Department

Information Technology Planning & Coordination Team, Systems Management Team, Server, PC & Network Management Team,
Accounting Systems Team, Settlement Systems Team, Information Systems Team
Personnel Management Team, Payroll & Welfare Team, Staff Relations Team

General Affairs Department
Human Resources Development
Institute
Properties Management Office
Security Department
Economic Education Center
Research Department

Monetary Policy
Committee

Governor

Deputy
Governor

Assistant
Governor

Overseas Economic Information
Office
Library

Training Administration Team, Training Planning Team, Training Management Team, Instruction & Research Team
Properties Administration Team, Facilities Administration Team, Procurement Service Team
Security & Emergency Planning Team, Guard Team
Economic Information Team, Public Relations Team, Economic Education Development Team, Economic Education Management Team
Overall Research & Forecasting Team, Monetary & Fiscal Research Team, Financial Industry Team, Economic Activities Analysis Team,
Inflation Research Team, Industry Analysis & Regional Economies Team, International Trade Team
Overseas Economic Analysis Team, Europe & the Americas Team, Asia Team

Monetary & Financial Statistics Team, Balance of Payments Statistics Team, Corporate Statistics Team, Price Statistics Team,
National Income Statistics Team, Input-Output Statistics Team, Statistics Development Team, Statistics Information Team, Economic Survey Team
Institute for Monetary & Economic
Research Planning & Coordination Team, Monetary Studies Team, Finance Studies Team, International Economics Team,
Research
Macroeconomics Studies Team, Northeast Asian Economic Studies Team, Socioeconomics Studies Team, Economic Institutional Studies Team
Monetary Policy Planning & Coordination Team, Credit & Reserves Policy Team, Monetary Policy Analysis Team,
Monetary Policy Department
Monetary Policy Cooperation Team, Monetary Policy Research Team
Financial Markets Department
Monetary Affairs Team, Market Operations Team, Money Market Team, Fixed Income Market Team, Equity Market & Corporate Finance Team
Banking Analysis & Coordination Team, External Affairs Team, Banking Research Team, Financial Stability Analysis Team,
Financial System Stability Department
Bank Analysis Team Ⅰ.Ⅱ.Ⅲ.Ⅳ
Payment Systems & Treasury Service
Payment Systems Policy Team, Payment Systems Stability Team, Payment Systems Management Team,
Department
Electronic Banking Team, Loans & Settlement Team
Treasury & Debt Securities Office
Treasury Team, Debt Securities Team
Currency Issue Department
Issue Policy Team, Planning Team, Issue Team, Verification & Counting Team
International Planning Team, International Finance Research Team, Foreign Exchange Business Team, Foreign Exchange Review Team,
International Department
Foreign Exchange Market Team, International Finance Monitoring Team, Foreign Exchange Analysis Team, Foreign Exchange Information Systems Team
International Relations Office
International Cooperation Team, Central Bank Cooperation Team, International Organizations Team
Representative Offices : New York, Frankfurt, Tokyo, London, Hong Kong, Beijing
Reserve Management Department
Reserve Management Planning Team, Risk Management Team, Performance Analysis Team, External Management Team
Reserve Investment Office
Investment Strategy Team, Portfolio Management Team Ⅰ.Ⅱ.Ⅲ. Ⅳ
Economic Statistics Department

Assistant
Governor

Assistant
Governor

Assistant
Governor

Reserve Management Support Office

Settlement Team, Reserve Information System Team

Daegu & Gyeongbuk, Mokpo, Gwangju & Jeonnam, Jeonbuk, Daejeon & Chungnam,
Branch : Busan,
Chungbuk, Gangwon, Incheon, Jeju, Gyeonggi, Gyeongnam, Gangneung, Ulsan, Pohang, Gangnam
Auditor

Audit Department

Audit Planning Team, Audit TeamⅠ.Ⅱ. Ⅲ . Ⅳ .Ⅴ. Ⅵ

General Affairs Team, Planning & Research Office( Planning & Financial Research
Team, Economic Research Team), Planning & Research Team, Credit & Reserves
Team, Issue Team, Verification & Counting Team, Representative Office
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Main Economic Indicators
Unit
Money1)
Reserve money
<Period-averages>
<End of period>

M1
<Period-averages>
<End of period>

M2
<Period-averages>
<End of period>

M3
<Period-averages>
<End of period>

Interest rates
Call market rate(overnight)2)
Yields on corporate bonds3)
General loans4)

2002

2003

2004

2005

billion won
%
billion won
%

33,579.3
(14.3)
37,987.4
(15.7)

35,754.7
(6.5)
40,749.0
(7.3)

37,272.4
(4.2)
38,791.8
(-4.8)

38,785.2
(4.1)
43,249.0
(11.5)

37,910.0
(-2.5)
39,899.6
(1.1)

39,675.3
(5.3)
39,278.9
(5.6)

billion won
%
billion won
%

265,042.4
(22.5)
283,580.8
(14.9)

283,397.4
(6.9)
298,952.9
(5.4)

306,423.5
(8.1)
320,399.5
(7.2)

335,883.4
(9.6)
359,116.5
(12.1)

319,641.8
(5.6)
316,036.0
(5.9)

326,808.0
(7.7)
329,305.3
(7.3)

billion won
%
billion won
%

824,227.8
(11.5)
872,075.6
(14.0)

888,988.6
(7.9)
898,069.4
(3.0)

925,904.0 981,609.3
(4.2)
(6.0)
945,109.0 1,007,268.4
(5.2)
(6.6)

948,511.9
(5.3)
940,661.6
(5.0)

955,165.0
(5.3)
959,636.2
(5.1)

billion won
%
billion won
%

2005.1

2

1,092,168.8 1,187,839.8 1,257,150.1 1,332,944.5 1,293,677.9 1,299,294.0
(12.9)
(8.8)
(5.8)
(6.0)
(6.1)
(5.8)
1,155,739.8 1,209,750.8 1,286,162.8 1,369,910.3 1,287,076.8 1,301,900.0
(13.6)
(4.7)
(6.3)
(6.5)
(5.9)
(5.5)

percent per annum

4.18
6.56
6.70

3.97
5.43
6.24

3.63
4.73
5.90

3.33
4.68
5.59

3.26
4.11
5.58

3.26
4.63
5.53

Ratio of dishonored bills5)

%

0.06

0.08

0.06

0.04

0.04

0.06

G

%

7.0
7.9
5.3
7.5
13.3
15.2
-3.5
7.6
7.7
2.8
7.8

3.1
-1.2
7.9
-1.2
15.6
10.1
-5.3
5.5
4.7
8.6
1.6

4.7
-0.3
1.1
3.8
19.6
13.9
9.2
11.1
6.6
1.8
1.9

4.0
3.2
0.4
5.1
8.5
6.9
-0.1
7.0
8.0
0.1
3.0

–
–
–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–
–
–

D
P6)
Private consumption
Construction investment
Facilities investment
Exports of goods and services
Imports of goods and services
Agriculture, Forestry & Fishing
Manufacturing
Electricity, Gas & Water
Construction
Services

Notes : 1) Figures in parenthesis are rates of increase compared with the same period of the previous year.
2) Period-average, based on uncollateralized intermediated transactions.(Bridge-call transactions between investment trust
management & securities companies and investment trust management companies are excluded until 2004)
3) Non-guaranteed bonds(AA-) with three-year maturity, period-average.
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3

4

5

6

7

8

9

10

11

12

38,039.2
(1.8)
42,363.5
(9.1)

37,932.3
(2.5)
37,436.2
(-1.3)

37,911.3
(2.5)
40,559.8
(8.9)

37,842.3
(2.5)
40,707.6
(-3.8)

38,103.3
(5.6)
38,897.4
(2.1)

38,630.0
(5.8)
41,111.2
(6.1)

39,864.5
(6.9)
39,302.0
(-6.0)

39,732.8
(5.2)
39,352.4
(2.0)

39,461.4
(5.7)
40,783.7
(-0.9)

40,319.5
(7.7)
43,249.0
(11.5)

332,776.6
(8.7)
325,611.8
(6.5)

331,756.2
(8.6)
331,534.5
(10.1)

328,875.1
(8.8)
327,887.4
(9.3)

334,444.0
(9.9)
338,166.3
(10.8)

345,017.5
(12.8)
346,426.1
(14.1)

345,405.6
(13.9)
339,646.6
(13.9)

344,141.4
(12.0)
341,360.5
(9.3)

339,261.0
(9.8)
332,410.2
(8.2)

335,931.4
(8.7)
336,961.4
(8.1)

346,541.8
(8.8)
359,116.5
(12.1)

965,699.6
(5.3)
956,588.3
(4.7)

968,730.0
(5.5)
972,782.8
(5.7)

971,942.6
(5.5)
972,601.3
(5.7)

981,382.2
(6.0)
983,893.0
(6.0)

991,985.6
(7.0)
993,003.2
(7.0)

996,066.5
(7.1)
990,397.0
(6.6)

994,137.0
(5.9)
990,105.1
(5.3)

996,394.6
999,737.4 1,009,559.4
(6.3)
(6.3)
(6.7)
990,007.7 1,001,965.6 1,007,268.4
(5.5)
(6.4)
(6.6)

1,306,902.0
(5.3)
1,294,716.0
(4.9)

1,308,378.1 1,316,437.6 1,330,813.8 1,343,659.2 1,348,138.3 1,357,047.0 1,357,005.9 1,362,296.6 1,371,683.2
(5.4)
(5.6)
(6.0)
(6.5)
(6.5)
(6.2)
(6.2)
(6.3)
(6.3)
1,315,672.9 1,319,670.3 1,332,779.7 1,345,649.4 1,344,305.2 1,352,435.0 1,351,934.7 1,363,707.8 1,369,910.3
(6.1)
(5.7)
(6.1)
(6.6)
(6.3)
(5.7)
(5.7)
(6.3)
(6.5)

3.24
4.48
5.63

3.25
4.28
5.59

3.29
4.12
5.50

3.27
4.18
5.50

3.24
4.52
5.51

3.24
4.75
5.49

3.24
4.92
5.61

3.45
5.20
5.73

3.49
5.50
5.71

3.70
5.49
5.74

0.04

0.05

0.05

0.04

0.02

0.03

0.03

0.06

0.03

0.02

2.7
1.6
-2.2
2.9
7.1
5.4
-2.1
5.1
8.8
-2.6
2.2

–
–
–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–
–
–

3.2
3.0
1.6
2.7
5.3
6.0
2.6
5.0
7.3
1.0
2.5

–
–
–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–
–
–

4.5
4.0
0.3
4.3
11.2
11.0
-0.2
7.4
5.7
0.7
3.4

–
–
–
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–
–
–

5.3
4.2
0.9
10.2
10.4
5.3
-0.9
10.2
9.9
0.4
3.9

4) Average lending rate on new lending of deposit money banks, excluding overdrafts.(Other revolving loans, i.e. minus loans, are
excluded from Sep. 2001.)
5) Nationwide dishonored value basis, adjusted to reflect electronic settlement.
6) Compared with the same period of the previous year, figures for the 3rd, 6th, 9th & 12th months are rates of increase on a quarterly basis.
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Unit
Price Indexes7)
Consumer prices

%

Wages8)
All industry
Manufacturing

Industrial activities indexes
(Manufacturing)
Production9)
Shipments9)
Inventories9)
Average capacity utilization ratio
Balance of payment
Current account
(Goods)
(Services)
Capital account
Foreign trade10)
Exports
Imports

Foreign exchange holdings11)
Exchange rate of won12)
against U. S. dollar

2003

2004

2005

2005.1

2

2.7
(3.7)
-0.3
(2.3)

3.6
(3.4)
2.2
(3.1)

3.6
(3.0)
6.1
(5.3)

2.7
(2.6)
2.1
(1.7)

3.1
(0.7)
4.1
(0.2)

3.3
(0.6)
3.2
(0.4)

22,169
752
3.3

22,139
818
3.6

22,557
860
3.7

22,856
887
3.7

22,078
980
4.2

22,086
989
4.3

1,947,774
(11.2)
1,857,171
(11.9)

2,127,401
(9.2)
2,017,864
(8.7)

2,254,889
(6.0)
2,209,335
(9.5)

2,404,385
(6.6)
2,387,579
(8.1)

2,272,819
(-4.8)
2,199,961
(-4.7)

2,523,515
(20.9)
2,606,590
(27.7)

%

8.2
7.8
-0.7
78.4

5.4
4.7
6.3
78.3

10.5
9.3
9.6
80.4

6.2
5.5
2.4
79.8

14.4
12.8
12.8
81.2

-8.3
-6.4
9.2
77.2

hundred million U.S. $

53.9
147.8
-82.0
62.5

119.5
219.5
-74.2
139.1

281.7
375.7
-80.5
76.0

165.6
334.7
-130.9
4.9

38.8
44.9
-8.6
-8.2

9.5
15.9
-9.7
4.9

hundred million U.S. $
%
hundred million U.S. $
%

1,624.7
(8.0)
1,521.3
(7.8)

1,938.2
(19.3)
1,788.3
(17.6)

2,538.4
(31.0)
2,244.6
(25.5)

2,844.2
(12.0)
2,612.4
(16.4)

224.5
(18.3)
194.5
(20.0)

204.0
(6.6)
184.0
(5.3)

hundred million U.S. $

1,214.1

1,553.5

1,990.7

2,103.9

1,997.0

2,021.6

won
%

1,186.2
(10.7)

1,192.6
(-0.5)

1,035.1
(15.2)

1,011.6
(2.3)

1025.6
(0.9)

1006.0
(2.9)

Producer prices

Employment
Number of persons employed
Number of persons unemployed
Unemployment rate

2002

thousand persons
%

won
%
won
%

Notes : 7) Compared with the same period of the previous year, figures in parenthesis are rates of increase compared with the previous month, figures in yearly data indicate rates of increase compared with the last month of the previous year.
8) Monthly earnings. Figures in parenthesis are rates of increase compared with the same period of the previous year. Covers
establishments with five or more regular employees.
9) Compared with the same period of the previous year.
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3

4

5

6

7

8

9

10

11

12

3.1
(0.8)
2.7
(0.5)

3.1
(0.1)
2.9
(0.6)

3.1
(-0.2)
2.0
(-0.5)

2.7
(-0.3)
1.6
(-0.5)

2.5
(0.4)
2.0
(0.8)

2.0
(0.3)
1.4
(0.3)

2.7
(0.7)
1.6
(0.5)

2.5
(-0.2)
1.6
(0.2)

2.4
(-0.7)
1.1
(-0.5)

2.6
(0.3)
1.7
(-0.2)

22,576
956
4.1

22,934
904
3.8

23,199
852
3.5

23,246
878
3.6

23,184
888
3.7

22,847
843
3.6

23,048
870
3.6

23,186
870
3.6

23,191
785
3.3

22,699
827
3.5

2,247,518
(8.2)
2,143,019
(8.5)

2,268,493
(7.5)
2,272,934
(11.7)

2,100,619
(5.6)
2,001,183
(7.4)

2,445,645
(8.9)
2,415,184
(11.0)

2,387,041
(5.8)
2,387,514
(6.6)

2,344,935
(5.6)
2,336,389
(9.7)

2,630,680
(5.4)
2,583,780
(5.8)

2,298,324
(7.1)
2,303,103
(10.3)

2,190,314
(7.1)
2,061,584
(7.6)

3,142,810
(4.5)
3,340,683
(0.9)

4.2
4.3
9.1
80.5

3.1
2.5
11.4
79.1

3.4
3.3
9.4
79.0

3.7
4.4
7.6
80.0

7.3
6.6
8.1
80.9

7.0
6.8
4.7
79.4

7.8
5.9
5.9
79.3

8.2
6.3
5.6
79.0

12.0
9.9
3.1
82.1

11.0
9.3
2.4
79.4

10.5
30.7
-11.7
35.4

-9.9
23.3
-9.5
19.6

13.6
26.1
-11.7
8.0

22.4
37.0
-11.2
-12.8

14.5
31.7
-14.7
-7.7

-4.9
15.9
-18.2
5.1

16.9
28.3
-10.7
-6.4

26.9
31.1
-5.9
-22.8

22.0
31.8
-7.7
-2.6

5.4
18.1
-11.3
-7.5

239.5
(13.1)
227.8
(19.1)

228.7
(6.5)
212.4
(12.8)

231.2
(11.0)
211.6
(18.3)

237.1
(9.5)
212.9
(14.8)

232.4
(10.6)
215.1
(17.0)

233.4
(17.9)
220.0
(21.4)

245.2
(17.7)
227.2
(24.9)

253.5
(11.9)
226.5
(11.0)

258.3
(11.9)
238.5
(17.4)

256.3
(10.5)
241.9
(15.3)

2,054.5

2,063.8

2,061.0

2,049.9

2,056.9

2,067.1

2,067.3

2,073.1

2,082.3

2,103.9

1015.5
(1.9)

997.1
(3.8)

1007.7
(2.7)

1025.4
(0.9)

1026.8
(0.8)

1038.5
(-0.3)

1041.1
(-0.6)

1040.2
(-0.5)

1033.5
(0.2)

1011.6
(2.3)

10) On a custom-clearance basis. Figures in parenthesis are rates of increase compared with the same period of the previous year.
11) End of period.
12) Closing rate of the end of the period. Figures in parenthesis indicate appreciation(+) or depreciation(-) rates of the won compared with the end of the previous year.
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