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Preface

This year marks the 70th anniversary of the Bank of Korea as Korea’s central bank. Over the
past 70 years, the Bank of Korea has done its utmost to contribute to the quantitative growth and
qualitative development of the Korean economy, all the way from escaping the shackles of impoverishment to achieving remarkable economic growth, with Korea’s per capita gross national
income now surpassing 30,000 U.S. dollars per year. The Bank of Korea has faithfully performed
the functions and roles required of it as a central bank throughout the times: the postwar recovery
and reorganization of the financial system in the 1950s; the progress of industrialization and the
provision of a growth-oriented monetary supply in the 1960s and 1970s; establishing the groundwork for price stability and financial liberalization in the 1980s and 1990s; and, pursuing financial
stability and fostering economic vitality since the 2000s.
Even at this moment, circumstances surrounding the central bank are rapidly changing in a
complex manner. The economic paradigm is changing dramatically due to various factors, such as
a global trend of weak growth and low prices, globalization in retreat, and digital innovation represented by artificial intelligence and blockchain. In particular, the COVID-19 pandemic is accelerating such changes, which require the central bank to make more creative and proactive policy
responses than ever before. This is expected to bring about significant changes in the functions and
roles of the central bank in the future.
At this critical juncture, it is very meaningful to look back over the path of development of
the Korean economy and the roles played by the Bank of Korea over the past 70 years, and to brace
ourselves for whatever challenges the future holds.
It is hoped that this publication, Bank of Korea: A Seventy-Year History, will be of significant
help in broadening the understanding of the history of the central banking system, as well as the
monetary and credit policies that were implemented during the development of the Korean economy and its finance. Finally, I would like to sincerely thank all those involved with this publication.

Seoul, December 2020

Juyeol Lee

Governor, Bank of Korea
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The Bank of Korea’s 70-year
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The Bank of Korea’s 70-year History in Pictures

The Bank of Korea’s proposal to the government to join
the IMF and the IBRD (Oct. 1953)

The main building of the Bank of Korea suffered severe damage during
the Korean War

Approval for the establishment of Seoul Bank
(Sep. 1959)

First banknotes issued by the Bank of
Korea (1,000-won banknotes)

The Bank of Korea
1950 Jun Foundation and relocation of
Head Office
Jul First Bank of Korea notes issued
Sep Currency exchange measures
(Sep. 1950 - Jan. 1953)

Queues to convert money during the emergency
monetary measures of 1953 (Feb. 1953)

1953 Feb Emergency monetary measures
(100 won → 1 hwan)
Oct Loan priority system introduced
1954 Aug Enforcement of the Banking Act
enacted

1958 Dec Regulations on Fund Management
of Financial Institutions enacted,
enforced in Jan. 1959

1951 Jan Credit ceilings implemented on
financial institutions

1954-1955 Industrial Rehabilitation Bonds
underwritten

1959 Oct First coins issued
Nov Establishment of Seoul Bank
approved, founded in Dec.

1950

1953

1956

1950 Jun Outbreak of Korean War
Aug Emergency currency exchange
measures, Emergency
Presidential Decree No. 10

1953 Feb Emergency monetary and
financial measures

1956 Feb Daehan Securities Exchange
founded

1954 Apr Korea Development Bank
established
Aug Banking Act enforced

1957 Apr Fiscal and Monetary Stabilization
Plan formulated

General economic affairs
of the Republic of Korea
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1955 Aug Accession to IMF, IBRD

1960

1958 Mar Foreign Capital Management Act
enacted

First revision of the Bank of Korea Act (May 1962)

Bank of Korea notes issued during the emergency monetary
measures of 1962

Governor Seryun Kim attends IMF/IBRD Annual General Meeting
(Sep. 1966)

People exchange currency after implementing the emergency
monetary measures of 1962 (Jun. 1962)

1961 Feb Regulations on Export Financing
enacted
Nov Bank of Korea Monetary
Stabilization Bonds Act enacted

Signing ceremony to establish Korea Exchange
Bank (Jan. 1967)

1966 Jan Regulations on External Payment
Guarantee enacted
1964 Jul Guidelines formulated for loan
extensions to promote export
industries

1967 Jan Korea Foreign Bank separated,
related businesses and workforce
transferred
Mar Monetary Stabilization Account
established

1962 May 1st revision to Bank of Korea Act
enforced
Jun Emergency monetary measures,
10 hwan → 1 won
Apr-Jun Stock market crisis resolved

1965 Apr Mandatory ratio of loans to
SMEs introduced
Sep Rationalization of interest rates
promoted

1960

1963

1966

1961 May May 16 Military Coup
Jun Commercial bank shares under
illegal ownership returned to
government

1964 May Rationalization of exchange
rates, 130 won per dollar →
255 won per dollar

1966 Aug Accession to Asia Development Bank
(ADB)

1962 Jan 1st Five-Year Economic
Development Plan announced
Jun Emergency monetary measures
and follow up measures

1965 Mar Single Floating Exchange Rate
System implemented
Mar Stand-by Credit Arrangement
signed with IMF

1969 Nov Direct regulation of domestic credit
adopted, implemented Jan. 1970

1970

1967 Jan Korea Exchange Bank founded
Apr Accession to GATT (GATT Article
XVIII)
Late 1969 - early 1971
Comprehensive Stabilization
Measures implemented
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Minister of the Economic Planning Board Wanson Tae holds a press conference
to explain the August 3 Emergency Economic Measures (Aug. 1972)

Comprehensive Report on the
August 3 Emergency Economic
Measures

First issue of 10,000-, 5,000- and
1,000-won banknotes

Queues to purchase fuel during the first oil crisis (Oct. 1973)

A sign celebrating annual exports of more than 10
billion dollars (Dec. 1977)

1970 Feb Eight principles for financial
sector innovation established,
implemented in Mar.

1976 Mar Recommendation of “mandatory”
ratio of loans to SMEs changed to
“obligation”
1973 Jun 10,000-won banknotes issued

1971 Sep Rediscount system for
companies eligible for
preferential treatment
introduced
1972 Jul 5,000-won banknotes issued

1975 Feb 200 million-dollar bank loan
concluded

1978 Jan 4th revision to the Bank of Korea
Act enforced
Aug Ceilings on Banking Credit to the
Private Sector institutionalized,
control was implemented through
window guidance in 1988

1970

1973

1976

1971 Feb 3rd Five-Year Economic
Development Plan announced

1973 Jan Policy announced to support the
development of the heavy and
chemical industries
Oct Outbreak of the Arab-Israeli
War, first oil crisis
Dec National Investment Fund Act
enacted, enforced Jan. 1974

1976 Jul Export-Import Bank of Korea
established
Dec Value-Added Tax Act enacted,
enforced Jul. 1977

1972 Aug August 3 Emergency Economic
Measures
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1974 Jan Sector-based Lending
Prohibition System introduced

1974 Dec December 7 Special Economic
Measures for improvement of
the balance of payments and
economic recovery

1980

1978 Aug Comprehensive plan established to
restrain real estate speculation
Dec Iran’s suspension of crude oil
exports, second oil crisis

Governor Kun Kim holds a press conference on the
direction of the revision of the Bank of Korea Act (Nov. 1988)

Monetary Policy Steering Committee (Dec. 1981)

Governor Changnak Choi and Fed Chair Paul Volcker at the
40th IMF/IBRD Annual General Meeting in Seoul (Oct. 1985)

Banking Federation’s Preparation Committee for Real-Name Financial
Transaction System launched (Apr. 1989)

1984 May Negotiable certificates of
deposit (CDs) introduced,
implemented in Jun.
1981 Jan Extensive reordering of
documents related to banking
supervision
1982 Jan Approval of credit card business
granted to five nationwide
banks, related business
operations commenced in Jun.

1985 Jun Bank of Korea introduces
lending system to support
industrial restructuring,
implemented in Jul.

1986 Sep Regulations enacted on loans to
export industries and on the importsubstitution of materials/parts for
manufacturing
1987 Apr Standards determined for Bank of
Korea financing to alleviate debt
burden of farmers and fishermen

1983-1985 Sharp reduction of money
supply growth rate target

1989 Apr Banking Federation’s Preparation
Committee for Real-Name Financial
Transaction System launched

1980

1983

1986

1980 Jan Economic stimulus packages
announced
Dec Monopoly Regulation and Fair
Trade Act enacted, enforced in
Apr. 1981

1983

1980-1981 Investment adjustments in the
heavy and chemical industries
propelled

Privatization of five commercial
banks completed

1985 Sep Agreement on depreciation of
the dollar at the G5 meeting,
Plaza Accord
Oct IMF/IBRD Annual General
Meetings held in Seoul

1990

1986 Mar Comprehensive plans announced for
the development of the agricultural
and fishery sector
1988 Nov IMF Article VIII implemented
1989 Sep Client foreign exchange rates at
commercial banks fully liberated
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Window is opened to address financial difficulties faced by
SMEs, right after implementation of the Real-Name Financial
Transaction System (Aug. 1993)

Signing a declaration of intent for IMF Emergency
Financial Assistance (Dec. 1997)

Signing of Korea’s OECD Accession Agreement
(Oct. 1996) (Source: OECD)

Exchange rate weakened to over
2,000 won per U.S. dollar (Dec. 1997)
Launch ceremony of BOK-Wire (Dec. 1994)

1997 Jan Accession to the BIS

1990 Jan Accession to the SEACEN
1991 Feb Accession to the EMEAP
Aug Interest Rate Liberalization Plan
announced

1993 Mar Competitive bidding system
introduced for RP transactions

1998 Apr 6th revision to the Bank of Korea Act
Apr Office of Bank Supervision
separated
Sep Inflation target rate set, interest
rates for open market operations
lowered

1992 May Plan announced for investment
trust companies

1994 Mar Aggregate Credit Ceiling Loans
introduced
Dec Bank of Korea Financial Wire
Network (BOK-Wire) launched

1990

1993

1996

1990 Mar Market Average Exchange Rate
System introduced
Apr Economic stimulus packages
announced

1993 Jul New Five-Year Economic
Development Plan announced
Aug Real-Name Financial
Transaction System
implemented

1996 Dec Accession to OECD

1992 Jan Stock market opened, allows
direct investment in listed stocks
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1995 Jan Launch of WTO, Korea’s
accession to WTO

1997-1999 Liquidity support for restructuring
financial institutions

2000

1997 Jul Bankruptcy of Kia Group
Dec Signing of declaration of intent
for IMF Emergency Financial
Assistance
1998 Apr Financial Supervisory Commission
established

Signing off on repayment in full of IMF credits (Aug. 2001)
Joint declaration of Currency Swap Agreement under the CMI
by central bank governors of Japan, Korea, China (May 2005)

Bank of Korea pledges “new start” with the enforcement of the 7th
amendment to the Bank of Korea Act (Jan. 2004)

2000 Mar First joint examination
conducted under the 6th
revision of Bank of Korea Act
2000

Cases of policy rate fraud occur
twice

Announcing Korea-U.S. Currency Swap
Agreement (Oct. 2008)

2005-2008 Policy rate increased eight times

2003 Mar Support of short-term liquidity
(2 trillion won) regarding the SK
Global accounting fraud

2008 Oct Korea-U.S. Currency Swap
Agreement concluded
2008-2009 Policy rate (Base Rate) lowered six
times

2001 Aug Repayment of IMF credits
completed

2004 Jan 7th revision of Bank of Korea Act
enacted

2001

2003-2004 Policy rate lowered four times

2009 Mar Accession to the FSF, reorganized
into the FSB in Apr.
Jun 50,000-won banknotes issued

2000

2003

2006

2001 Sep September 11th attacks in U.S.

2003 Mar SK Global accounting fraud
occurred

2006 Mar March 30 Comprehensive Property
Policy announced

2004 Mar Korea Housing Finance
Corporation founded

2008 Sep Lehman Brothers filed for bankruptcy
protection
Oct Financial Market Stabilization Plan
announced

Policy rate lowered four times

2002 May Comprehensive Plans for Credit
Card Companies and Financial
Market Stabilization announced
Jul Plan to improve the secondary
market for government bonds

2005 Jul Korea Investment Corporation
founded

2010

2009 Feb Plan announced to establish and operate
Bank Recapitalization Fund
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Korea-Australia Currency Swap Agreement concluded
(Feb. 2014)
Governor Choongsoo Kim addresses G20 Finance
Ministers and Central Bank Governors Meeting (Apr.
2010)

First confirmation hearing for new governor of Bank
of Korea (Mar. 2014)

International Conference to commemorate 62nd anniversary of Bank
of Korea (Jun. 2012)
Won-yuan direct trading market opens
(Dec. 2014)

2012 Apr 9th revision to Bank of Korea Act
enacted

2011 Aug Macroprudential Stability Levy
implemented
Dec 8th revision to Bank of Korea Act
enacted

2013 Oct Korea-UAE Currency Swap
Agreement concluded
Dec Reorganization of Aggregate
Credit Ceiling Loans, Aggregate
Credit Ceiling Loans → Bank
Intermediated Lending Support
Facility

2014 Feb Korea-Australia Currency Swap
Agreement concluded
Dec Won-yuan direct trading market
opened

2010-2011 Base Rate increased five times

2012-2013 Base Rate lowered three times

2014-2015 Base Rate lowered four times

2010

2012

2014

2010 Apr Sovereign credit rating
upgraded, A2 → A1 (Moody’s)
Nov 5th G20 Summit

2012 Aug Sovereign credit rating
upgraded, A1 → Aa3 (Moody’s)

2014 Feb Three-year Plan for Economic
Innovation announced

2013 Jul Measures announced to
normalize corporate bond
market
Nov Measures established to
strengthen regulations on
domestic bank capital under
Basel III

2015 Dec Sovereign credit rating upgraded,
Aa3 → Aa2 (Moody’s)
Dec Basic plan announced to
restructure five industries sensitive
to business cycle

2010 Mar CMI multilateralization entered
into effect

2011 Jun Comprehensive measures
established to help with soft
landing for household debt
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2015 Mar Macro-financial stability conditions
review meetings held

Briefing held concerning recent case of inflation targeting (Jul. 2016)

Governor Juyeol Lee and members of BIS Board of
Directors (May 2019) (Source: BIS)

Korea-Canada Currency Swap Agreement concluded (Nov.
2017)

Monetary Policy Board meeting with members wearing masks to
prevent the spread of COVID-19 (Feb. 2020)

2016 Jun Base Rate lowered, 1.25%
Jul Plan established to raise
recapitalization funds for
government-run banks
2017 Nov Korea-Canada Currency Swap
Agreement concluded
Nov Base Rate raised

2018 Feb Korea-Switzerland Currency
Swap Agreement concluded
Mar 11th revision to Bank of Korea
Act enacted
Nov Governor Juyeol Lee elected to
BIS Board of Directors
Nov Base Rate raised
2019

Base Rate lowered twice

2020 Mar Base Rate lowered by 50 basis
points, 0.75%
Mar Korea-U.S. Currency Swap
Agreement concluded
Mar RP purchase facility introduced
to supply unlimited amount of
liquidity, implemented in Apr.
Apr Corporate Bond-Backed Lending
Facility launched, implemented in
May

2016

2018

2020

2016 Aug Hanjin Shipping files for
corporate rehabilitation
procedures

2018 Dec Measures prepared to help with
soft landing of minimum wage
hikes

2017 Jul New government’s economic
policy plan announced
Oct Comprehensive measures for
household debt management

2019 Aug Measures prepared to enhance
competitiveness of materials,
parts and equipment industries
Dec Housing market stabilization
plan announced

2020 Feb 32-trillion-won support package for
livelihood and economy announced,
in response to COVID-19 outbreak
Mar WHO declares COVID-19 pandemic
Mar Over 100-trillion-won financial
support package announced
Apr Emergency disaster relief funds
propelled
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Chapter 1.
Foundation of the
Bank of Korea

1.1 The Central Bank Before the
Foundation of the Bank of Korea
1.2 Foundation of the Bank of Korea
1.3 Legislative Philosophy Underlying
the Bank of Korea Act
1.4 Functions of the Bank of Korea at Its
Inception

There were many inflection points before the Bank of Korea took its first step as the central bank of the
Republic of Korea. It was at the end of the Chosun Dynasty, also known as the Daehan Jeguk or Great Korean Empire era, when the initial movement to establish a central bank occurred. With Japan expanding its
political and economic clout in Korea, the Great Korean Empire attempted to establish a central bank called
the Daehan Central Bank in 1903 as a way to secure its monetary sovereignty, which ended in vain due to
Japanese interference. Then, the Bank of Korea (hereafter “the former Bank of Korea”) was established in
November 1909 when Japan decided to set up a colonial central bank ahead of the impending annexation of
Chosun. It was later renamed as the Bank of Chosun in August 1911, though it essentially remained organizationally identical to the former Bank of Korea.
The Bank of Chosun engaged in selected central bank functions, including issuance of banknotes and
management of the National Treasury, in parallel with commercial banking affairs, such as receiving deposits
and disbursing loans. Through such functions, it served as a war chest for Japan to procure funds for its
colonial rule over the Korean Peninsula and invasion of the Asian continent. Immediately after independence,
the Bank heedlessly issued banknotes to compensate for the fiscal shortage created by the withdrawal of
the Japanese government and citizens from Korea, which caused serious economic turmoil in the Korean
economy, including rapid inflation.
For years after independence, the Korean economy fell into severe disorder. The U.S. Army Military
Government in Korea (USAMGIK) and the Interim Government of Korea had no alternative but to increase the
issuance of money, since it was in practice very difficult to secure financial resources through tax collection.
Due to a lack of efficient financial systems and government organization at the time, excessive lending by
financial institutions was not effectively controlled. Although the Bank of Chosun was allowed to continue its
central bank duties in accordance with USAMGIK Ordinance No. 21, the Bank faced limitations as a policy
authority in addressing the overwhelming economic turmoil of the time.

In order to overcome such economic turmoil, the establishment of a new central bank as an empowered monetary and credit policy authority in the modern sense emerged as a pending challenge toward
building a sound and autonomous monetary and financial system.
Accordingly, lively discussions on the reorganization of the central banking system took place among
financial institutions, political parties, and social organizations. The Bank of Chosun and the Korean government each prepared a draft Central Bank Act. However, the two institutions faced a large gap, since the
Bank’s draft, compiled at the end of 1948, conceived of the introduction of a highly independent central
bank, while the government’s proposal, made in early 1949, attempted to institutionalize the subordination of
the central bank under government control.
On a visit to Korea at the Korean government’s request, U.S. financial experts Arthur I. Bloomfield and
John P. Jensen studied and analyzed Korea’s financial system and economic conditions, and exchanged
opinions with relevant officials over a period of about five months before preparing a draft Bank of Korea Act
in February 1950. The final bill, which the government compiled based on the experts’ draft, was passed in a
plenary session of the National Assembly on April 21, 1950, and was promulgated as legislation on May 5.
Finally, the Bank of Korea commenced its operations on June 12, 1950, taking its first historic step as
the central bank of the Republic of Korea.

1.1

The Central Bank Before the
Foundation of the Bank of Korea

1.

2.

3.

End of the Chosun Dynasty

Japanese Colonial Era

From Independence to the
Foundation of the Bank of
Korea

1.

End of the Chosun Dynasty

These efforts were not, however, expanded
to set up a central bank.

As Chosun opened itself to the West in

Japan wielded increasing political and

the late 19th century, an inflow and circulation of diverse foreign currencies took place,
centering around the open ports, including
Busan and Incheon. Among such currencies were Japanese silver coins and notes,
Chinese horseshoe-shaped silver ingots,
Mexican silver coins and Russian silver rubles. This resulted in throwing the nation’s
currency order into confusion. Subsequently, the Chosun Dynasty sought to initiate
currency reforms by establishing the Mint

Office, Korea’s first modern standing mint
agency, in 1883 and issuing new coins.
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Central Bank Ordinance
(Imperial Ordinance No. 8 of the Great Korean
Empire in the 7th year of Gwangmu)
(Source: Kyujanggak Institute for Korean Studies,
Seoul National University)

Chapter 1
Foundation of the Bank of Korea

economic clout in Korea after the Sino-Jap-

al Treasury, duties previously performed by

anese War (1894-1895) and began to issue

the Korean branch of Dai-Ichi Bank.

banknotes in Korea in 1902 through the
Korean branch of Dai-Ichi Bank, a private

2.

Japanese Colonial Era

Japanese commercial bank. Subsequently,
the Great Korean Empire promulgated its

The former Bank of Korea was re-

Central Bank Ordinance and Convertible

named as the Bank of Chosun on August 15,

Bank Note Issue Ordinance in March 1903,

1911, after Japan enacted and promulgated

and promoted the establishment of a central

the Bank of Chosun Act in March 1911 fol-

bank with the intent of recovering its mon-

lowing its annexation of Korea. However,

etary sovereignty. In accordance with these

the Bank of Chosun was identical in nature

ordinances, the necessary articles of incor-

to the previous Bank of Korea, given that

poration were devised to set up a central

the Bank of Chosun retained the officers

bank in the form of a joint stock company

and employees of the former Bank of Korea,

to be called the Daehan Central Bank, with

the date of incorporation for the Bank of

Sanghun Shim and Yongik Lee appointed as

Chosun was retroactively set as that of the

its Governor and Senior Deputy Governor,

former Bank of Korea, and acts performed

respectively. However, this attempt at estab-

by the former Bank of Korea were deemed to

lishing a central bank was not realized due

be those conducted by the Bank of Chosun

to the intervention of Japan that deprived

in terms of legal aspects.

Chosun of its economic sovereignty follow-

Just like the former Bank of Korea, the

ing the Russo-Japanese War (1904-1905).

Bank of Chosun concurrently engaged in

Instead, Japan began to use the Korean

select central bank functions including the

branch of Dai-Ichi Bank as a de facto central

issuance of banknotes and management of

bank.

the National Treasury, as well as in com-

With the impending annexation of

mercial banking affairs, such as receiving

Chosun ahead, Japan changed its stance and

deposits and disbursing loans. It also acted

pushed for the establishment of a colonial

as the war chest for the Japanese imperial

central bank. Following the promulgation

government to procure funds for its colonial

of the Bank of Korea Ordinance in July 1909,

rule over the Korean Peninsula and for the

the former Bank of Korea was established in

invasion of the Asian continent. During the

November 1909 to take over the issuance of

Pacific War (1941-1945), in particular, the

banknotes and management of the Nation-

Bank overissued banknotes in the process of

Bank of Korea:
A Seventy-Year History
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Balance of Bank of Chosun Notes1) (1935-1945)
100

(100 million won)

80

60

40

20

1935

1937

1941

1939

1943

1945

Note: 1) Including the outstanding balance of banknotes circulated in Chosun and abroad
Source: Bank of Korea, The Korean Currency, 2015

underwriting Japanese government bonds
and extending loans to the Japanese muni-

3.

From Independence to the
Foundation of the Bank of Korea

tions industry. Immediately after Korea’s
liberation from Japanese colonial rule, the

For years after gaining independence

Bank overissued banknotes to compensate

from Japan, the Korean economy fell in-

for the capital demand created by the with-

to severe disorder. Japan’s defeat left key

drawal of Japanese government and citizens

industrial facilities once run by the Japa-

from Korea. This led to a dramatic increase

nese no longer in operation. Moreover, the

in the balance of Bank of Chosun notes

subsequent division of Korea caused the

from 4.8 billion won on August 14, 1945, to

complementary economic system between

8.0 billion won on August 31. Consequently,

South and North Korea to collapse, greatly

the excessive issuance of banknotes caused

reducing production. The inflow of North

significant disruptions in the Korean econ-

Korean refugees and overseas returnees and

omy, including severe inflation, after Korea

the disintegration of the Japanese wartime

gained independence from Japan.

controlled economy resulted in a sharp increase in consumption demand south of the
38th parallel.
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Commemorative photograph of Bank of Chosun managers’ meeting (Jun. 1946)

The U.S. Army Military Government

the National Treasury, and provision of

in Korea (USAMGIK) and the Interim Gov-

loans, in accordance with USAMGIK Ordi-

ernment of Korea had no alternative but to

nance No. 21 promulgated on November 2,

increase the issuance of money from the

1945. There were substantial changes, how-

Bank of Chosun, since it was in practice

ever, in terms of its organization and man-

very difficult to secure financial resources

power. On September 8, 1945, the U.S. forc-

through tax collection. Due to a lack of ef-

es stationed in Seoul dismissed the Japanese

ficient financial schemes and government

Governor of the Bank of Chosun and ap-

organization at the time, excessive lending

pointed U.S. Navy Lt. Cdr. Roland D. Smith

by financial institutions was not effectively

as a new Governor. In November of that

controlled.

same year, the U.S. military discharged all

Amid the economic mayhem following
liberation, the Bank of Chosun was allowed

Japanese executive officers from the Bank
and appointed Koreans in their place.

to retain its existing rights and duties, such

The Bank’s functions also changed in

as issuance of banknotes, management of

some respects. At the time of liberation, Jap-

Bank of Korea:
A Seventy-Year History
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anese and Taiwanese banknotes, Japanese

mous authority to carry out monetary and

military notes, and the like, circulated as

credit policies, despite it being a key func-

accepted currencies, in addition to Bank of

tion of a central bank. This was because it

Chosun banknotes. On September 7, 1945,

was mainly modeled after the Bank of Japan

military notes issued by the U.S. forces to-

and the Reichsbank of Germany, both of

gether with Bank of Chosun banknotes were

which focused on assisting their govern-

designated as legal tender, thus resulting in

ments in financing wartime expenditures to

Japanese military notes becoming invalid

achieve imperialist goals. In addition, it still

and their circulation prohibited. The circu-

engaged in commercial banking business

lation of Japanese and Taiwanese banknotes

in competition with other financial insti-

continued until February 21, 1946, followed

tutions, which imposed limitations on the

by U.S. military notes losing the status of

Bank establishing a firm position as a cen-

legal tender on July 1 of the same year. As a

tral bank compared to other banking finan-

result, the Bank of Chosun emerged as the

cial institutions.

exclusive issuer of legal tender south of the
38th parallel.

Furthermore, the nation’s finance-related legal system was extremely chaotic in

In February 1949, the President of the

the immediate aftermath of Korea’s libera-

country instructed that the Governor and

tion from Japanese rule. Financial laws en-

executive officers of the Bank of Chosun

acted during the Japanese occupation were

serve concurrently as Governor and exec-

still in effect due to the lack of alternative

utive officers of the Chosun Foreign Ex-

laws, such as the Bank of Chosun Act, the

change Bank, which the USAMGIK had set

Bank Ordinance, and the Savings Bank Or-

up in June 1947 for the purposes of promot-

dinance. Also, the USAMGIK and the new

ing foreign trade and facilitating foreign

Korean government promulgated various

exchange control. As a result, the Bank of

administrative orders and circulars, which

Chosun became in practice the only foreign

remained in effect simultaneously with little

exchange bank in the country.

coherence or consistency, leaving the coun-

Despite such changes in organization,

try’s financial legal system in disarray.

human resources and functions, the Bank

Accordingly, the establishment of a

of Chosun as a policy-making authority

new central bank with a strong authority

suffered from the limitations of having to

over monetary and credit policy above all

revive an ailing economy. First, the Bank

emerged as a priority task in order to real-

was not given independent and autono-

ize the spirit underlying the foundation of
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Special checking account at the Bank of Chosun
(Source: National Museum of Korean Contemporary
History)

the Republic of Korea, renew the existing
financial system to correspond with the realities of the Korean economy, and to build a
sound and autonomous financial system.
Moreover, there was an urgent need to
set up a modern central bank so as to ensure
the political neutrality of financial policy,
build international confidence in Korea’s
economic policies, and join the International Monetary Fund (IMF) and other international financial institutions.

Bank of Korea:
A Seventy-Year History

023

1.2

Foundation of the Bank of Korea

Against the backdrop of chaotic political and economic situations after Korea’s liberation from Japanese colonial rule,
lively discussions on reorganization of the
central banking system took place among
the Bank of Chosun, financial institutions,
political parties and social organizations.
In particular, the Bank of Chosun, which
handled matters such as banknote issuance,
rediscount operations, and lending to the
government under the U.S. military government rule after independence, actively
conducted research into ways to reform the
central banking system, taking a keen interest in its transformation into a new central
bank.
As a result, in April 1947, the Bank
unveiled its vision to establish a central

Research materials from the Bank of Chosun,
outlining its vision for a central bank
(Monthly Bulletin, Bank of Chosun, May 1947)

bank by announcing its General Principles

for the Foundation of the Central Bank. It
established an internal Special Research

countries’ central banking systems. Sub-

Committee to conduct research on other

sequently, in late 1948, it prepared a draft
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Finance to review the proposal by the Bank
of Chosun, while in 1949, it independently
formulated a government bill.
A large gap, however, remained between the Bank of Chosun and the government regarding their visions for a new central bank. The Bank of Chosun called for
the introduction of a Western-style central
banking system, in the belief that the central bank’s subordination to the government
would compromise its public credibility, because the Bank would concentrate on delivering fiscal convenience to the government.
The General Principles for the Foundation
Dr. Arthur I. Bloomfield

of the Central Bank and the draft Central
Bank Act were prepared by the Bank of
Chosun based on research materials from

Central Bank Act, which was submitted to

its Research Department. They suggested

the government and the National Assembly

a means of guaranteeing the central bank’s

of Korea, as well as to the U.S. Economic

independence under an ownership struc-

Cooperation Administration (ECA) Mis-

ture in the form of a joint stock company for

sion to Korea.

subscription by the government, financial

Upon the Bank of Chosun’s announce-

institutions, and the private sector, in addi-

ment of the General Principles for the Foun-

tion to the installation of a Monetary Coun-

dation of the Central Bank, the Interim

cil as its policymaking body.

Government of Korea set up the Financial

The government, in contrast, attempt-

Law Research Committee at the Ministry

ed to institutionalize the subordination of

of Finance in March 1948. This marked

the central bank under its control. At the

the official launch of efforts to enact the

time, the government had been considering

Central Bank Act. The government also

a government-led economic revival plan to

prepared a draft General Principles of Fi-

facilitate the reconstruction of the Korean

nancial Laws. In late 1948, it organized the

economy in the aftermath of independence.

Financial Committee under the Ministry of

To finance fiscal expenditures, however, it
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depended heavily on borrowings from the

dispatched Arthur I. Bloomfield, chief econ-

central bank rather than tax revenues, due

omist of the Balance of Payments Division,

to the sluggishness of production activities

a prominent authority on financial theory,

and weak fiscal foundation. Under these

and John P. Jensen, assistant chief of the Au-

circumstances, the government prepared

diting Division, from the Federal Reserve

its own draft Central Bank Act, modeled

Bank of New York.

on the Bank of Japan Act that the Japanese

Bloomfield and Jensen studied and

government revised in 1942 with the aim to

analyzed Korea’s financial system and eco-

maximize the utilization of the Bank of Ja-

nomic conditions for about five months, in

pan’s authority to issue banknotes as a way

cooperation with related bodies. By refer-

to fund the ongoing war. This government

ring to the draft bills prepared by the gov-

draft of the Central Bank Act included such

ernment and by the Bank of Chosun, and

details as: recognizing central bank em-

through exchanges of opinion with govern-

ployees as government officials; granting

ment officials, representatives from the fi-

the Minister of Finance the authority to ap-

nancial sector, and ECA staff, they prepared

point and dismiss central bank executives;

the Draft Act Establishing the Bank of Korea

incorporating the provision of unsecured

and Recommendations Regarding Central

loans to the government and the underwrit-

Banking Reform in Korea. They submitted

ing of government bonds within the scope

those jointly with the ECA delegation in Ko-

of its functions; and, empowering the Min-

rea to the Korean government in February

ister of Finance to determine the ceiling on

1950. The draft was later partly revised by

banknote issuance.

the Fiscal and Financial Committee in the

Against this backdrop, the Korean gov-

Ministry of Finance and passed on to the

ernment and the Bank of Chosun reached

Ministry of Government Legislation, which

the consensus that it was necessary to invite

then set up an ad hoc committee consisting

international financial experts to examine

of representatives from the Ministry of Fi-

the central bank bill before submitting it to

nance, the Ministry of Government Legisla-

the National Assembly. At the proposal of

tion, and the Bank of Chosun to take charge

the ECA Mission to Korea, the Minister of

of reviewing the draft. After deliberation,

Finance requested that the Board of Gover-

the draft Bank of Korea Act was approved

nors of the Federal Reserve System in June

by the Cabinet Meeting on March 14, 1950.

1949 send experts to Korea. In response, in

In a series of deliberation proceedings

September 1949, the Federal Reserve Board

by the government, however, some offi-
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Korean version of Recommendations Regarding
Central Banking Reform in Korea

cials, including then Minister of GovernStenographic records of the National Assembly
regarding drafts of the Bank of Korea Act and the
Banking Act (Apr. 1950)

ment Legislation Taeik Shin and Minister
of Transportation Jeong Heo, challenged
the constitutionality of the bill. They opined
that the draft Bank of Korea Act, which empowered the Monetary Policy Board with
the authority to establish monetary, credit
and foreign exchange policies, contravened
the Constitution and the Government Or-

ganization Act, which authorized the government to establish basic national plans
and policies.
Such an argument arose from a lack
Recommendations Regarding Central Banking
Reform in Korea (Feb. 1950)
(Source: National Library of Korea)

of understanding among legal experts and
members of the National Assembly with
regard to the Monetary Policy Board and
central banking systems, since they were
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mostly accustomed to civil law. At that

adhered largely to the civil law system, the

time, most of the legislation enacted during

U.S. plan was difficult for them to accept, as

the Japanese occupation remained in ef-

it installed the Monetary Policy Board as an

fect across Korea. Because Japanese laws

administrative committee in a legal entity

Painting of a Monetary Policy Board meeting (by Tae Kim, Dec. 1987)
※ This painting shows the first meeting of the Monetary Policy Board held in a conference room at the Bank of
Chosun, which is today located on the mezzanine floor of the Bank of Korea Money Museum, on June 5, 1950, from
16:30 to 18:00. Standing at the back in the center is Minister of Finance Soonju Choi. On his right is Governor of the
Bank of Korea Yongsuh Koo. The first Monetary Policy Board was composed of regular members, including Chairman
Soonju Choi (Minister of Finance), Yongshu Koo (Governor of the Bank of Korea), Bongho Jang (selected by financial
institutions), Sangyong Ha (selected by financial institutions), Jeongjae Lee (recommended by the Korea Chamber of
Commerce and Industry), Boseon Yoon (recommended by the Minister of Agriculture and Forestry), and Seongha Hong
(recommended by the Economic Committee of the Ministry of Planning), as well as deputy members, including Yootaik
Kim (Vice Minister of Finance), Minsu Huh (Senior Deputy Governor of the Bank of Korea), Hobyeong Yoon (selected
by financial institutions), Gyocheol Kim (selected by financial institutions), Munhwan Lim (recommended by the Korea
Chamber of Commerce and Industry), Jonghyeon Lee (recommended by the Minister of Agriculture and Forestry),
and Doyeon Kim (recommended by the Economic Committee of the Ministry of Planning). In the picture above, absent
members were not included, such as deputy members Yootaik Kim and Hobyeong Yoon, as well as Minsu Huh,
appointed as Senior Deputy Governor of the Bank of Korea on June 7, but it included other attendees, such as Insang
Song (Director General of the Financial Department at the Ministry of Finance) and Giyeong Jang (Director General of
the Research Department at the Bank of Chosun).
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independent of the government.
However, given the fact that the draft
Bank of Korea Act prepared by Bloomfield
and Jensen was reviewed in advance by
Ernst Fränkel, the ECA’s legal advisor at the
time, and reflected his opinion for revisions,
its risk of being unconstitutional was sharply reduced. Dr. Fränkel was a legal scholar
and political scientist who emigrated from
Germany to the U.S. and was well versed in

Official notice promulgating the Bank of Korea Act
(May 1950)

both civil and common law. Since his visit to
Korea in 1946, he had been heavily involved
in the overhauling of the domestic legal system encompassing the Constitution and the
National Assembly Act, and also examined
the draft Bank of Korea Act at the request
of Bloomfield and Jensen. Meanwhile, the
Bank of Chosun contended that the government’s claims of unconstitutionality were
invalid, since Article 82 of the draft Bank of
Korea Act explicitly acknowledged the gov-

Presidential Decree No. 350, ‘Regarding the
Foundation of the Bank of Korea’ (May 1950)

ernment’s authority to establish monetary
policies by stipulating that, “the government shall, whenever it establish important
monetary and credit policies, consult with
the Monetary Policy Board.” Following
such discussions, the government raised no
further objections to the draft Bank of Korea Act on the grounds of unconstitutionality.
Following ratification by the Cabinet
Meeting, the bill was sent to the National Assembly on March 18, 1950, and, after
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Board (Jun. 1950)
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deliberation by the Finance and Economy

ations on June 12, 1950, taking its first his-

Committee, submitted before the plenary

toric step as the central bank of the Republic

session on April 18. The bill was finally put

of Korea. The establishment of the Bank of

to a vote after debate on April 18 and 21, and

Korea carried great significance in terms of:

was approved with 78 votes in favor and six

liquidating the monetary and financial sys-

against among the 102 members in atten-

tem built during the Japanese colonial era;

dance, thereby leading to the promulgation

providing the legal basis and institutional

of the Bank of Korea Act on May 5, 1950, as

framework for Korea to conduct indepen-

Act No. 138.

dent and neutral monetary and credit pol-

On May 23, the Enforcement Decree

icies for the first time; and, consequently

of the Bank of Korea Act was promulgat-

serving as the starting point for building an

ed through Presidential Decree No. 539,

independent, modern monetary and finan-

and the Rules on Registration of the Bank

cial system.

of Korea were enacted as Supreme Court
Regulation No. 1. These efforts constituted
the institutional preparation necessary for
the establishment of the Bank of Korea. On
June 5, Yongsuh Koo was appointed as the
first Governor, and the Monetary Policy
Board was established.
At its first meeting, held on the same
day, the Monetary Policy Board deliberated and resolved such matters as the Articles
of Incorporation for the Bank of Korea, the
date of business commencement, the establishment of branches, and its organization.
The following day, all legal requirements
for the establishment of a central bank were
satisfied through the payment of 1.5 billion
Korean won in capital stock and 300 million
won in reserves by the government, pursuant to the Bank of Korea Act.
The Bank of Korea commenced oper-
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1.3

Legislative Philosophy
Underlying the Bank of Korea
Act

In the 19th century, the international

national economy, while transforming the cen-

monetary system was based on the gold stan-

tral bank in the form of a private enterprise into

dard, in which internal and external imbal-

a national organization as a way to effectively

ances among currencies were automatically

achieve such objectives. The independence of

resolved through balance of payment adjust-

central banks, though varying in degree in each

ments. This left central banks with the limit-

country, came to be guaranteed in legal and

ed role of being simply issuers of banknotes.

institutional aspects in order to enable central

However, due to a series of events in the 1930s,

banks to establish and implement monetary

including the Great Depression, the collapse

and credit policies while remaining free from

of the gold standard, and the introduction of a

political influence. In the case of Korea, after

managed currency system, central banks were

its liberation from Japanese colonial rule, the

required to actively execute monetary and

USAMGIK and the Interim Government of

credit policies in order to achieve stabilization

Korea had no alternative but to increase the is-

of currency value. Also, the fact that a central

suance of currency, since it was in practice very

bank serves as the last resort of protection for

difficult to secure financial resources through

the people’s property rights by stabilizing cur-

tax collection. Due to the backwardness of the

rency values began to be widely recognized

financial system and the lack of efficient mon-

through historical experiences.

etary and credit policy measures at the time,

Accordingly, most countries outlined the

excessive lending by financial institutions was

basic objectives of central banks, including cur-

not effectively controlled. As a way to address

rency stability and sound development of the

such economic turmoil, it was urgently needed
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to curb inflation through control of the mon-

to ensure the smooth management of the do-

ey and credit supply, which led to discussions

mestic economy and establish a sound banking

about establishing a central bank authorized

and credit system. To this end, the Bank of Ko-

to exert firm control over monetary and credit

rea was endowed with powerful and extensive

policies.

authority over money, credit, and foreign ex-

Under these circumstances, the Bank of

Korea Act, enacted on May 5, 1950, embraced

change as an effective means to achieve stabilization of currency value.
Second, the Act underscored the need

the following legislative philosophy.
Its foremost purpose was to maintain

to make Korea’s financial system more demo-

currency stability in order to promote the de-

cratic, a philosophy that was amply reflected in

velopment of the national economy. There was

the constitution of the Monetary Policy Board

growing awareness that fundamental measures

as the supreme decision-making organization

needed to be taken to tackle inflation in order

at the Bank. Irrespective of the general princi-

The Bank of Korea Head Office before independence from Japan
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ples under the Civil Act and Commercial Act,
the government, as the Bank’s sole stockholder,
neither directed nor decided the Bank’s business affairs. The board had a council system,
comprised of members recommended by each
key sector of the economy. The board thus
formed an institutional mechanism that could
reasonably reconcile the interests of each economic sector based on democratic procedures.
Third, the Act sought to ensure political neutrality within the financial policy.
Despite the participation of government
representatives in the Monetary Policy
Board, this aimed to achieve reconciliation
between the monetary and credit policies
and the government’s economic policies.
Under Articles 109 and 111 of the Act, the
authority over finance, which had been provisionally held by the Ministry of Finance
pending the establishment of a new central
bank, was to be transferred to the Bank of
Korea. In addition, all laws in conflict with
the Act were to be abrogated. As a result, the
Bank of Korea was given assurance that it
could exercise authority over monetary and
credit policy as stipulated in the Act independently without undue political pressure
or government instruction, control or intervention.
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Organizational Chart of the Bank at its Outset

FACTBOX

The administrative structure of the Bank of Korea was established based on the
Guidelines for the Organization of the Bank of Korea that was resolved at the first meeting
of the Monetary Policy Board on June 5, 1950. The Research Department, Foreign Department, and Banking Supervision & Examination Department were set up as provided
for in the Bank of Korea Act, while the Monetary Policy Board was empowered to set up
other necessary departments. At the time of the Bank of Korea’s founding, the Head Office
was made up of eight departments: Research Department, Foreign Department, General
Affairs Department, Operations Department, Archives Department, Treasury Department,
Currency Department, and Cashiers Department. It also had the Bank Supervision Department and the Bank Examination Department under the Banking Supervision & Examination Department, as well as the Audit Department. At its foundation, the number of
employees stood at 1,128, including five executives and one auditor.

Organization at the Bank’s outset
Monetary Policy Board

Senior Deputy Governor
Deputy Governors

Archives Department

Research Department

Operations Department

Audit Department

Bank Examination Department

Bank Supervision Department

Business Section

Accounting Section

Operations Section

Treasury Department

Research Section III

Research Section II

Research Section I

General Affairs Section

General Welfare Section

Currency Department

Cashiers Department

Tokyo Branch

Incheon Branch

Daejeon Branch

Jeonju Branch

Gwangju Branch

Daegu Branch

Mokpo Branch

Busan Branch

Cash Processing Section

Cashiers Section

Government Bonds Section

Treasury Section

Audit Section

Currency Section

Foreign Exchange Section

Exchange Control Section
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Personnel Section

Secretariat Section

Documents Section

Foreign Department

General Affairs Department

Auditor

Director General of Banking
Supervision & Examination Department

Governor
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1.4

Functions of the Bank of Korea
at Its Inception

Employee oath at the outset of the Bank of Korea (Jun. 1950)

Upon the enactment of the Bank of

coins. It was authorized to issue banknotes

Korea Act, the Bank of Korea was born as

and coins of any dimension, design or de-

a modern central bank, completely distinct

nomination, in such a manner as deter-

from the Bank of Chosun. The Bank of Ko-

mined by the Monetary Policy Board, sub-

rea’s main roles were defined as follows.

ject to government approval.

Issuer of Banknotes

Banks’ Bank

The Bank of Korea was given sole au-

The Bank of Korea was to handle de-

thority to issue Bank of Korea notes and

posits and loans from financial institutions,
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maintain reserves against deposits, and un-

etary control vehicles, such as loan policies,

dertake the role of lender of last resort.

reserve requirements, and open market operations, but also employ direct control over

Government’s Bank
The Bank of Korea was to conduct var-

lending and investment of financial institutions, as well as selective credit-control.

ious functions as the bank for the government, such as serving as a public depositary

Supervisor of Banks

for the government’s treasury funds, ex-

With the enactment of the Bank of Ko-

tending credit to the government, and un-

rea Act, responsibility for the supervision

derwriting government bonds.

and examination of financial institutions
was transferred from the government to the

Monetary and Credit Policy

Bank of Korea. Those functions were given

Authority

to the Banking Supervision & Examination

The Monetary Policy Board could not

Department, with guidance from the Mon-

only deliberate and resolve traditional mon-

etary Policy Board. However, the Bank of

Commemoration of the second anniversary of the Bank of Korea’s foundation (Jun. 1952)
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Korea was unable to fully exercise its supervisory authority over banks, as the enforcement of the Banking Act was postponed
until August 1954 for practical reasons, including the disposal of government-owned
bank stocks.
Manager of Foreign Reserves
Along with exercising administrative
authority over the supervision of foreign exchange transactions by domestic financial
institutions, the Bank of Korea performed
a variety of other functions, including the
trading and import of gold and silver coins,
as well as gold and silver bullion, and the
brokerage of foreign exchange transactions
among Korean nationals.
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Chapter 2.
Postwar
Recovery and
Reorganization of
the Monetary and
Financial System
(1950-1961)

2.1 Note-issuing Policy and Financial
Operations in Wartime
2.2 Postwar Reconstruction and Entry
Into the IMF and IBRD
2.3 Reorganization of the Monetary and
Financial System After the Postwar
Recovery Period

The Korean economy experienced rapid changes as it went through the vicissitudes of history,
including independence from Japanese colonial rule on August 15, 1945, the start of the Korean War
on June 25, 1950, and the subsequent recovery from war damage, and political changes in the early
1960s. Under these circumstances, the Korean government struggled to lay the foundation for economic self-sufficiency and price stability.
Amid the political and social turmoil in the aftermath of independence from Japanese colonial rule
on August 15, 1945, Korea fell into a crisis with stagnating production and sharply rising prices. Under
these circumstances, the outbreak of the Korean War on June 25, 1950, plunged the nation into unprecedented difficulties.
As Korea transitioned away from a wartime footing after the ceasefire in 1953, the government had
to concentrate on the tasks of the time: recovery from the devastation of the war and reconstruction of
the national economy. In 1956, production in the electricity, mining, and manufacturing sectors exceeded pre-war levels. The inflation rate decreased compared to the rate during the war, but nonetheless
remained high as the growth rate of wholesale price (today’s producer price) was approaching approximately 50% of the annual average rate from 1954 to 1956. Against this backdrop, the achievement of
economic self-sufficiency and a stabilization of prices emerged as top policy priorities in the postwar
Korean economy.
With the emergence of price stability as a major item on the policy agenda, in 1957 the government
started to pursue the Fiscal and Monetary Stabilization Plan to achieve economic stabilization. The
combination of this policy with a massive volume of foreign aid enabled the mining and manufacturing
industries to finally show improvement between 1957 and 1959, while money supply growth rate began
to decelerate sharply and prices showed signs of stability. However, political and social upheavals in
the 1960s, provoked by the April 19 Revolution of 1960 and the May 16 Military Coup in 1961, plunged
the Korean economy back into a slump.
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The Bank of Korea has walked alongside the fluctuations of the Korean economy since its foundation.
As the foundation of the Bank of Korea coincided with the outbreak of the Korean War, the Bank
issued its first banknotes in the early phase of the war, and exerted its utmost efforts to support the
proper operation of the economy and curb inflation during the war.
After the ceasefire in 1953, the Bank of Korea switched its financial system from a wartime to a
peacetime footing, and aggressively sought to recover from the devastation of war and to reconstruct
the national economy. For the revitalization of the economy, the Bank of Korea recognized the necessity
of applying for membership of international financial organizations such as the International Monetary
Fund, and took the lead in pursuing such membership bids (1955). The Bank of Korea also focused on
the stabilization of the economy and its finance in the postwar era, including actions to curb inflation.
With the economy finally showing signs of stability after 1957, the Bank of Korea reorganized the
overall monetary and financial system, including the improvement of monetary and credit policies, the
renewal of the currency system, and the establishment of a private sector-led financial system. In the
early 1960s, an era characterized by political changes, the Bank implemented its monetary and credit
policies in-line with the government’s policies, while striving to minimize any impact on the economy
and its finance.
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2.1

Note-issuing Policy and Financial
Operations in Wartime

1.

2.

3.

Relocation at the Outbreak
of War

Issuance of the First
Bank of Korea Notes and
Emergency Monetary and
Financial Measures

Wartime Financial
Operations

The Korean War broke out only 13 days after the establishment of the Bank of Korea.
With the war’s outbreak, the Bank instantly transitioned to a wartime footing, transferred
its gold and silver bullion, and temporarily relocated the Head Office to the cities of Daejeon,
Daegu and then Busan as
the front lines shifted. The
Bank then urgently issued
Bank of Korea notes without delay. However, the enforcement of the emergency

monetary measures to avoid
confusion in currency usage
during the war and to curb
high inflation had created
significant changes to the
currency system. The Bank
operated the financial sys-
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The main building of the Bank of Korea suffered severe damage during
the Korean War
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tem on a wartime footing, along with the

battlefront shifted southward, on January 3,

implementation of wartime issuance pol-

1951, the Head Office was relocated again to

icies. In particular, the Bank directly reg-

Busan, the nation’s temporary capital, where

ulated lending from financial institutions

the Bank remained headquartered for two

out of necessity to impose tighter controls

years until August 7, 1953. Later, with the

on finances. The direct control instruments

battlefront moving northward, the Bank op-

that the Bank adopted at this time consisted

erated a separate office in Seoul from July 23,

of the Credit Ceiling System and the Prior

1951.

Approval Loan System, along with the Loan

Upon the outbreak of the Korean War,

Priority System, which was adopted in the

the Bank of Korea loaded 89 boxes of gold

postwar period. The three systems became

and silver bullion, comprising 1,070 kg of

the Bank’s main methods of direct regula-

pure gold and 2,513 kg of silver, in a mili-

tion in the 1950s. By 1953, the last year of

tary-provided truck and dispatched it from

the Korean War, inflation was greatly re-

the Seoul Head Office on June 27 to the Jin-

duced thanks to the concerted efforts of the

hae Naval Station on June 29. The bullion in

government and the Bank of Korea.

temporary storage at the naval station was
then transferred to San Francisco via Bu-

1.

Relocation at the Outbreak of

san on August 1. The bullion was then en-

War

trusted to the New York Fed and was used
to pay in-kind the subscription for Korea’s

The Bank of Korea set up a temporary

entry into the International Monetary Fund

Head Office in Daejeon immediately after

(IMF) and the International Bank of Recon-

the outbreak of the Korean War, which was
subsequently relocated to Daegu on July 16,
and then to Busan on August 22. In the aftermath of the recapture of Seoul on September 28 after the successful Incheon Landing
Operations of the United Nations Forces, the
Bank returned its Head Office to Seoul and
resumed its business on October 1. Around
this time, a range of measures that the Bank
had implemented in the meantime were confirmed by the Monetary Policy Board. As the
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An office during the evacuation

struction and Development (IBRD) in 1955.

a shortage of transport capacity, eventually

Meanwhile, a significant amount of the bul-

falling into the hands of North Korean forces

lion – 260 kg of pure gold and 15,970 kg of

on June 28 as they occupied the office.

silver – and un-issued Bank of Chosun notes
remained in the Seoul Head Office due to
the urgent developments of the war and to

2.

Issuance of the First Bank of
Korea Notes and Emergency
Monetary and Financial
Measures
Upon the foundation of the Bank of Ko-

rea, the Bank was supposed to issue Bank of
Korea notes and immediately demonetize
the existing Bank of Chosun notes, but due
to the outbreak of the Korean War, the Bank
issued the first Bank of Korea notes in two
denominations of 1,000 won and 100 won in
Introduction of bullion and reports on bullion that was
removed, May 1951
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July 22, 1950. The first Bank of Korea notes
were printed by the Printing Bureau of the
Japanese Ministry of Finance on a consignment basis because printing facilities of the
Chosun Publishing and Printing Company,
which had printed Bank of Chosun notes,
had been destroyed during the Korean War.

A zinc plate was used for issuing and notifying the
first Bank of Korea notes

Later with the operation of a printing factory in Busan under the direct supervision of

(KMSCOP) in October of the same year, and

the Ministry of Finance in March 1951 and

began to systematically produce Bank of Ko-

the enforcement of the Korea Minting and

rea notes.

Security Printing Corporation Act in October of the same year, the aforementioned

Emergency Currency Exchange

printing factory was launched as the Korea

Measures of 1950

Minting and Security Printing Corporation
Bank of Korea notes issued in July 1950
in Daegu were circulated together with the
existing Bank of Chosun notes. However,
North Korean troops forced North Korean
banknotes into circulation and recklessly
circulated looted Bank of Chosun notes in
the regions that they occupied. In a bid to
prohibit the circulation of currency that was
The Bank of Chosun’s un-issued 1,000 won
banknote was unlawfully circulated by North Korean
forces

looted or illegally issued in such regions,
the South Korean government proclaimed
Emergency Presidential Decree No. 10
concerning the circulation and exchange of

Bank of Chosun notes on August 28, 1950.
Under the Emergency Presidential Decree, the Bank of Korea exchanged Bank of
Chosun notes with Bank of Korea notes on
five occasions, up until January 16, 1953. In
The first banknotes issued by the Bank of Korea were
1,000 won banknotes
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were allowed to be exchanged for new cur-

and financial measures in February 1953.

rency equivalents without limit in the re-

The measures were divided into the emer-

gions inside the so-called Walker’s Line,

gency monetary measures taken in accor-

the battlefront that formed between Po-

dance with Emergency Presidential Decree

hang, Yeongcheon, Daegu, Changnyeong

No. 13 outlining special currency measures

and Tongyeong at the time. At the second

on February 15, and the emergency finan-

exchange, a limit of 20,000 won in cash for

cial measures taken in accordance with the

each household was put into place in re-

Act on the Emergency Financial Measures

sponse to the high inflation caused by the

on February 27.

destruction of production facilities, and any

The emergency monetary measures in-

amount exceeding 20,000 won was required

cluded changes of denomination, through

to be deposited in financial institutions.

which the distribution of Bank of Korea

The emergency currency exchange

notes in the old won denomination was

measures, undertaken in 1950 as a preemp-

banned starting from February 17, 1953,

tive measure against money supply manip-

with new hwan-denominated Bank of Ko-

ulation by North Korean forces, led to the

rea notes being issued instead as legal ten-

emergence of the Bank of Korea as a new

der. The exchange ratio was 100 won to 1

note-issuing bank. This was significant in

hwan. Furthermore, any remaining money,

that some portion of the excess purchasing

including old notes, promissory notes and

power was siphoned off through the with-

checks, were required to be deposited in fi-

drawal of currency notes.

nancial institutions by February 25.
The emergency financial measures

Emergency Monetary and Financial
Measures of 1953
By 1953, efforts were being made to
reach a ceasefire agreement, and the Korean
economy was under threat from the cumulative inflationary pressures stemming from
the monetary expansion that had been pursued to support the vast military spending.
As part of efforts to tackle the situation, the
government executed emergency monetary
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People line up to convert money during the
emergency monetary measures of 1953 (Feb. 1953)
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tion, a vestige of the Bank of Chosun under
Japanese occupation, was replaced by the
hwan, a new denomination under the Bank
of Korea, through re-denomination, in addition to the moderate alleviation of rising
The 1,000-hwan banknote issued under the
emergency monetary measures of 1953

transaction costs through the reduction of
the nominal value of currency.

were taken in order to freeze some portion
of the deposits. Accordingly, 100,000 hwan
or more in existing deposits (excluding savings deposits) and 30,000 hwan or more in
the old currency denomination deposited
through the emergency monetary measures
were converted to special time deposits or to
special government bonds in an amount calculated after multiplying it by the increase
rate for each currency amount, ranging
from 20% to 100%. As the implementation
of the emergency monetary and financial
measures made it much more difficult to
finance industry, the Bank of Korea introduced an emergency industry loan fund and
operated it for about a month.
The implementation of these emergency monetary and financial measures taken
in 1953 contributed to curbing high inflation by facilitating the repayment of the
Bank’s lending to U.N. forces, which was
one of the main inflationary factors, and
controlling the massive expansion of the
money supply. These measures were also
noteworthy in that the old won denomina-

Bank of Korea:
A Seventy-Year History

A statement on the Korean War from June 25, 1950

047

3.

Wartime Financial Operations

ing quarterly caps on the increase in general loans extended by financial institutions

With the rapid expansion of fiscal ex-

based on the type of financial institution or

penditures due to the war, the Bank of Ko-

type of capital. In July of the same year, the

rea made up for the fiscal deficit by extend-

Rediscount Ceiling System was introduced,

ing loans to the government. The Bank also

which set a quarterly limit on the increase in

financed the U.N. forces in the form of loan

loans offered by the Bank to financial insti-

provision and engaged in matters related to

tutions. However, since the implementation

foreign aid, totaling 470 million U.S. dollars

of emergency monetary and financial mea-

during the war. Later, the repayment of the

sures, the Bank suspended the Loan Ceiling

Bank’s loans to the U.N. Forces and for-

System for financial institutions in April

eign aid goods were instrumental in help-

1953 and solely operated the Rediscount

ing Korea control inflation and operate the

Ceiling System.

wartime economy. Wartime monetary and

The Prior Approval Loan System,

financial policies were aptly executed in re-

which required financial entities to obtain

sponse to the economic situation, focusing

prior approval from the Bank of Korea for

on easing the cash crunch in the early phase

any general loan exceeding 50 million won

of the war and curbing excessive liquidity

and for every special-purpose loan, was im-

afterward. For instance, in a bid to alleviate

plemented in combination with the revived

the cash crunch among financial institu-

Credit Ceiling System in January 1951. As

tions, the Bank of Korea provided an emer-

these measures became disputed over their

gency lending facility and withdrew it all by

potential to compromise the autonomy of

March 1952.

financial institutions, the policy of requir-

In particular, in need of tighter finan-

ing prior approval for any general loans was

cial control measures in wartime, the Bank

abolished in January 1952, and the prior

implemented the Credit Ceiling System and

approval for special-purpose loans was ter-

the Prior Approval Loan System. The for-

minated in April of the same year, with the

mer was implemented in June 1950 to set

exception of funds used for the reception

the overall maximum volume of lending by

of foreign capital, funds for packing export

financial institutions, but did not produce

goods, or equipment funds.

any substantial outcome at the outbreak of

The Bank of Korea also utilized reserve

the Korean War. This system was re-insti-

requirement policy to control liquidity. The

tuted in January 1951 in the form of impos-

reserve requirement ratio was set at 10% of
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total deposits at the Bank's inception, but in

measures were put into place.

April 1952 the Bank began to apply ratios

In consideration of the rapid inflation

varying from 10% to 15%, depending on the

and the chronic excess demand for funds,

type of deposit, and consecutively readjust-

the Bank pursued an upward interest rate

ed the ratios upward from 10% to 25% by

policy. Its rate for general loans stood at 1

October. In particular, in October 1952 the

jeon 7 ri per day (6.2% per annum) at the

Bank introduced the Marginal Reserve Re-

time of its establishment, but it rose to 2

quirement System that obliged financial in-

jeon per day (7.3% per annum) in April 1951.

stitutions to maintain a required reserve at

Given their distinct characteristics, the rate

a ratio of 45% of the increase in the amount

for emergency liquidity loans was set as low

of deposits in their accounts, 25% and 5%

as 1 jeon 1 ri per day (4.0% per annum), but

were required to be deposited at the Bank

was gradually adjusted upward.

of Korea as government-guaranteed loans
and as funds for the purchase of government bonds, respectively. This system was
suspended when the emergency monetary

The main building of the Bank of Korea and the city immediately after the recapture of Seoul during the Korean War
(Sep. 1950)
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2.2

Postwar Reconstruction and
Entry Into the IMF and IBRD

1.

2.

3.

Financial Assistance for
Postwar Restoration

Korea’s Admission into the
IMF and IBRD

Lending Regulation for
Inflation Control

Postwar economic policies were calibrated to facilitate the postwar recovery and curb
the vicious inflation. In line with these policy tasks, the Bank of Korea provided its full support for restoration and
economic recovery from
the devastation of war.
First of all, the Bank preferentially offered financial assistance funds for
production activities, underwrote Industrial Rehabilitation Bonds, and
took the lead in Korea’s
admission into the IMF
and the IBRD. As inflationary pressures started
to increase again after a
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The main building of the Bank of Korea before reconstruction (Sep. 1956)
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brief fall, triggered by the expansion of fiscal

priate supply of working capital. The Bank

investment and loans expended on the post-

created special measures, such as a lending

war restoration and over-lending by finan-

facility for production funds at major com-

cial institutions, the Bank employed a range

panies and commercial bill discounts for

of measures to contain the high inflation

small businesses, and expanded the eligi-

by tightening restraints on lending given

ble recipients and ceilings on loans for the

by financial institutions. In the meantime,

production funds at major companies and

with the Banking Act entering into effect on

SMEs on several occasions.

August 15, 1954, financial institutions were

In recognition of the need to consoli-

placed under supervision and inspection by

date and overhaul the long-term industrial

the Director General of the Banking Super-

finance system, the government founded

vision & Examination Department, while

the Korea Development Bank (KDB) as a

the Bank also made policy efforts to achieve

specialized bank on April 1, 1954. Under

a stabilization of the financial industry by

the Industrial Rehabilitation Bond Act, the

guiding financial institutions to streamline

Bank of Korea underwrote and absorbed all

their business.

of the first Industrial Rehabilitation Bonds,
amounting to 5 billion hwan, which had

1.

Financial Assistance for

been issued by the government in March

Postwar Restoration

1954 to raise capital for the KDB’s establishment and operation. In a similar move, the

In 1954 in the early stages of postwar

Bank also underwrote all Industrial Reha-

recovery, the Bank of Korea preferentially

bilitation Bonds, which had been issued in

offered financial assistance funds for public

May and July 1954 and into 1955. The cap-

projects, facilities, reception of aid goods,

ital raised by the issuance of the Industrial

and for the production of basic necessities,

Rehabilitation Bonds was used to finance

concentrating on the swift restoration of

long-term facilities.

production facilities and the stabilization of

The Bank also provided financial as-

everyday life for the public. After 1955, with

sistance regarding aid goods. A large por-

the progress of postwar revival projects, the

tion of foreign aid goods, amounting to a

Bank gradually raised the limit on funds

total of 710 million U.S. dollars, was sold to

available to the private sector, and appro-

the public through the Bank of Korea, and

priately adjusted the management of funds

counterpart funds (which refers to funds set

by financial institutions to ensure an appro-

aside as part of a U.S. foreign aid arrange-
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ment to convert foreign aid into an account

cessity of Korea’s entry into the IMF and the

in the domestic currency of the aid-recipi-

IBRD in order to facilitate the attraction of

ent country) generated by these sales were

foreign aid for national reconstruction and

deposited with the Bank and managed by it.

economic recovery and in order to partici-

In relation to this, in a bid to facilitate the

pate in the global monetary and financial

reception of aid goods and economic recon-

system. In October 1953, the Bank submit-

struction, the Bank enacted the Regulations

ted a recommendation to the government to

on Lending for Purchase of Aid Goods from

be admitted to these two international bod-

the Funds of the U.S. Foreign Operation

ies and instructed its branch in New York to

Administration in June 1954, and provided

gather information necessary for attaining

financial support for buyers of aid goods.

membership in these international financial
organizations. The government subsequent-

2.

Korea’s Admission into the IMF

ly applied for membership in both organi-

and IBRD

zations through its ambassador to the U.S.
on April 16, 1954. The Bank played a pivotal

The Bank of Korea recognized the ne-

role in the conclusion of membership nego-

Opening ceremony of the New York Representative Office (Dec. 1953)
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Bank of Korea’s proposal to the government to join the IMF and the IBRD (Oct. 1953)

tiations as the Bank decided to contribute a

Some portion of the capital contribution

capital amounting to 12.50 million U.S. dol-

was paid in gold bullion held by the Bank

lars each to the IMF (a 0.143% share) and to

of Korea. Afterward, Korea’s admission to

the IBRD (a 0.138% share).

the International Development Association

As a result of such efforts, the resolu-

(IDA) in May 1961 allowed access to long-

tion on Korea’s membership was adopted by

term, low-interest development loans and

an absolute majority at the ninth joint an-

the facilitation of foreign private capital in-

nual meeting of the IMF and IBRD, held in

flow.

Washington, D.C., on September 26, 1954,
where Yootaik Kim, the Governor of the
Bank of Korea, attended the meeting in an

3.

Lending Regulation for Inflation
Control

observer status as the representative of the
Korean government. Subsequently, Korea

The Bank of Korea introduced new

became the 58th member of the IMF and

lending control instruments to tackle in-

the IBRD on August 26, 1955, after it took

flationary pressures in the postwar period,

the required steps at the national level for

while actively utilizing existing measures

admission to international organizations,

taken to control lending during the war. As

such as legislation and ratification by the

financial institutions relied heavily on re-

National Assembly, and subscribing its

discounts by the Bank of Korea for lending

membership quota to the organizations.

resources, and the private sector was not

Bank of Korea:
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sensitive to interest rates since funds were

previous year, the Bank tightened its Prior

chronically short, reserve requirement and

Approval Loan System and required prior

interest rate policies could not perform their

approval from the Monetary Policy Board

primary functions. These regulations on

on loans for all public projects, for the re-

lending were designed to not only relieve

ception of aid goods, and for loans exceed-

inflationary pressures, but also to stabilize

ing 10 million hwan for private projects.

official exchange rates.

With the use of direct controls on fi-

In October 1953, to tighten regulations

nancial institution lending capacity as a

lending by financial institutions, the Bank

major policy instrument, reserve require-

of Korea adopted the Loan Priority System

ments and interest rate policies remained

through which all types of funds handled

in limited use as complementary measures,

by financial institutions were classified into

showing marginal fluctuation. The reserve

specific categories by order of importance

requirement ratio at the time remained

and necessity for the national economy, and

around 10% to 30% after the conclusion

adjusted its rediscount rates based on their

of the Korean War armistice agreement,

rankings. In addition to the introduction of

whereas the ratio for other deposits was

the Loan Priority System, the Bank reim-

raised to 25% in 1955. In the case of lending

posed credit ceilings on financial institu-

rates of the Bank was maintained at around

tions, which had been suspended in April

from 1 jeon 5 ri to 2 jeon per day (5.5% to

1953. This Credit Ceiling System was abol-

7.3% per annum), and the lending rate of

ished in July 1955 to enhance financial in-

commercial banks at around from 3 jeon

stitutions’ autonomy over the management

5 ri to 5 jeon (12.8% to 18.3% per annum)

of funds. However, as a comprehensive na-

until 1959. To secure long-term funding

tional plan for financial supply and demand

for industrial development, deposit interest

was established with a focus on financial

rates were raised steeply in May 1954 (the

institutions’ lending capacities, the system

one-year time deposit rate increased from

effectively remained in place in the form of

4.8% to 12% per annum) and remained un-

the Bank announcing the ceiling for loans

changed until 1959.

by financial institutions.
In August 1955, in response to upward
pressure on the money supply prompted
by the government's expenditures on the
budget that had been carried over from the

054

Chapter 2
Postwar Recovery and Reorganization of the Monetary and Financial System (1950-1961)

FACTBOX

Changes in Exchange Rates in the 1950s
After the foundation of the Republic of Korea, a special account for counterpart
funds, which had been established at the Bank of Chosun to manage the U.S. dollar grants
offered by the United States, was transferred to the Bank of Korea, and at the start of the
Korean War, the exchange rate stood at 1,800 won to the U.S. dollar. Amid the deterioration of foreign currency reserves during the war, the exchange rate was pushed upward to
6,000 won to the U.S. dollar as of November 1951, and Korea even saw the emergence of
dual exchange rates, with the official exchange rate applied in the private sector reaching
6,500 won.
Afterward, with the conclusion of the Korea-U.S. Joint Economic Committee Agreement for a Program of Economic Reconstruction and Financial Stabilization in December
1953, the exchange rate was sharply adjusted to 180 hwan (equivalent to 18,000 won) to
the U.S. dollar. The official exchange rate was raised to 500 hwan to the U.S. dollar in August 1955 and remained unchanged until February 1960.

Changes in official exchange rates (Source: A Ten-Year History of the Bank of Korea)
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2.3

Reorganization of the
Monetary and Financial System
After the Postwar Recovery
Period

1.

2.

3.

Reorganization of the
Monetary and Credit Policy
Systems and the Currency
System

Privatization of Banks
and Approval for the
Establishment of New
Banks

Policy Responses Amid
Political Changes

Since the foundation of the Bank of Korea, the Bank has exerted its utmost efforts to
overcome postwar hardships and to stabilize inflation. After 1957, when the Korean economy showed signs of stability, the Bank was prepared
to revamp its monetary
and

financial

systems.

Against this backdrop, the
Bank overhauled its policy instruments as it eased
lending regulations on financial institutions and
strengthened its interest
rate policy, and issued the
first

Monetary

Stabili-

zation Bonds (MSBs). In
1959, the Bank reformed
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Restoration of the Bank of Korea main building (Jan. 1958)
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the currency system to issue the first coins,

etary Stabilization Plan was implemented

nine years after the issuance of the Bank’s

in 1957 and became the framework for the

first banknotes. As there was an urgent

operation of Korea’s monetary and cred-

need to ensure the privatization and man-

it policies. The plan determined a ceiling

agement autonomy of financial institutions

on the money supply (the former M1) on a

since the enforcement of the Banking Act

quarterly basis within a yearly framework,

in August 1954, the Bank of Korea pushed

broken down into limits on each source of

ahead with the establishment of a private

the money supply, including budget (public

sector-led financial system, including the

finances), financial activities, counterpart

privatization of commercial banks and ap-

funds, and other sources of funds for aid,

proval for the establishment of a new bank,

allowing money to be supplied within such

called Seoul Bank, in collaboration with the

limits. Under this plan, the Bank of Korea

government. As it had experienced a series

restricted any increase in a financial institu-

of political upheavals following the rigged

tion’s lending to the scope of its increase in

presidential election of March 15, 1960, the

savings deposits, and determined quarterly

April 19 Revolution in 1960, and the May

credit ceilings on financial institutions.

16 Military Coup in 1961, the Bank aligned

As implementation of the Fiscal and

its policy implementation to be in-line with

Monetary Stabilization Plan brought some

the government’s policies, while it strove to

stability to the Korean economy, the Bank

minimize the impact of political events on

of Korea relaxed its lending regulations on

the national economy by strengthening sup-

financial institutions. First, the Bank re-

port for vulnerable areas, such as support

vamped related regulations, such as the

for small- and medium-sized enterprises

Rules on Fund Management in the Finan-

(SMEs) and for the general public, and im-

cial Institutions in 1958. Subsequently, the

proving the trade and foreign exchange sys-

Bank eliminated credit ceilings on individ-

tem.

ual financial institutions’ lending in March
1959, elevating the autonomy of financial

1.

Reorganization of the Monetary

institutions by allowing them to increase

and Credit Policy Systems and

lending based on the scope of the increase

the Currency System

in their savings deposits, while in June 1960
it abolished the Prior Approval Loan Sys-

Established by the Korea-U.S. Joint

tem and thereby overhauled its complicat-

Economic Committee, the Fiscal and Mon-

ed preferential financing system. However,

Bank of Korea:
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in June 1960, the Bank re-instituted credit

reduced the gap between the rediscount rate

ceilings on financial institutions because,

and the lending rate applied to commercial

unlike the expectations that an increase in

banks, with the aim to reduce their depen-

lending within the availability of their sav-

dence on the rediscount and to restore the

ings accounts might lead to the enhance-

function of interest rates. In June 1960, the

ment of autonomy of financial institutions

Bank eliminated the rediscount ceilings,

in fund management, a seasonal mismatch

whereas it raised its lending rates, and in

between the demand for loans and the sup-

July 1960, as a way to foster a call market,

ply of savings deposits impeded the flexible

call loans were excluded from the ceiling on

management of funds. While the Bank re-

lending by commercial banks.

stored the credit ceilings on financial institutions, it abolished the rediscount ceilings

Issuance of First Monetary

on them.

Stabilization Bonds

While decreasing its control over financial institutions’ lending, the Bank of Korea

Since the May 16 Military Coup in

simplified the interest rate system over two

1961, commercial banks began to hold enor-

occasions, in July and November 1959, and

mous amounts of excess reserves due to the

FACTBOX

Fiscal and Monetary Stabilization Plan
When the postwar recovery project to stabilize the fiscal and financial sectors were
completed and U.S. foreign aid policy switched from grants to soft loans, the Korea-U.S.
Joint Economic Committee formulated the Fiscal and Monetary Stabilization Plan in 1957
to push ahead with strong economic stabilization policies. Unlike the existing piecemeal
approach to price stability, it was the first comprehensive plan designed to stabilize inflation by using the money supply as a control index and adopting a fiscal and financial
tightening policy. The implementation of the Fiscal and Monetary Stabilization Plan was
suspended in the wake of the May 16 Military Coup in 1961 and reinstated under the new
name of the Fiscal Stabilization Plan in 1963, at a time when economic stability was under
severe threat from soaring inflation and dwindling foreign reserve assets, caused by the
implementation of the First Five-Year Economic Development Plans.
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sharp rise in deposits induced by the increase in interest rates, and the lowering of
the reserve requirement ratio. Such large excess reserve volumes put their revenues and
expenses under heavy pressure because it
was difficult for them to expand loans due to
the credit ceilings imposed on financial institutions. As a way to resolve the situation,
the government enacted and promulgated

The First Monetary Stabilization Bond

the Bank of Korea Monetary Stabilization

Bond Act on November 1, 1961. It stipulat-

Regulations on Bank of Korea Monetary

ed that MSBs shall be issued up to a limit of

Stabilization Bonds and on November 16,

10% of the money supply (the former M1)

1961, in accordance with the applicable pro-

and that the discount rates, repayment con-

visions, the Bank issued 3.4 billion hwan of

ditions and maturities shall be determined

MSBs for the first time at a discount rate of

by the Monetary Policy Board. Accordingly,

8% per annum and with a 91-day maturity.

the Bank of Korea enacted the Enforcement

FACTBOX

As such, MSBs were originally intro-

Change of Terminology from “Open Market Manipulation” to “Open Market Operations”
Although the phrase “open market manipulation” was used in the past, it faced
frequent criticism over concern that the term “to manipulate,” which refers to the act of
operating a machine, etc., according to a set method, was potentially confused with its
homonym in Korean that carries the meaning of “to fabricate,” which indicates the act
of making up a falsehood for the purpose of deception, in addition to concerns over the
term’s limitations in describing a diversifying array of methods and functions. As a way to
clear the negative image of the term and to enhance understanding among the general
public and market participants with regard to market-friendly monetary and credit tools,
the Bank of Korea revised its regulations to change the term from “open market manipulation” to “open market operations” on January 28, 2016.

Bank of Korea:
A Seventy-Year History

059

duced as an instrument to absorb nation-

production activities were brought back to

wide banks’ temporary excess liquidity fol-

normality, the Bank issued new coins with

lowing the May 16 Military Coup in 1961.

the aim to organize the currency system,

However, it also became the groundwork for

reduce the manufacturing cost of money,

the Bank of Korea to operate open markets.

and facilitate small-scale transactions. The

The development of a government bond

coins were issued in three denominations:

market had to take place before the Bank

50 hwan and 10 hwan coins on October 20,

could utilize open market operations as a

1959, and 100 hwan coins on October 30,

major policy tool, but since Korea’s govern-

1959. These coins were minted by the Unit-

ment bond market was then in the initial

ed States Mint in Philadelphia, U.S., because

stages of development, a market for MSBs

they would have been difficult to produce

emerged as an alternative to the govern-

using domestic technology.

ment bond market. MSBs had already been
envisioned as an alternative to government

2.

Privatization of Banks and

bonds during the process of establishing

Approval for the Establishment

the Bank of Korea, but only materialized 10

of New Banks

years later, in 1961.
With the enforcement of the Banking

Act in 1954, the Bank of Korea began to

Issuance of Coins

participate in a promotion committee, comAfter the establishment of the Bank of

posed of the Ministry of Finance and the

Korea, the Bank unavoidably permitted the

Administration of Property Custody, for

continued circulation of 1 jeon coins that

the disposal of vested bank stakes – own-

the Japanese government had issued in or-

ership that was transferred from the Jap-

der to settle small-scale transactions. In

anese to the Korean government through

the late 1950s, when inflation subsided and

the U.S. Army Military Government in Korea (USAMGIK) – and set out to privatize
commercial banks in collaboration with the
government. However, the privatization of
commercial banks proved to be a challenging task. Under regulations covering the dis-

First Korean coins (from left): 10 hwan, 50 hwan and
100 hwan
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posal of vested bank stakes, announced by
the promotion committee in October 1954,

Chapter 2
Postwar Recovery and Reorganization of the Monetary and Financial System (1950-1961)

six public sales were held, but the conditions
for public sales were complicated by matters
such as restrictions on the transfer and the
number of stakes that each bidder could
buy, which thereby resulted in tender failures. At the seventh public tender in 1957,
with the elimination of the limitation on the
number of stakes for bidding, all stakes that
were put up for public sale were sold off to
the private sector and the privatization of all
commercial banks was completed.

Approval for the establishment of Seoul Bank (Sep.
1959)

The Bank of Korea also executed approval procedures for the establishment and
merger of banks. In September 1954, the
Bank approved the establishment of the Ko-

Seoul Bank – took the lead in banking un-

rea Heungeop Bank, renamed as the Hanil

til Korea was hit by a currency crisis in No-

Bank in January 1960, through the merg-

vember 1997. Meanwhile, in May 1956, the

er of the Commerce and Industry Bank of

Agricultural Bank, based on financial co-

Korea and the Korea Trust Bank, out of the

operatives and associations responsible for

commercial banks at that time: Chohung

financing agriculture, was established as a

Bank, the Commercial Bank of Korea, the

commercial bank pursuant to the Banking

Korea Savings Bank, the Commerce and

Act and relaunched as an exclusive bank for

Industry Bank of Korea, and the Korea

financing agriculture through the Agricul-

Trust Bank. After the approval of the name

tural Bank Act in April 1958.

change from the “Korea Savings Bank” to
Jeil Bank in November 1958, the Bank also
granted a license to Seoul Bank in Novem-

3.

Policy Responses Amid Political
Changes

ber 1959, the first regional bank to engage
in general banking in Seoul and Gyeonggi

The Democratic Party came to power

Province. The Korean banking sector began

in the wake of the April 19 Revolution. Its

to take shape and these five major nation-

basic economic policy objective was the es-

wide banks – Chohung Bank, Commercial

tablishment of a rational economic system

Bank of Korea, Jeil Bank, Hanil Bank, and

based on a market economy, and as its first
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Commercial banks

Timeline of Banks
Before 1954

After 1960

Chohung Bank

Chohung Bank

Commercial Bank of Korea

Commercial Bank of Korea

Korea Savings Bank

Jeil Bank

Commerce and Industry Bank of Korea
Korea Heungeop Bank

Hanil Bank

Korea Trust Bank

Special banks

Financial Cooperatives
and Associations

Seoul Bank
Agricultural Bank

Agricultural Bank
Korea Development Bank

Korea Development Bank

step, the government pursued the actual-

some nationwide bank funds to the Agri-

ization of prices. Subsequently, a range of

cultural Bank to be used as an SME support

public utility charges and exchange rates

fund, as such funds had previously yielded

were readjusted to realistic levels and there-

unsatisfactory results. In April 1961, the

fore the official exchange rate of the hwan

Bank allowed financial institutions to ex-

was raised from 500 hwan to the U.S. dol-

tend loans on installment savings and mort-

lar on February 23, 1960, to 1,300 hwan on

gage loans on installment savings, as an ex-

February 2, 1961. In terms of fiscal policy,

ception to credit ceilings imposed on them,

the government maintained fiscal austerity

thereby facilitating financial transactions

measures within the framework of the Fis-

for the general public and boosting savings.

cal and Monetary Stabilization Plan.

Amid the continued trade deficit, as

In line with these government policies,

economic grants declined, the Bank was

the Bank of Korea strengthened support for

compelled to identify countermeasures in

SMEs and household finances. In July 1960,

foreign exchange and trade sectors. On the

the Bank transferred 1.5 billion hwan out of

trade side, in response to the government’s
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efforts to promote exports, the Bank of Korea enacted the Regulations on Export Fi-

Changes in Exports and Imports
(customs-clearance basis)

nancing in February 1961. The regulations
helped to incorporate trade financing into the policy finance system, for which the
institutional framework was established
through the enactment of the Regulations

on Trade Financing in June 1950. In the foreign exchange system, in February 1961, the
Bank implemented a unified deposit scheme

for foreign currency to require all residents
to deposit their foreign currency holdings

(million dollars)

500
Exports

Imports

400
300
200
100
0

1952

1954

1956

1958

1960

at the Bank of Korea, in combination with
a unified sales scheme for foreign currency,
under which all residents were in principle
required to sell their foreign currency holdings to the Bank of Korea.

foreign currency deposits.
In particular, the Bank of Korea raised
the interest rate on savings deposits in July

The military government, which came

1961 in order to preferentially inject market

into power as a result of the May 16 Mili-

liquidity into the production sector. Accord-

tary Coup, shifted the focus of policy from

ingly, the interest rate on time deposits with

stability to growth as it caused a further

a one-year maturity was raised from 10%

contraction in overall economic activi-

to 15% per annum. In addition, with a view

ty, including production, investment, and

to addressing commercial banks’ chronic

consumption, and this, in turn, led to mas-

failure to meet reserve requirements due

sive runs on the banks. As part of efforts to

to a sharp decline in deposits in the wake

stimulate the economy, in 1961 the Bank

of the April 19 Revolution, and to alleviate

of Korea promoted the expansion of funds

the burden on the financial institutions to

for the purchase of aid goods and corporate

maintain a deficits triggered by an increase

operations and allowed hwan-denominated

in the interest rate on savings deposits, the

deposits and letters of guarantee issued by

Bank lowered the reserve requirement ratio

nationwide banks to be used as guarantees

on demand deposits from 20% to 14%.

for opening letters of credit for imports,
whereas they had previously only allowed
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Chapter 3.
Rapid Growth of the
Korean Economy
and Establishment of
a Growth-Oriented
Financial System
(1962-1971)

3.1 Mobilization of Domestic Capital and
Response to Financial Instability
3.2 Rapid Economic Growth and
Establishment of a Growth-Oriented
Financial System
3.3 Stabilization Measures around 1970

The 1960s represent an era in which the Korean economy overcame political and social upheavals
and turmoil to take a huge leap forward.
In addition to political and social upheavals, such as the April 19 Revolution and the May 16 Military Coup, Korea faced difficulties from a reduction in U.S aid, which was the country’s major source of
foreign currency, and unfavorable conditions for aid due to a changed foreign aid policy stance in the
U.S. Under these circumstances, the government drafted and implemented its First Economic Development Plan in January 1962 to lift the population out of poverty and to establish the foundation for a
self-supporting economy.
In addition, it sought to build a mobilization system for domestic capital through the revision of
the Bank of Korea Act and the Banking Act in 1962, and the introduction of currency reform in 1962
to aggressively support government-driven growth-oriented economic policies in the financial sector.
Meanwhile, the government adjusted the exchange rates to realistic levels in May 1964 and implemented a single floating exchange rate system in March 1965 in order to promote the expansion of exports,
while taking aggressive measures for foreign capital attraction, such as enacting the Act on Payment
Warrant of Loans in July 1962 and signing a Standby Credit Facility arrangement with the IMF in March
1965.
As the economy showed signs of overheating from high annual growth in the late 1960s, the government implemented comprehensive stabilization measures.
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To tackle this situation, the Bank of Korea implemented monetary and credit policies focusing on
the smooth supply of investments required for economic growth and an increase in the efficiency of
fund distribution in consideration of inflation stabilization.
The Bank of Korea devoted itself to addressing financial instability and stabilizing the economy
during the stock market crisis and currency reform of 1962 and implemented measures to adjust interest rates to reflect reality in an effort to strongly enhance the mobilization of domestic capital. In addition, the Bank switched its monetary and credit policy from direct regulations to indirect regulations,
such as abolishing the credit ceiling and adopting the reserve requirement ratio as its primary instrument. In March 1967, the Bank established the monetary stabilization account for the first time so as to
flexibly respond to short-term imbalances between fund supply and demand.
After the mid-1960s, the Bank made efforts to establish new financial institutions, such as specialized banks and regional banks, and to reform the financial system together with the government, while
establishing a diverse array of policy financing systems to provide efficient support for growth sectors,
such as export and key industries, with limited financial funds.
Amid the economic overheating of the late 1960s, the Bank operated a monetary and credit tightening policy in-line with the government’s comprehensive stabilization measures, and stepped away
from the austerity stance when economic conditions were aggravated by the instability of the international monetary system in the 1970s.
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3.1

Mobilization of Domestic Capital
and Response to Financial
Instability

1.

2.

3.

Revision of the Bank of
Korea Act and Introduction
of a Government-Controlled
Financial System

Countering the Stock
Market Crisis

Currency Reform of 1962
and Implementation of
Follow-up Measures

In January 1962, the military government implemented the First Economic Development
Plan, which had been drafted by the Bank of Korea at the government’s request, and took various measures to effectively promote the plan. First, the government amended the Bank of Ko-

rea Act to reduce the central
bank’s autonomy and to increase the scope for government intervention in monetary and credit policies. In
addition, the government
legislated and enforced the

Securities Exchange Act
in January 1962 with the
aim to foster the securities market, and executed a
currency reform in June of
the same year as emergen-
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Visit to the Bank of Korea by Chunghee Park, Chairman of the Supreme
Council for National Reconstruction (Jan. 1962)
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cy monetary measures to channel hoarded

1.

Revision of the Bank of

wealth into industrial development. Under

Korea Act and Introduction

these circumstances, the Bank responded

of a Government-Controlled

with flexible monetary and credit policies to

Financial System

ensure financial and economic stability as
follows: providing enormous stock financ-

After the May 16 Military Coup, the

ing for the stock exchange in response to

Supreme Council for National Reconstruc-

payment failures that occurred in the stock

tion revised the financial system to provide

exchange from April to June 1962; vastly

financial support for the growth-oriented

expanding the money supply in response

economic policies led by the government,

to sharp contractions in economic activity

and as part of this reform, conducted the

shortly after the emergency monetary mea-

first revision of the Bank of Korea Act. In

sures; and, implementing an aggressive cur-

November 1961, the government amend-

rency recollecting measure in response to

ed the Bank of Korea Act so as to transfer

skyrocketing prices after the lifting of the

the right to the final decision on financial

emergency monetary measures.

policies from the Bank to the government,
through the Ministry of Finance, and reinforce the Ministry’s power of inspection
over the internal management of the Bank.
The Act’s revision was passed by the Cabinet
Council in March the following year and
enacted on May 24, 1962, after deliberation
by the Finance and Economy Committee
and the Legislation and Judiciary Committee in the Supreme Council.
This first revision was led by the Ministry of Finance while omitting the advisory
process of the Monetary Policy Board on the
government’s major monetary policies, as
stipulated in Article 82 of the Bank of Korea Act. The revision reduced the functions
of the Bank while expanding the scope for

First revision of the Bank of Korea Act (May 1962)
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government intervention in financial and
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monetary affairs, thereby damaging the

decision when a request for reconsider-

original legislative philosophy behind the

ation was turned down. Coupled with this

Bank of Korea Act, which sought to ensure

change, the number of Board members was

greater democracy in the financial system

increased from seven to nine, and the num-

and guarantee political neutrality. The key

ber of government-recommended members

changes in the first revision of the Bank of

was increased from two to five, while that

Korea Act were as follows.

of members recommended by non-govern-

First, Monetary Policy Board was renamed Monetary Policy Steering Commit-

ment organizations was reduced from three
to two.

tee and the roles of the board were scaled

Fourth, the Ministry of Finance ac-

back from formulating monetary, credit and

quired the right to examine the Bank of

foreign exchange policies, to establishing

Korea’s business, and its budget and closing

policies on the management of money and

statements now required approval by the

credit.

Cabinet Council before being authorized

Second, the functions of formulating

by the Monetary Policy Steering Commit-

foreign exchange policies and managing

tee. This shrank the autonomy of the Bank

foreign exchange affairs were transferred

of Korea’s internal management. Prior to

to the government, eliminating most of the

the Act’s revision, the President of Korea

articles concerning foreign exchange poli-

appointed the Bank’s Governor based on a

cy-making and foreign exchange businesses

motion by the Cabinet Meeting. Under the

of the Bank as stipulated in the Bank of Ko-

amended Act, the Prime Minister appoint-

rea Act. Under the amended Act, the Bank

ed the Governor following a second motion

of Korea was to heed the government's in-

from the Minister of Finance and subse-

structions when conducting negotiations

quent approval of the Cabinet Council. In

or transactions with international financial

addition, the right to appoint the Auditor

organizations.

was transferred from the Monetary Policy

Third, the right to make final decisions

Board to the Minister of Finance.

concerning monetary policies were reverted

Fifth, in consideration of the Bank of

to the government by allowing the Minis-

Korea’s status as the currency-issuing bank,

ter of Finance to request a reconsideration

its legal entity was changed from a govern-

of policies decided on by the Monetary

ment-invested special juridical person to

Policy Steering Committee, and empower-

a special juridical person with no capital.

ing the Cabinet Council to make the final

The ratio of the legal reserve was sharply
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reduced, from 25% of the annual surplus to

of the same year, despite opposition from

5%. Moreover, the amended Act established

the Monetary Policy Board, the government

grounds for the Bank of Korea’s direct sub-

revised the Korea Development Bank Act to

scription to government-guaranteed securi-

establish the Asset Management Corpora-

ties. In addition, the Bank Supervision and

tion (the predecessor of KAMCO) with the

Examination Department was renamed the

aim to allow the Korea Development Bank

Office of Bank Supervision, and the position

to acquire loans from the Bank and clear

of Deputy Superintendent of the Office was

bad loans of the Korea Development Bank.

newly created, while a procedure of con-

In May 1962, the government amended the

sultation between the governor and the di-

Banking Act to expand financial support for

rector general of the Office on the appoint-

commercial banks.

ment of high-ranking officers in the Office
was added, which was a move that served
to raise the status of the Office within the

2.

Countering the Stock Market
Crisis

Bank.
In addition, the government strength-

While the government sought aggres-

ened the government-led financial system

sive measures to foster the stock market

by establishing the Industrial Bank of Korea

after the May 16 Military Coup, the stock

in July 1961 and Kookmin Bank, which was

market became more active starting in the

dedicated to financing small loans, in Febru-

last quarter of 1961 due to the mass selling

ary 1962 as specialized banks, while revert-

of government-owned shares and capital

ing commercial banks’ shares under illegal
ownership in June 1961 to the government
and limiting the decision-making right of
major shareholders in commercial banks
to strengthening the government’s control
over commercial banks. In addition, the
credit operations of the Agricultural Bank
and the economy-related services of the National Agricultural Cooperative Federation
were consolidated in August 1961, and the
new entity was named the National Agricultural Cooperative Federation. In December
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The Daehan Securities Exchange at the time of the
1962 stock market crisis
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increases with consideration and bonus issues by listed companies. From March 1962,
the market saw an unprecedented level of

Stock Prices of the Daehan Securities Exchange1)
(won)

activity caused by speculative factors such
as bonus stock dividend expectations from
state-owned corporations, and an abnor-
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mal spike in stock prices. In addition, with
the enforcement of the Securities Exchange

Act in April 1962, the Daehan Securities Exchange was converted from a public entity
to a joint stock corporation and executed
capital increases, which caused stock market speculation to heat up based on shares
of the Daehan Securities Exchange. As the
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Note: 1) On a monthly basis
Source: Korea Financial Investment Association,
History of Development of Korea Stock Market, 1967

speculation worsened in May, the government increased the supply of equity, which
backfired and only served to fuel the speculative frenzy, ultimately resulting in the inability to make settlements, and a so-called
stock market crisis. The stock market crisis
was primarily caused by speculative transactions, but was also institutionally caused
by the clearing risk management system,
as it permitted purchases without financial
support and inadequate management of
payment resources in the stock exchange.
A shortfall in settlement funds began
in April 1962 when the stock market showed
signs of heating up. Accordingly, the Securities Exchange, which was legally responsible for settlement under the Securities

Exchange Act, required the Minister of Finance to provide funds for settlement, and
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People exchange currency after emergency monetary
measures were implemented in 1962 (Jun. 1962)
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after a series of controversies, the Monetary

won-denominated notes with a nominal

Policy Board approved 5 billion hwan as fi-

value of one-tenth of the hwan as legal ten-

nancial support for financial institutions at

der, while all hwan-denominated currency,

the credit ceiling in April, and additionally

as well as hwan-denominated promissory

23 billion hwan on May 30 to induce finan-

notes, checks and other means of payment,

cial institutions to support security financ-

held by all natural persons, legal persons and

ing. Despite these measures, there was yet

organizations, were decreed to be deposited

another failure to deliver on May 31, this

with financial institutions by June 17.

time to the value of 10 billion hwan, and the

The Monetary Policy Steering Com-

crisis was finally resolved on June 2, 1962,

mittee resolved to issue new banknotes of six

after the Monetary Policy Board urgently

types of won-denominated notes, consisting

provided additional support of 10 billion

of 1-, 5-, 10-, 50-, 100- and 500-won notes,

hwan on June 1.

on June 9, and the Bank started to supply the
new banknotes to the market from its Head

3.

Currency Reform of 1962 and
Implementation of Follow-up
Measures

Office, starting on June 10.
The exchanges of hwan-denominated
bills with payment instruments and deposits of bills during the currency reforms ac-

The military government promulgat-

cording to the reporting amounts were as

ed the Emergency Monetary Measure Act

follows. Small amounts less than 1 million

on June 9, 1962, and undertook emergency

hwan (equivalent to 100,000 won) account-

monetary measures the next day, June 10.

ed for 90.5%, and deposits exceeding 100

The purpose of this measure was to convert

million hwan (equivalent to 10 million won)

hoarded wealth into industrial funds re-

consisted of seven cases that added up to

quired for its Economic Development Plans,

1.2 billion hwan. It was found that the cash

and to absorb excess liquidity that had accu-

storage of excess liquidity was insignificant,

mulated as a result of its expansionary policy

unlike the government’s expectations.

in terms of fiscal and financial aspects after

As a follow-up measure, the govern-

the May 16 Military Coup, thereby eliminat-

ment on June 16 promulgated the Act on the

ing potential inflationary factors in advance.

Emergency Finance Measure on Currency

The government prohibited the circu-

Reform, under which all hwan-denomi-

lation and transaction of hwan-denomi-

nated amounts were converted to won-de-

nated notes starting on June 10, and issued

nominated amounts on June 18, and both
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FACTBOX

Implementation of the Currency Reforms of 1962
The currency reforms of 1962 were conducted without prior consultation with relevant officials, such as the Governor of the Bank of Korea. Pyongdo Min, the Governor
of the Bank of Korea at the time, was notified of the enforcement of the currency reform
measures when he received a telephone call and attended at an emergency meeting of
the Supreme Council for National Reconstruction at 7:30 p.m. on Saturday, June 9, 1962.
The government had secretly requested a British company under Thomas De La Rue to
manufacture new banknotes. The new banknotes that had been manufactured in the U.K.
arrived in a warehouse at Quay No. 2 at Busan Port, via Jinhae Port, and were delivered
to the main offices of the Bank of Korea across the country with the help of the military in
the presence of officers of the Korean Central Intelligence Agency and the Office of Bank
Supervision. Practical preparations for the implementation of the currency reforms, including laws pertaining to emergency monetary measures, briefings, institutional organization,
instructions and other necessary matters, were conducted by Jeongryeom Kim, Sugon
Bae, Byeongok Kim, and Jonggi An of the Bank of Korea, who were reported to have taken part in the work upon swearing the pledge, “I hereby vow to accept capital punishment
in case of a violation of confidentiality.”
Meanwhile, Byeonggyu Cheon, who was the Minister of Finance at the time, a former
Senior Deputy Governor of the Bank and a key figure in the currency reforms, resigned on
June 16, 1962, during the reform process, taking responsibility for the controversy caused
by the stock market crisis, together with Prime Minister Yochan Song.
Reference: The Autography Publication Committee to Commemorate the 70th Anniversary of Dongbak
Byeonggyu Cheon, A Heavenly Horse Frolics in the Meadows, 1988

new and existing deposits at financial insti-

tions and the shrinkage of industrial activi-

tutions were frozen in blocked accounts. In

ties around SMEs, overall economic condi-

addition, the government replaced funds in

tions were rapidly disrupted as an aftereffect

the blocked accounts with shares of the In-

of the currency reform, which compelled the

dustrial Development Corporation, which

government to ease the freezing of deposits.

was scheduled to be launched by June after

The Bank of Korea implemented emergency

the currency reform, and guaranteed an an-

loans using the blocked accounts as collater-

nual 15% dividend on the shares.

al, and abolished the credit ceiling on com-

With the paralysis of distribution func-
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mercial bill discounts, thus substantially in-
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creasing the money supply.

freeze, which signified that the currency re-

As financial institutions suffered from

form could no longer serve its purpose of us-

a lack of capital due to the imposition of a

ing hoarded wealth as industrial funds and

reserve requirement ratio of 100% for the

preventing inflation, and subsequently end-

blocked accounts, the Bank reduced the

ed in failure with adverse socio-economic

reserve requirement ratio for demand de-

effects. However, the reform did serve as the

posits from 14% to 10%, the legal minimum

starting point for identifying various meth-

rate, and retroactively applied the measure

ods of domestic capital mobilization, such

from June 1.

as fostering the financial market and finan-

On July 13, the government proclaimed

cial institutions, and beginning a savings

the Act on Special Measures for Blocked De-

encouragement campaign. In terms of the

posits under the Emergency Monetary Mea-

history of currency, the reform was mean-

sure Act, and completely lifted the deposit

ingful because the current won-denominat-

FACTBOX

History of Monetary Unit Changes
1678

Yang

Basic monetary unit in SangpeyongTongbo of 1678
[0.1 gwan = 1 yang = 10 jeon = 100 mun]

1886

Won

Circulated from 1886 and became legal tender with
the currency ordinance of 1901 (5th year of Gwangmu) (1 won = 100 jeon), referred to as won or hwan.

1911

Won

Circulated when the Bank of Joseon was founded
in 1911 and continued to be used after Korea’s liberation in 1945.

1953

Hwan

Circulated when monetary measures were implemented in 1953.

1962

Won

Circulated when monetary measures were implemented in 1962 and continues to be used today.
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ed currency was introduced, and intaglio
printing technology was applied to 100- and
500-won notes for the first time.
Meanwhile, the massive liquidity boom
stemming from the expansion of the money
supply and the complete lifting of the freeze
on deposits, coupled with the psychological
reaction to the new currency, led to another round of high inflation. In response, the
Bank increased the reserve requirement ratio again, two times in July and September
of the same year, and reinstated credit ceiling systems on commercial bills when the
government restarted a fiscal stabilization
plan to push ahead with strong austerity
measures in April 1963.
Such an austerity stance in the monetary and credit policies was alleviated when
financial support for the export industry
sector was reinforced with the rationalization of exchange rates on May 3, 1964, but
continued until the rationalization of interest rates in September 1965.
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3.2

Rapid Economic Growth and
Establishment of a GrowthOriented Financial System

1.

2.

3.

Mobilization of Domestic
Capital Through the
Rationalization of Interest
Rates

Establishment of the Policy
Financing System

Expansion of Financial
Intermediate Infrastructure
with Bank Establishment

With the start of the Five-Year Eco-

tempt to deal with the reduction in aid, the

nomic Development Plan, the government

government pushed ahead with aggressive

pressed ahead with an aggressive export

foreign capital attraction policies, such as

promotion policy to ensure the balance of

revising legislation on foreign capital attrac-

payments as a pivotal point in attaining a

tion in 1962 and signing a standby credit fa-

self-reliant economy. Nonetheless, the wid-

cility arrangement with the IMF in March

ening spread between the official and the

1965.

market exchange rates led to a huge increase

Under the government’s growth-ori-

in imports, worsening the trade balance

ented policies through expanded exports,

and foreign currency liquidity. In response,

the Bank, in September 1965, executed the

on May 3, 1964, the government adjust-

rationalization of interest rates through

ed the official won/U.S. dollar rate upward

the recovery of interest rate functions and

from 130 won to 255 won to the dollar and

switched its liquidity management from di-

abolished the fixed exchange rate and intro-

rect to indirect regulations with the inten-

duced a single floating exchange rate system

tion of building a basis for domestic capital

on March 22, 1965. In addition, in an at-

mobilization and promoting financial nor-
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malization. In addition, the Bank improved

ment of a balanced budget in fiscal aspect

various policy-based systems to support ex-

while promoting private savings through

port industries, key industries, and SMEs

the realization of interest rates in financial

with limited financial funds, while reform-

aspect. Such policy changes were consistent

ing and expanding the financial system to-

with domestic capital mobilization mea-

gether with the government, including the

sures proposed by the Bank for stable eco-

new establishment of regional and special-

nomic growth, which was a task highlighted

ized banks. Due to such policy implemen-

by U.S. aid authorities.

tations, the Korean economy continued its

With the amendment of the Interest

rapid economic growth rate of 10% per year

Rate Limit Act in September 1965, legal

or higher in the late 1960s.

maximum interest rates were raised sharply
from 20% per annum to 36.5%, and accord-

1.

Mobilization of Domestic Capital

ingly, the Bank of Korea significantly raised

Through the Rationalization of

lending and deposit rates at financial insti-

Interest Rates

tutions on September 30 to promote savings
and to reasonably distribute funds through

While foreign capital as a resource for

the restoration of interest rate functions.

the Economic Development Plans was se-

With the rationalization of interest

cured through loans, the procurement of

rates, all types of lending rates were sharp-

domestic capital was limited due to the low

ly raised, such as lending rates on general

volume of savings caused by low income

funds, which increased from 16% per an-

levels and high inflation, in addition to low

num to 26%, with the exception of export

bank interest rates. Under the circumstanc-

financing and agricultural lending. In the

es, the pursuit of economic development

case of deposit rates, the maximum rate on

propelled by the swelling volume of fiscal

one-year time deposits was increased from

investment and lending under a fiscal defi-

15% to 30% annually, higher than the maxi-

cit and increased credit extension by banks

mum rate of lending rates, and other deposit

only led to the soaring of prices and deteri-

rates were upwardly adjusted for each peri-

oration of the balance of payments.

od based on the rate on time deposits as a

In response, the government sought a

ceiling.

policy shift toward securing funds for in-

Having deposit rates set higher than

dustrial development by preventing exces-

lending rates led to negative margins in the

sive money supply through the establish-

interest rate system, reflecting the intent to
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promote a breakthrough in the urgent goal

pansion of the roles of finance in the econo-

of increasing domestic capital mobilization,

my through the expansion of financial sav-

despite the moderate financial distortion.

ings and a balance between the supply and

Under this negative interest rate system,

demand of funds while restoring the price

savings deposits at financial institutions

function of interest rates to some extent.

sharply increased, while their financial con-

The Bank of Korea shifted its regulato-

ditions deteriorated, and the Bank compen-

ry approach from direct to indirect control

sated for the deficits at financial institutions

as interest rate functions were restored and

by granting them an interest rate of 3.5% on

as a base for financial normalization was set

their reserve requirements from October

by the rationalization of interest rates. On

1965 to March 1966.

September 30, 1965, the Bank abolished the

Meanwhile, the lending rates at spe-

credit ceilings, adopted the reserve require-

cialized banks financed by government

ment policy as the primary instrument of

funds were also partially increased between

its monetary and credit policy and decided

late September and early October, along

to use rediscount volume adjustments and

with the rationalization of interest rates.

the transaction of Monetary Stabilization

However, as the increase in their lending

Bonds for short-term liquidity adjustments.

rates fell short of the increase in lending

After the rationalization of interest

rates at other financial institutions, the in-

rates, the money supply rapidly rose largely

terest rate gap between policy financing and

based on overseas sectors due to the sharp

general financing widened further. This

increase in foreign capital stemming from

also caused speculative demand or excess

the growth in exports and the spread be-

demand for various types of policy financ-

tween domestic and international interest

ing from the Korea Development Bank and

rates. The Bank subsequently raised the re-

lessened the effects of the rationalization of

serve requirement ratio substantially from

interest rates.

10% to 15% for long-term savings deposits,

Consequently, the rationalization of

and from 16% to 35% for demand deposits

interest rates on September 30 entailed

in December 1965 and February 1966, re-

problems, such as added pressure on the

spectively. As a complementary measure

profits at financial institutions arising from

followed by the increase in the reserve re-

the negative interest rates and excessive

quirement ratio, the Bank also issued MSBs

corporate burdens due to the high interest

in March for commercial banks to absorb

rates, but ultimately contributed to the ex-

excess liquidity in the market.
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FACTBOX

Monetary Stabilization Accounts
Monetary stabilization accounts emerged from special accounts or special deposits
used in countries such as the U.K., Italy, Australia and Finland, and the establishment of
such accounts was conceived in Outline of Report on Financial Development in Korea,
authored by Professors J. G. Gurley and E. S. Shaw of Stanford University and H. T. Patrick of Yale University. Based on the report, the Bank of Korea conducted a wide-ranging
examination and review of the systems found overseas and established its monetary stabilization accounts. This is because the operation of a monetary stabilization account was
deemed to serve functions comparable to open market operations in an environment with
insufficient conditions for actual open market operations, as an effective alternative for
short-term liquidity adjustments.
In discussions about the introduction of monetary stabilization accounts, some
raised concerns that there was no legal basis for the establishment and operation of
such an account under the Bank of Korea Act, but the adoption of the new accounts was
passed on the basis of inclusive authority over financial policies under Article 7 of the Bank
of Korea Act. The grounds for the establishment of the monetary stabilization accounts
were stipulated in Article 92 of the fourth revision to the Bank of Korea Act in 1977.

Despite such measures, liquidity con-

operations. Interests were paid for amounts

tinued to rise and the Bank increased the

in the monetary stabilization account, while

ceiling on the issuance of MSBs in April and

disregarding the amounts marked as the

September 1966, and then introduced the

reserve requirement, and the marginal re-

marginal reserve requirement in October

serve requirement was suspended when the

that year, and established monetary stabili-

account was established.

zation accounts in March 1967, all as a way

In a bid to resolve problems stemming

to supplement conventional policy instru-

from negative interest rates and to allevi-

ments in an attempt to flexibly respond to

ate the excessive burden of interest rates on

the imbalance between the supply and de-

companies, the Bank lowered financial in-

mand of short-term funds.

stitution lending and deposit rates in April

A monetary stabilization account was

and October 1968, and in June 1969.

comparable to the reserve requirement in

Meanwhile, with the signing of a

nature, but had similar effects on open mar-

Stand-by Credit Agreement with the IMF

ket operations through short-term transfer

in March 1965, specific targets for mone-
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A National Assembly Inspection conducted in a meeting room of the Monetary
Policy Steering Committee (Dec. 1969)

tary indicators were decided in consultation

Trade financing began in full swing

with the IMF. Thus, indicators to be regu-

with the enactment of the Regulations on

lated were changed from the existing mon-

Export Financing in February 1961, and be-

ey supply (formerly M1) to the net domestic

came a major financing instrument for ex-

assets of the central bank (1966 to the first

port-driven growth by applying prime rates

half of 1969), the reserve money (second half

and expanding eligibility. In October 1966,

of 1969), and the domestic credit of financial

exports under pre-export conditions, in-

institutions (1970-1982), based on which the

cluding trade without a letter of credit, such

government formulated its fiscal stabiliza-

as Documents against Payment (D/P) and

tion plan.

Documents against Acceptance (D/A), were
added to exports as eligible targets for trade

2.

Establishment of the Policy

financing, and domestic producers supply-

Financing System

ing commodities for export were included
in companies eligible for trade financing in

The Bank of Korea used the trade fi-

November 1969.

nancing and commercial bill rediscount

Meanwhile, the Bank established the

system as financial support instruments as

Foreign Currency Lending Regulations to

part of industrial policies in order to boost

supply the foreign currency needed for im-

the Economic Development Plans.

porting raw materials for acquiring foreign
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currency, and equipment and materials for

classify companies eligible for rediscounts

major industrial facilities in May 1967, and

into integrated industries, key commodity

in June instituted the Regulations on Import

distribution industries, and region-specific

Financing with the aim of easily importing

industries, and set a rediscount ceiling for

major domestic materials for price stabiliza-

each business type in integrated industries.

tion. In addition, the Bank established the

Meanwhile, in April 1965, the Manda-

Lending Regulations on Funds for Produc-

tory Ratio of Loans to SMEs was introduced

ing Raw Material for Export to promote the

for the first time with the aim of lessening

domestic production of raw materials for

the fund supply burden at SMEs, which

export, and the Lending Regulations on Ex-

were suffering from a lack of credit ratings

port Preparation Fund of Agricultural and

and collateral.

Fishery Products to increase exports of agricultural and fishery products in May and
September 1969, respectively.
The commercial bill rediscount system

3.

Expansion of Financial
Intermediate Infrastructure with
Bank Establishment

came into use as a vehicle for policy financing with the characteristic of an automatic

Due to the stabilization policies, the

rediscount, due to the fact that the commer-

Korean economy saw a decline in inflation

cial bill discount ceiling and discount peri-

starting in 1965 and a high growth rate of

od for the same person were expanded by

12.0% in 1966. The Bank and the government

the Commercial Bill Discount Regulations

aggressively pushed ahead with the estab-

in February 1968. This reflected the situa-

lishment of new financial institutions, such

tion at the time where financial institutions

as specialized banks and regional banks, to

relied heavily on lending from the central

sustain such rapid economic growth.

bank due to chronic excessive demand for

In January 1967, the Korea Exchange

funds and, accordingly, a continuous short-

Bank was established to be mainly responsi-

age of the reserve requirement. The Bank

ble for foreign exchange operations through

instituted the Special Lending Regulations

funding from the Bank of Korea, and retail

on Blue-chip Companies in February 1970

banking operations including foreign ex-

to provide automatic rediscounts for blue-

change and export and import operations,

chip companies up to a set limit, and es-

which had previously been handled by the

tablished the Commercial Bill Rediscount

Bank of Korea, were transferred to the Ko-

Regulations in April of the same year to

rea Exchange Bank, along with the transfer
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of 681 staffs.

and the National Agricultural Cooperative

In March 1967, the Housing Savings

Federation. However, the revision of the

Trust was established to be exclusively re-

Bank of Korea Act was against the advisory

sponsible for housing financing by taking

comments of the Monetary Policy Steering

over housing funds, which had been han-

Committee. Through a government advi-

dled by the KDB. The Housing Savings

sory report, the the Steering Committee at

Trust, with 10 billion won as capital, was re-

that time pointed out that it was not desir-

named the Korea Housing Bank in January

able to apply a different reserve requirement

1969 and began to handle general deposit

ratio to a specific financial institution, con-

and lending operations within a limited

sidering the fact that the original functions

scope.

of the reserve requirement were the protec-

In October 1967, to stimulate regional

tion of depositors and as a credit control

banking and subsequently promote region-

instrument. In addition, the Committee

al economic development, Daegu Bank and

noted that demand for specialized funding

Busan Bank were established as fully pri-

at a specific financial institution can be cov-

vately-owned regional banks. They were fol-

ered by government funds or loans from the

lowed by Chungchong Bank and Kwangju

Bank of Korea.

Bank in 1968, Jeju Bank, Kyungki Bank, and

In December 1968, the Korea Trust

Jeonbuk Bank in 1969, Kangwon Bank and

Bank was founded to specialize in trust

Kyongnam Bank in 1970, and Chungbuk

operations. Established under the Banking

Bank in 1971.

Act, the Korea Trust Bank was exclusively

In July 1968, the third revision of the

responsible for trust operations, which had

Bank of Korea Act established legal grounds

been handled by nationwide banks, and un-

for the application of different minimum

dertook general lending and deposit opera-

reserve requirement ratios to each financial

tions within a limited scope.

institution in order to grant agricultural

Furthermore, Chase Manhattan Bank

cooperatives and the National Agricultural

from the U.S. established a branch office in

Cooperative Federation lower reserve re-

Korea in May 1967, followed by First Na-

quirement ratios than other financial insti-

tional City Bank and Bank of America from

tutions. This amendment was designed to

the U.S., and by Tokyo Bank and Mitsubishi

expand the supply of funds for agricultur-

Bank from Japan in the same year. Char-

al purposes and to improve the revenues

tered Bank of the U.K., which entered Korea

and expenses of agricultural cooperatives

in February 1968, was among other foreign
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eign Exchange Bank temporarily handled
operations until the Export-Import Bank of
Korea was formally founded in July 1976.
In September 1968, the Korea Devel-

opment Bank Act was revised to increase
its capital from 20 billion won to 70 billion
won and to enable financial support for general industries as well as key industries. In
August 1969, its capital was increased to 150
Signing ceremony to establish the Korea Foreign
Exchange Bank (Jan. 1967)

billion won, and the function of managing
invested companies was added. The Indus-

trial Bank of Korea Act and the Kookmin
banks that subsequently opened branches in

Bank Act were amended in March and July

Korea.

1968, respectively, to increase their capital.

Meanwhile, the financial system was
restructured in line with the rapid opening
of the economy in the mid-1960s, owing to
the rapid rise in exports and foreign capital inflows. In February 1967, nationwide
banks, which were class-B foreign exchange
banks operating only domestic foreign
exchanges, were promoted to class-A foreign exchange banks covering all foreign
exchange operations, which allowed them
to directly conclude foreign exchange contracts with foreign financial institutions and
undertake foreign exchange operations with
both domestic and foreign customers. In
May 1969, the National Agricultural Coop-

Approval to establish a Korean branch of the U.S.’s
Chase Manhattan Bank (Apr. 1967)

erative Federation started to handle class-B
foreign exchange operations. In July of the
same year, the Export-Import Bank of Ko-

rea Act was established, and the Korea For-
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3.3

Stabilization Measures around
1970

The Korean economy experienced a

reserves. In 1970, it also switched from indi-

high economic growth rate of between 13%

rect monetary control, which regulates the

and 14% in 1968 and 1969. As part of this

monetary supply through the adjustment of

process, owing to the sharp increase in the

the reserve money, to direct monetary con-

money supply, prices skyrocketed, centered

trol, regulating the domestic credit of finan-

on consumer prices, and the current account

cial institutions.

deficit widened, indicating signs of econom-

Although the economic overheating

ic overheating. In response, from late 1969

cooled down in the 1970s due to the govern-

to early 1971 the government moved to cool

ment’s comprehensive stabilization measures,

down the economy by implementing com-

including curbing foreign capital inducement

prehensive stabilization measures across all

and reducing government expenses, and the

economic sectors. The Bank of Korea like-

Bank’s tightening monetary and credit pol-

wise tightened its monetary and credit policy

icies, economic growth declined to around

stance.

10% due to uncertainties in the international

During the first half of 1968, the Bank

monetary system.

of Korea had imposed lending ceilings and

In 1971, the U.S. devaluated its dollar,

rediscount ceilings on commercial banks to

coupled with an emergency measure to stop

regulate their lax credit operations. Start-

the convertibility of U.S. dollars into gold,

ing in July 1969, the Bank demonstrated its

due to chronic current account deficits, and

stern tightening stance by imposing penal-

some countries, including France, switched

ties on banks that were holding inadequate

to a floating exchange rate. Under the cir-
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ic recessions in major advanced countries
and the rise of protectionism, the growth of
global trade contracted accordingly.
Considering such domestic and foreign
economic conditions, the Bank of Korea
began to ease its tightening monetary and
credit policy by lowering financial institution deposit and lending rates, adjusting
A Monetary Policy Steering Committee meeting
around 1970

their reserve requirement ratio, and reinforcing selective financial assistance with-

cumstances, the status of the U.S. dollar as

out impeding stable economic bases. Fol-

the key international currency became un-

lowing an institutional reorganization to

stable and the international currency evalu-

promote the use of commercial bills in 1970,

ation system was disrupted. With econom-

the Bank lowered the maximum deposit and

The 11th Governor of the Bank of Korea, Sungwhan Kim, and former governors (Oct. 1970)
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lending rates at financial institutions and its
own lending rates by 150 basis points to 200
basis points, and reduced the average reserve requirement ratio for financial institutions from 21% to 13% over two adjustments
in 1971. In particular, after August 1971,
the Bank strongly backed export financing,
including the extension of lending periods,
the increase in per-dollar loan prices, and
the expansion of financing for domestic
raw materials, in response to foreign market
changes caused by the emergency economic measures of the U.S., i.e., the suspension
of the convertibility of the U.S. dollar into
gold.
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Chapter 4.
Financial and Economic
Stabilization During
the High-Growth
Period and Response
to the Impacts of Oil
Crises (1972-1979)

4.1 Stabilization of the Banking
System and Promotion of Financial
Efficiency
4.2 Recovery From the First Oil Crisis
and Support for the Advancement
of Industrial Structure
4.3 Economic Stabilization Efforts in the
Mid-to-Late 1970s

The Korean economy continued its high growth in the 1970s, but this created a myriad of challenges.
In addition, a series of international oil crises posed significant difficulties to the Korean economy.
Korea had experienced sustained rapid growth since the mid-1960s, but because of deficiencies
in the institutionalized financial sector, the bulk of lending was being conducted through the private curb
market. This caused corporate financial structures to continually deteriorate. The government reacted by
implementing the Emergency Decree for Economic Stability and Growth, the so-called August 3 Emergency Economic Measures in 1972, “to relieve the corporate sector of the usurious lending rates in the
private money market.” Along with the August 3 Emergency Economic Measures, the government also
enacted three pieces of legislation in 1972 to incorporate the curb on grey market lending into the organized financial sector: the Short-Term Financing and Banking Act, the Mutual Savings and Finance
Company Act, and the Credit Union Act. It also enacted the merchant banks Act to lay the ground for the
establishment of a variety of non-bank financial institutions, and passed the Initial Public Offering Promotion Act to further the development of the capital market, with the aim of growing the financial industry and
diversifying the financial sector.
Since the August 3 Emergency Economic Measures were put in place, the Korean economy strove
to nurture the heavy and chemical industries in a bid to advance its industrial structure, but the first oil
crisis in late 1973 plunged the nation into severe difficulties. Against this backdrop, major policies became
concentrated on the urgent need to overcome the oil crisis, and, subsequently, efforts to develop the
heavy and chemical industries only began in earnest in 1975.
After 1976, the economic recovery in developed countries ushered in another era of rapid economic
growth in Korea. In particular, in 1977, exports exceeded 10 billion U.S. dollars and its current account
registered a small surplus. The current account surplus at the same time led to an increase in the money
supply, however, which, in turn, gave rise to adverse effects, such as real estate speculation and overheating in the stock market.
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The Bank of Korea exerted its utmost efforts to mitigate the side-effects of rapid growth and the
impact of the first oil crisis, as well as to consolidate the foundation of sustainable growth.
By the 1970s, the Bank recognized the need to ensure the stability of the financial system and the
development of the financial sector, for the sustainable development of the Korean economy. Along
with support for the smooth implementation of the August 3 Emergency Economic Measures, the Bank
facilitated the improvement of the structure of nationwide banks as the backbone of the financial system, and sought to enhance financial efficiency.
During the first oil crisis, in a bid to reduce its impact, the Bank strove to address the upward pressure on prices and devised ways to effectively utilize its limited resources. The Bank also exerted its
utmost efforts to ensure sufficient financing and management of foreign funds. Later, the Bank actively
supported to the government’s initiative to nurture the heavy and chemical industries.
As the Korean economy returned to the fast growth track in the mid- and late 1970s, the Bank
operated its policy with a focus on economic stability to mitigate inflationary pressures. In particular, as
the money supply soared rapidly during this time, and the importance of managing liquidity was highlighted, the Bank overhauled related systems with the aim of enhancing policy efficiency.
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4.1

Stabilization of the Banking
System and Promotion of Financial
Efficiency

1.

2.

Normalization of Bank Management and
Support for the August 3 Emergency
Economic Measures

Enhancement of Financial Efficiency

The chronic funds shortage that oc-

the banking system and enhance financial ef-

curred in the course of Korea's high econom-

ficiency. In a bid to mitigate the risks facing

ic growth since the mid-1960s resulted in the

the banking system, the Bank concentrated

accumulation of potential risks. The expan-

its efforts on solving non-performing loans,

sion of lending through the private curb mar-

the main culprit for the worsening banks’

ket spawned outside of the institutionalized

revenue and expense bases. Since the August

financial sector and Non-performing loans

3 Emergency Economic Measures were an-

mounted in the institutionalized financial

nounced in 1972, the Bank sought to proper-

sector. This was attributed to the fact that,

ly implement those measures and minimize

as nationwide banks not only handled their

their side-effects, thereby contributing to the

original function of short-term commercial

rapid stabilization of the financial system.

financing, but also engaged in a range of pol-

For the enhancement of financial efficiency,

icy financing and development financing,

the Bank established systems and practices

they failed to properly respond to a changing

that were appropriate for the scale of the Ko-

environment. Under these circumstances,

rean economy.

the Bank of Korea strove to alleviate risks in
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1.

Normalization of Bank

sible for the clearance of non-performing

Management and Support

loans, and the enactment of “The Guidelines

for the August 3 Emergency

for Financial Institutions’ Resolution of

Economic Measures

Non-performing Loans.” In the meantime,
the government planned the phased privat-

The Bank of Korea actively pursued a

ization of nationwide banks as an essential

series of measures to normalize bank man-

step to rationalize their management, and

agement during the early 1970s, which were

sold government holdings to the private sec-

launched as part of comprehensive stabili-

tor when the Commercial Bank of Korea in-

zation measures that the government had

creased its capital in February 1973.

implemented in late 1969.

After the announcement of the Au-

First of all, the Bank formulated “eight

gust 3 Emergency Economic Measures in

principles for innovation of financial busi-

1972, in a bid to facilitate the implementa-

ness” in 1970, and instructed financial insti-

tion of the measures in the financial sec-

tutions to improve the liquidity and efficien-

tor, the Bank stipulated the Regulations on

cy of bank assets through the sale of equity

the Lending Business for Special Financial

in companies under their management, and

Measures. Under these regulations, the

established the principle of evaluating a fi-

Bank underwrote special financial bonds

nancial institution’s achievements based on

issued by financial institutions at 5.5% per

its performance. In 1971, the Bank strongly

annum and set up a special account to al-

recommended that banks clear non-per-

low financial institutions to deposit their

forming loans from their books and liqui-

short-term loans, which were retrieved

date insolvent companies, and also urged

through the revolving line of credit as long-

financial institutions to shed assets held for

term low-interest loans, thereby preventing

non-business purposes.

excessive monetary expansion. With the

In particular, in 1972, the Bank in-

revisions of the maximum interest rates ap-

structed financial institutions to transition

plicable to loans and deposits of financial

to a management system focusing on asset

institutions and interest rates applicable to

soundness and profitability through the

the Bank of Korea, the Bank lowered the

evaluation of bank management, and estab-

general loan interest rate and term depos-

lished a system of addressing non-perform-

it rate by 350 basis points and by 480 basis

ing loans, entailing the creation of the Credit

points, respectively, which registered the

Management Office to be exclusively respon-

biggest reduction in interest rates for finan-
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cial institutions since September 1965, when
interest rates were reset to correspond with

2.

Enhancement of Financial
Efficiency

actual rates.
In addition, the Bank supplied short-

Along with the normalization of bank

term funds amounting to 86.9 billion won

business operations, the Bank of Korea

through financial institutions from August

strove to develop new credit facilities. This

7 through to the end of the year, to ease the

move was intended to establish financial

fund shortages expected to impact SMEs in

transaction systems suitable for the scale of

the wake of the settlement of all outstanding

the Korean economy, as well as to improve

private curb-market borrowings.

company financial structures, which would

FACTBOX

August 3 Emergency Economic Measure
The government’s “Emergency Decree
for Economic Stability and Growth,” which
was referred to as the “August 3 Emergency
Economic Measures,” was devised to reduce the liabilities of companies arising from
the repayment of the principal and interest,
which heavily impacted businesses, thereby improving their financial structures and
stimulating investment, and in turn establishing the groundwork for stable economic
growth. These measures entailed businesses reporting all private loans, transitioning
to a new claim-obligation relationship (ad-

Minister of the Economic Planning Board Wanson Tae
holding a press conference to explain the August 3
Emergency Economic Measures (Aug. 1972)

justment of private loans), rewriting of some
short-term loans granted by financial institutions to businesses as long-term low-interest loans, issuance of special financial

bonds by financial institutions for this purpose, and the Bank of Korea’s underwriting of
the said bonds (special financing). In addition, five economic initiatives were implemented
as supplementary measures, including a sharp reduction in the interest rates charged by
financial institutions and the maintenance of inflation rates within the range of 3%.
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in turn be instrumental in stabilizing the
banking system. Accordingly, the Bank introduced a range of credit facilities, such as
preferential treatment for blue-chip companies, and a corporate credit rating system.
In February 1970, the Bank established
a credit line to automatically extend credit
to blue-chip companies that achieved high
performance in terms of transactions and
management, and in 1971 institutionalized

term loans that allowed for the repayment
of medium- and long-term loans in installments by enacting the Regulations of Medi-

Comprehensive Report on the August 3
Emergency Economic Measures

um- and Long-term Loans for Installment
Repayment. As part of efforts to back up
these initiatives, the Bank introduced a me-

rate financial structures. Since the overhaul

dium-term deposit scheme with a maturity

of the commercial bill rediscount system in

of at least two years.

1970, the Bank divided companies eligible

After the August 3 Emergency Eco-

for a rediscount into two categories: gen-

nomic Measures were announced in 1972,

eral and preferential. It offered preferential

the Bank adopted a revolving loan ceiling

treatment in the setting of credit limits and

system to enhance the availability and ef-

interest rates for preferential companies.

ficiency of the money supply and foster a

Such preferential support was later expand-

healthy financial climate. In particular, the

ed.

Bank introduced a corporate credit rat-

Meanwhile, export financing systems,

ing system in September of the same year

the core of policy financing, were restruc-

to enhance financial institution autonomy

tured. The Bank consolidated applicable

in capital operations, while discouraging

rules and regulations on export financing in

collateral-based lending and incentivizing

1972, which had been dispersed in various

them to increase credit-based lending.

forms, to promote the effective operation

In addition, the utilization of the com-

of the export financing system. It expanded

mercial bill rediscount system was instru-

the scope of export financing to cover both

mental in inducing improvements in corpo-

post-shipment and pre-shipment financing
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FACTBOX

Establishment of Non-Bank Financial Institutions
and Development of the Capital Market
The government pressed ahead with the establishment of non-bank financial institutions to promote the diversification of Korea’s financial structure. This process led to the
establishment of investment and finance companies, mutual savings and finance companies, and cooperatives unions, such as credit unions, community credit cooperatives and
mutual finance facilities. These were all pursuant to the Short-Term Financing and Banking
Act, the Mutual Savings and Finance Company Act or the Credit Union Act, which were
enacted with the intention of incorporating the existing private lending facilities into the organized financial sector. Subsequently, pursuant to the Facility Leasing Industry Promotion
Act of 1973, the Securities Investment Trust Business Act of 1969 and the merchant banks
Act of 1975, facility leasing companies and securities investment trusts were established in
1974, followed by merchant banks in 1976.
Meanwhile, the Credit Guarantee Fund was set up in 1976 in pursuant to the Credit
Guarantee Fund Act, which was enacted in 1974 to unify the fragmented credit guarantee
system.
The government also promoted the structural improvement of the capital market by
enacting the Initial Public Offering Promotion Act of 1972 and revising the Promotion of
the Capital Market Act. As the capital market shrank in the wake of the first oil crisis, the
government carried out the May 29 Special Measures to improve corporate disclosure
and corporate restructuring in 1974. Encouraged by these measures, the Korea Finance
Federation strove to promote the initial public offering of affiliated companies and regulate
the reckless expansion of companies dependent on credit financing, while it concluded a
credit management agreement for the interlinked business groups with the aim of creating
a healthy corporate climate.
Initial Public Offering
Promotion Act

Laws

Short-Term Financing
and Banking Act
Promotion of
the Capital
Market Act

Financial Companies

1968

Securities
Investment Trust
Business Act

1969

Mutual Savings and
Finance Company Act
Credit Union Act

1972

Credit Unions
Community Credit Cooperatives
Mutual Finance

National Investment
Fund Act
Facility Leasing Industry
Promotion Act

Credit Guarantee
Fund Act

1973

1974

Merchant
Banks Act

1975

1976

Investment and
Finance Companies

National
Investment Fund

Merchant Banks

Mutual Savings and
Finance Companies

Facility Leasing
Companies

Credit Guarantee
Fund

Investment Trust
Companies
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in 1973, and enacted the Regulations on

ance of higher-denomination notes with the

Equipment Financing for Export Industries

aim of enhancing the efficiency of econom-

to provide long-term low-interest equip-

ic activities and financial transactions. The

ment financing for export industries. Fur-

Bank first issued banknotes in denomina-

thermore, the Bank improved the method of

tions of 5,000 won and 10,000 won on July 1,

issuing MSBs and, for the first time in 1973,

1972, and on June 12, 1973, respectively, and

MSBs were issued through an open compet-

of 1,000 won on August 14, 1975.

itive bidding process.
First Issuance of Banknotes in Higher
Denominations

The Bank of Korea pursued the issu-

5,000-won banknote (Jul. 1, 1972)

10,000-won banknote (Jun. 12, 1973)

1,000-won banknote (Aug. 14, 1975)
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4.2

Recovery From the First Oil Crisis
and Support for the Advancement
of Industrial Structure

1.

2.

Recovery from the First Oil Crisis

Support for the Development of Heavy
and Chemical Industries

In 1973, the government set out to devel-

ance of Payments and Economic Recovery

op the heavy and chemical industries based

in December of the same year, focusing its

on the assessment that light industry-driven

policy capabilities on stabilizing livelihoods

industrial development had reached its in-

and economic recovery. Nevertheless, the

herent limits in sustaining economic growth

economy of Korea heavily deteriorated. The

and promoting exports. However, as the

average annual economic growth rate and

first oil crisis erupted in the wake of war in

consumer price inflation recorded 8.7%

the Middle East in October 1973, measures

and 24.8%, respectively, in the period from

to foster the heavy and chemical industries

1974 to 1975, compared to 14.9% and 3.2% in

could only be implemented in earnest after

1973, respectively.

the oil crisis was dealt with. In response to

Due to the first oil crisis, the Bank of

the first oil crisis, the government carried

Korea faced various policy challenges that

out the Presidential Emergency Measure to

it had not experienced before, as typical

Stabilize the National Economy in January

signs of stagflation began to appear, includ-

1974 and the December 7 Special Econom-

ing surging inflation, an economic down-

ic Measure for the Improvement of the Bal-

turn and a deterioration in the balance of
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payments. Accordingly, the Bank of Korea

addition, the Bank of Korea raised the inter-

offered selective financial assistance by in-

est rate on savings deposits in January 1974

troducing the Sector-based Lending Pro-

to encourage savings, thus absorbing any li-

hibition System, and raised deposit rates in

quidity in the market to reduce inflationary

order to cope with inflationary pressures. In

pressures. In May and August of the same

addition, while striving for the stabilization

year, the Bank introduced negotiable time

of the foreign exchange sector, the Bank also

deposits and comprehensive household de-

expanded policy financing in order to spur

posits, respectively. In 1975, it raised the in-

on economic recovery. With the oil crisis

terest rate as well as the reserve requirement

settled, the Bank of Korea began to provide

ratio on some savings deposits.

support to nurture the heavy and chemical
industries in various ways.

Rapid deterioration in Korea’s balance
of payments raised the urgent need for effective fundraising and management of re-

1.

Recovery from the First Oil

serves for external payments. Under these

Crisis

circumstances, starting in 1974 the Bank
borrowed a total of 342 million SDRs from

As the oil crisis raised the need to con-

the IMF, including 20 million SDRs of gold

trol aggregate demand in the financial sec-

tranches, credit tranches, compensation fi-

tor, the Bank of Korea institutionalized the

nancing, and oil facilities. In 1975, the Bank

Rules on Selective Credit for Financial In-

also concluded a 200-million-U.S. dollar

stitutions in January 1974 to channel more

bank loan agreement with a syndicate of

funds into areas that were highly produc-

international banks, and drew down this

tive and linked to everyday needs, while re-

loan on three occasions. The Bank deposit-

stricting banking institutions from expand-

ed some of these funds with domestic for-

ing credit for unnecessary or non-urgent

eign exchange banks, to enhance their cred-

purposes, if possible. Based on these rules,

ibility in international financial markets,

the Sector-based Lending Prohibition Sys-

and allowed them to use the funds to make

tem was introduced, and as a result, banks

time deposits at foreign financial institu-

became barred from extending loans for the

tions. The Bank deposited the remainder at

purchase of land (excluding land for build-

foreign financial institutions that conduct-

ing residences for the general public) or re-

ed foreign exchange transactions with the

stricted from providing loans for businesses

Bank. In addition, both the ceiling and the

such as entertainment or jewelry sales. In

yield on foreign exchange swaps, which were
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tial treatment in terms of interest rates, and
encouraged financial institutions to expand
their overseas branches.
In response to the economic downturn,
the Bank reinforced export support financing by raising the average loan price and
granting preferential loan interest rates. In
Queues to purchase fuel during the first oil crisis
(Oct. 1973)

addition, as a way to promote commercial
bill discounts, the commercial bill stamp

system was introduced in April 1975, in
originally introduced for a limited purpose

which the ceiling for the bill presenter was

to provide Korean-won funding to domestic

not applied when the bills were issued by en-

branches of foreign banks, were flexibly ad-

terprises eligible for preferential treatment

justed from 1974 onward in order to utilize

and stamped by recommended banks. From

these swaps to raise foreign currency funds.

October of the same year, the existing com-

Furthermore, the Bank guaranteed the pay-

mercial bill discount mechanism was reor-

ment of the principal and interest for for-

ganized to shift the focus from the bill pre-

eign currency deposits, provided preferen-

senter to bill issuer, promoting discounts on
bills issued by enterprises with high credit-

Change in Loans Extended by the Bank
of Korea in the 1970s

to ensure that foreign exchange banks were

7,000

5,000
4,000

Meanwhile, the Bank raised the interest rate ceiling on loans in foreign currency

(100 million won)
6,000

worthiness and sound financial structures.

Export support financing

able to smoothly raise and manage foreign

General loans1)

currency funds, and set the interest rate on

Commercial bill discount

foreign currency lending by adding the in-

3,000

terest rate gap to the six-month London In-

2,000

terbank Offered Rate (LIBOR) on a monthly

1,000

basis within the interest rate ceiling in order

0

1971

1972

1973

1974

1975

to promote liquidity.

Note: 1) In 1974, general loans increased significantly
due to financing for the stockpiling of raw
materials for domestic use
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FACTBOX

National Investment Fund
In order to domestically procure capital expenditures needed for the development of
the heavy and chemical industries, the government legislated the National Investment Fund
Act in December 1973. The fund played a pivotal role in lending, through financial institutions, the proceeds from the issuance of National Investment Bonds or funds transferred or
deposited from the government to important industries, such as the heavy and chemical
industries, as prescribed in the National Investment Fund Act. Important matters related
to the fund were decided by the Fund Operation Deliberation Committee, and while the
management and operation of the fund was supervised by the Minister of Finance, practical
affairs, such as the issuance and redemption of National Investment Bonds, as the main
means of raising funds, were delegated to the Bank of Korea. Accordingly, the Bank newly
established the Investment Fund Department to take charge of operating the fund.

2.

Support for the Development of

economy and contributing greatly to in-

Heavy and Chemical Industries

dustrial rationalization and technological
development, such as heavy and chemical

To facilitate financial support for the

industries, the defense industry, and the

heavy and chemical industries, the Bank

machine tool industry, were selected as re-

of Korea institutionalized the provision of

cipients of preferential credit. In addition,

funding to important industries by estab-

the Bank was in charge of managing the Na-

lishing the Rules on Selective Lending for

tional Investment Fund, which was raised

Financial Institutions in January 1974, and

to foster the heavy and chemical industries,

revised them in the following year to add

and contributed 20 billion won in 1976 and

import substitution industries to the list of

1977 in the Export-Import Bank of Korea,

sectors selected to receive preferential cred-

which was established in July 1976 with the

it. The Bank subsequently revised the Reg-

aim of supporting exports of heavy and

ulations on Fund Management of Financial

chemical industrial products.

Institutions and extended the credit period
for facility funds to a maximum of ten years
from eight years in 1976. In 1977, industries
playing an important role in the national
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4.3

Economic Stabilization Efforts
in the Mid-to-Late 1970s

1.

2.

Promotion of Stabilization Measures to
Alleviate Economic Overheating

System Improvement for Strengthening
Monetary Management

Since 1976, the Korean economy’s trajectory of rapid economic growth started once
again, owing to the expansion of the global economy and the development of Korea’s heavy
and chemical industries. However, this also entailed a sharp increase in inflationary pressures
and signs of overheating in
the real estate and stock markets. In response, in 1978 the
government assumed greater
control of aggregate demand
management and drew up

comprehensive measures to
discourage real estate speculation and to stabilize land
prices. Since 1976 the Bank of
Korea had implemented stabilization measures in response
to the accelerating growth of
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Writing by Governor Sungwhan Kim reading “Stabilization of
Currency Value”
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the Korean economy, but had also expand-

Ceilings on Banking Credit to the Private

ed funding for SMEs in consideration of

Sector to restrict financial institutions from

funding difficulties faced by SMEs due to

expanding domestic credit, up to a certain

tightening policies. Meanwhile, as the im-

point, through window guidance, and in

portance of liquidity management arose due

August 1978 it established the Regulation

to improvements in the balance of payments

on Private Sector Credit Ceilings of Finan-

stemming from expanding exports and the

cial Institutions and institutionalized those

Middle East construction boom, and cur-

regulations.

rency increases from the improvement in

In 1978, the Bank strengthened its

the balance of payments, the Bank of Korea

tightening stance to raise the reserve re-

Act was revised again, its fourth revision,

quirement ratios on deposits of financial

whereby the Bank overhauled its policy

institutions on three occasions at a month-

operation instruments and systems. In ad-

ly interval from February by a total of 3.0

dition, the Bank began to independently es-

percentage points. Accordingly, the reserve

tablish its own money supply target.

requirement ratio was increased to 20% and
27% for savings deposits and demand de-

1.

Promotion of Stabilization

posits, respectively. In addition, in March

Measures to Alleviate Economic

the Bank lowered its lending ratio on ex-

Overheating
The Bank of Korea raised the maxi-

Changes in Exports in the 1970s

mum lending and deposit rates of financial
institutions in July 1976 in response to the
boost in Korea’s economic growth. In July and October 1977, the Bank lowered the

(100 million U.S. dollars)
140

maximum lending and deposit rates of fi-

100

nancial institutions in order to alleviate the

80

price disruption factors stemming from the

60

introduction of a value-added tax through
financial cost reductions for companies.
From May 1977, in order to respond to pressure from the increase in the monetary supply in foreign sectors, the Bank operated the
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port financing, major raw material import

Act and the Bank of Korea Monetary Sta-

financing, and commercial bill discounts,

bilization Bond Act were revised on De-

and in June raised the deposit and lending

cember 30, 1977. The revision of the Bank

rates on financial institutions.

of Korea Act gave the Bank a legal basis for

With these efforts, the Bank operated

the monetary stabilization account, which

its monetary and credit policies in a tight-

had been utilized since 1967, and, accord-

ening stance to counteract the economic

ingly, the Bank instituted and operated the

overheating, while making efforts to expand

Regulation on Establishment and Operation

financial support for SMEs.

of the Monetary Stabilization Account. In

First, the Bank expanded financial sup-

addition, with the revision of the Bank of

port for SMEs through special fund releases,

Korea Monetary Stabilization Bond Act, the

changed the operations of the Mandatory

Bank became able to flexibly adjust the issu-

Ratio of Loans to SMEs from recommen-

ance limit for MSBs.

dation-based to mandatory, and raised the

With the revision of the Bank of Ko-

ratio from 30% to 40% for regional banks in

rea Act, the Bank changed its accumulation

March 1976. In addition, the Bank allowed

methods for required reserves. Financial in-

rediscounts for commercial bills, which

stitutions used to accumulate their required

had only been allowed for commercial bills

reserves based on a system of 15-day periods

issued by qualified companies, to include

between the first and 15th of the month and

commercial bills commissioned by quali-

between the 16th and the end of the month.

fied companies in the case of SMEs in May

The required reserves for 15 days were cal-

1978, and after the third quarter, excluded

culated based on an average semi-monthly

the special fund for SMEs and commercial

balance, and put aside in the same period.

bill discounts up to the bill presenter’s con-

Therefore, it was difficult for financial insti-

fidence limit from the Private Sector Credit

tutions to accurately calculate and accumu-

Ceiling of Financial Institutions.

late the required reserves during the reserve
requirement accumulation period. The

2.

System Improvement for

changed method(based on deferred average

Strengthening Monetary

semi-monthly balance) allowed for a de-

Management

ferred accumulation period for the required
reserves. This grants financial institutions

With the aim of enhancing liquidi-

a period of one week between the required

ty-adjusting functions, the Bank of Korea

reserve calculation period and the accumu-
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lation period. Financial institutions then
became able to accurately calculate their reserve requirement amounts.
Meanwhile, the Bank of Korea started
to improve the interest rate system prior to
the revision of the Bank of Korea Act. In
1976, the Bank expanded the Differential

Interest Rate for Each Credit Rating, which
was only applied to commercial bill dis-

A sign celebrating annual exports of more than 10
billion U.S. dollars (Dec. 1977)

counts, to include general loans, and rationalized the interest rates for each lending

target for the increase in the money supply

period by grading the lending interest for

(the former M1) to be independent of the

each lending period. In September 1979,

arrangement with the IMF from 1976. With

the Bank abolished the maximum lending

erratic movements of the currency and a

rate, which had been decided by the Mon-

growing gap between actual and target indi-

etary Policy Steering Committee, and in-

cators, the Bank changed the key monetary

troduced the Interest Rate Linking System,

indicator to the money supply (the former

which linked the commercial bill redis-

M2) in 1979. Accordingly, the monetary

count interest rate for companies eligible for

and credit policy operating system became a

preferential treatment by the Bank with the

monetary targeting system centered on the

commercial bill discount interest rate of fi-

money supply. This system continued until

nancial institutions.

the introduction of MCT (money supply
+ certificates of deposit + money in trust)

Change in the Monetary Target

shortly before the currency crisis.

Indicator to M2

In 1970, the Bank of Korea changed the
monetary indicator from the reserve money to financial institutions’ domestic credit under an arrangement with the IMF. As
the monetary supply in the foreign sector
increased due to improvements in the balance of payments, however, the Bank set the
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Chapter 5.
Policies for Stable
Growth and
Promotion of Financial
Liberalization
(1980–1989)

5.1 Shift in the Policy Stance to
Establish a Foundation for Stable
Growth
5.2 Shift in Economic Operation and
Promotion of Financial Liberalization
5.3 Reinforcement of Financial Support
for SMEs, Agricultural and Fishery
Sectors, and Regional Economies

The 1980s was a time in which the Korean economy explored new avenues after decades of sustained rapid growth.
During the early 1980s, amid the second oil crisis and sociopolitical turmoil following the assassination of President Chung-hee Park on October 26, 1979, a number of structural problems that had
accumulated during the period of rapid growth began to surface, such as concerns over price instability and increasing imbalances in development between economic sectors, leaving the Korean economy
with enormous challenges. To overcome these economic difficulties, it was necessary to introduce
changes to the government's economic policies.
The government shifted the focus of its economic policy from growth to stability, and sought to
encourage the private sector to take the lead in the national economy with a focus on creativity and
market functions, shifting away from a government-led economy. In addition, together with strong
measures to stabilize the economy, the government adjusted overlapping investment in the heavy and
chemical industries, streamlined declining industries, such as overseas construction, strengthened assistance for SMEs, and stimulated regional economies.
From 1986, due to such stabilization measures and the so-called “three lows” -- low oil prices,
low value of the U.S. dollar, and low international interest rates -- the Korean economy experienced an
unusual boom, achieving high growth of more than 10% annually for three years, and registering a huge
current account surplus.
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Inflation Rate (consumer price basis, %)
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In response to the shift in the government’s economic policy direction, the Bank of Korea tightened the stance of its monetary and credit policies to establish a stable economic foundation, and
promoted financial liberalization and openness.
In the 1980s, the Bank of Korea adopted tight monetary and credit policies. As a result, the money
supply growth rate, which had surpassed the annual average of 30% in the 1970s, declined to around
10% after 1983. As the global prices of raw materials stabilized in addition to stable currency operations, consumer price inflation rate fell to around 2% to 3% between 1983 and 1985, after recording
double digits until the early 1980s, which began to establish a stable economic foundation.
Due to a large current account surplus arising from the international weakness of the U.S. dollar,
low oil prices and low international interest rates, and a subsequent increase in inflows of funds from
overseas in the mid- to late 1980s, the Bank of Korea expanded the issuance of MSBs. At the same
time, the Bank recognized the limitations of direct liquidity control, and made efforts to fundamentally
shift its monetary management method from direct to indirect regulation. In addition, in order to support balanced development between sectors, the Bank reduced policy financing for large companies
and affiliated business groups, while expanding various support systems for SMEs. In addition, it provided financial institutions that handled loans through the industrial restructuring funds support system
with finance at low interest rates within the amount of loans so as to ensure the smooth implementation
of the government's industrial restructuring policies, such as the adjustment of overlapping investments in the heavy and chemical industries and streamlining declining industries.
In addition, it took various measures to allow banks greater managerial autonomy and expand
the business scope of financial institutions in the early 1980s. From the mid-1980s onward, the Bank
pushed ahead with interest rate liberalization and financial globalization in response to increased pressures from advanced countries to open Korea’s financial market.
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5.1

Shift in the Policy Stance to
Establish a Foundation for Stable
Growth

1.

2.

Establishment of the Foundation for
Economic Stability Through Financial
Austerity

Transition of Monetary Management
Toward Indirect Regulation

In the early 1980s, the Korean economy suffered a severe recession in the wake of the second oil crisis and President Park's assassination on October 26, 1979. In response, the government
implemented various measures to revitalize the economy by significantly devaluating the Korean won
and expanding investment
in

construction.

With

such efforts, the economy
gradually recovered, and
from 1983, the government
sought economic stability
by implementing strong
fiscal tightening policies.
In the face of the second
oil crisis, the Bank of Ko-
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Monetary Policy Steering Committee meeting (Dec. 1981)

Chapter 5
Policies for Stable Growth and Promotion of Financial Liberalization (1980–1989)

rea worked with the government to dispel the

cies.

anxiety over inflation while facilitating eco-

Out of fear that inflationary pressures

nomic recovery. From 1983, the Bank adopted

would worsen due to the rising exchange

tight monetary policies to restore economic

rates, in addition to the stagflation that

stability, and in the late 1980s, actively en-

had already started, the Bank of Korea im-

gaged in the management of money supply as

mediately decided to raise the rediscount

inflows of funds from overseas increased. Sub-

rates on commercial bills and the lending

sequently, it changed its monetary manage-

and deposit rates of financial institutions

ment method and began to use indirect reg-

by around 6.0 percentage points, and lower

ulation vehicles, such as reserve requirements

the money supply growth rate to 20% from

and MSBs, instead of directly regulating loans

25% in the previous year. However, when

of financial institutions.

the domestic economic slump deepened despite the government’s measures to promote

1.

Establishment of the Foundation

exports, from the second half of 1980, the

for Economic Stability Through

Bank raised the money supply growth rate

Financial Austerity

to 25%, which was the same as the previous
year, within a scope that would not threaten

Starting in 1979, the Korean economy

economic stability in order to spur an eco-

suffered a severe slump, with inflation in-

nomic recovery. Meanwhile, it lowered the

tensifying and the growth rate declining

lending and deposit rates by 3 to 5 percent-

further due to the economic slowdown in

age points on three occasions, and raised

advanced countries caused by the second oil

the average loan rate for export financing by

crisis, in addition to the domestic political

financial institutions to 540 won on two oc-

and social turmoil in the wake of the pres-

casions. Eventually, the Korean economy re-

ident’s assassination on October 26, 1979.

corded a growth rate of minus 1.6% in 1980,

In response, the government devalued the

which was the first negative growth rate

Korean won, which had been pegged at 484

since the launch of the Economic Develop-

won to the U.S. dollar since January 1974,

ment Plans in the early 1960s, and consum-

to 580 won on January 12, 1980, to facilitate

er price inflation rate registered 28.7%.

economic recovery by expanding exports.

As the domestic economy showed signs

In February, it then dropped the currency

of a slight recovery after the second half of

peg in favor of a floating exchange rate sys-

1980, the Bank sought to direct its utmost

tem based on a basket of multiple curren-

efforts to revitalize the economy based on
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a stable economic foundation in 1981 and

agement more effective, moreover, the Bank

1982. First, the Bank left the money supply

changed the standard of monetary manage-

growth rate frozen or lowered at around

ment from a month-end balance basis to a

20% to 22%, while lowering the lending and

monthly-average balance basis, expanded

deposit rates of financial institutions and

the issuance and trading volume of MSBs,

the lending rates of the Bank of Korea three

and reduced the types of maturities from

times each in the second half of 1981 and the

seven to three. Meanwhile, in an attempt

first half of 1982, for a total of six times. In

to rationalize the interest rate scheme for

addition, it expanded financial support for

short- and long-term deposits, and to en-

export industries and SMEs. The Korean

courage the opening of deposits with longer

economy consequently picked up, register-

maturities, the Bank of Korea raised the in-

ing a 7.2% growth rate in 1981 due to the

terest rates on time and savings deposits and

concerted policy responses of the govern-

mutual installment savings with maturities

ment and the Bank of Korea. In 1982, the

of more than one year by 2 percentage points

economy improved significantly, with the

on two occasions, while cutting the rates on

growth rate rising even higher, at 8.3%, con-

time deposits and savings deposits with ma-

sumer price inflation rate falling sharply to

turities of less than one year by 1 to 2 per-

7.2% from 21.4% a year earlier, and the cur-

centage points. It also raised the maximum

rent account deficit decreasing to 5.6 billion

lending rate of financial institutions by 1.5

U.S. dollars from 6.5 billion U.S. dollars in

percentage points, except with regard to ex-

the previous year.

port financing and agricultural and fishery

In consideration of the fact that the

funds, and allowed financial institutions

growth-oriented fiscal and financial policies

to set different lending rates depending on

adopted during the economic recovery after

a debtor's creditworthiness. In addition, in

the first oil crisis had eventually hurt the na-

order to strengthen financial support for

tional economy during the second oil crisis,

regional SMEs, the Bank differentiated the

and that inflation in Korea was much higher

ratio of financial support for loans granted

than that in Japan or Taiwan, the Bank of

by financial institutions for SMEs.

Korea strengthened its financial tightening

On the back of such a tightening mone-

efforts in 1983. First, the Bank lowered the

tary stance and the government’s austere fis-

money supply growth rate target in phases,

cal measures, as well as continued stability

eventually bringing about a drastic decrease

in prices of international raw materials, the

to 9.5% by 1985. To make monetary man-

economic growth rate of the Korean econ-
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Changes in Money Supply Growth Rate
Target1) and Performance

based on the stable foundation established
in the first half of the 1980s, and externally
thanks to the so-called three lows: the weak

(%)

30
Target

Performance

U.S. dollar, low oil prices, and low inter-

25

national interest rates. In addition, Korea

20

recorded a current account surplus of 20

15

billion U.S. dollars in the same period and
finally escaped its chronic current account

10

deficit.

5

The shift to a positive current account

0
1979 1980 1981 1982 1983 1984 1985 1986
Note: 1) Based on the revised target, the median
value of the set range

balance substantially increased the money
supply from overseas. The rising current
account balance impeded the effectiveness
of the existing monetary controls, which
depended on the adjustment of credit exten-

omy skyrocketed to around 10% between

sion for the private sector. In response, the

1983 and 1985, while the average annual

Bank of Korea resorted to various monetary

growth rate of consumer prices was about a

control measures.

mere 2%, indicating that a solid foundation

The Bank raised the reserve require-

for a stable economy was being established

ment ratio on deposit from 4.5% to 10.0%,

for the first time since Korea’s path to eco-

and the rediscount rates on commercial

nomic development began.

bills and the interest rates on loans secured
by trade bills from 5% to 8% on two occa-

2.

Transition of Monetary

sions between 1986 and 1988. It downsized

Management Toward Indirect

and restructured export financial support

Regulation

systems by lowering the average loan rate
for trade financing and abolishing trade fi-

Background to the Changes in the
Monetary Management Method

nancing for large companies.
Meanwhile, while the current account
continued to post a surplus, inflows of funds

For three consecutive years following

from overseas increased due to the gap be-

1986, the Korean economy grew at a rapid

tween domestic and international interest

annual rate of more than 10%, domestically

rates, growing appreciative pressures on
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the Korean won, and the rise in asset prices.

MSBs expanded, interest payments on them

In order to alleviate the pressure for mone-

exceeded the annual increase in the reserve

tary expansion from the export sector, the

money, serving as a new factor behind the

government not only suppressed long- and

increase in the issuance of money.

short-term foreign capital attraction and

Second, sales of MSBs contributed to

encouraged early repayment of high-cost

curbing the increase in the money supply

outstanding foreign debt, but also eased

(the former M2). However, it did not have

the regulations on non-trade payments and

much effect in terms of controlling liquid-

overseas investment. In addition, the Bank

ity in the economy as a whole. This was at-

strove to absorb money through the gov-

tributed to the fact that MSB deposits rap-

ernment sector by resuming the issuance of

idly increased: in order to promote sales of

treasury bills in 1986, which had been sus-

MSBs, non-bank financial institutions were

pended in 1983. However, while the pres-

newly allowed to handle short-term settle-

sure for monetary expansion from the ex-

ment indirect investment securities that in-

port sector could be absorbed internally by

corporate and operate MSBs, and the limit

means of a reduction in the size of the cur-

on deposits in the Cash Management Ac-

rent account surplus or a net outflow of cap-

count (CMA) was extended.

ital, this adjustment was not easy for Korea,

Third, non-bank financial institutions

leaving the effects of curbing private credit

grew at a relatively faster rate than banks,

and monetary measures in the export sector
to be limited. Against this background, the
issuance of MSBs was employed as the key
means to control liquidity, and thus the issuance volume swelled after 1987. As an instrument for controlling short-term liquidi-

Changes in the Balance of Issued MSBs
(billion won)
18,000

ty, MSBs were used to absorb the increasing

15,000

pressure for monetary expansion caused by

12,000

a change in the economic structure, namely

9,000

a large current account surplus. However,
the excessive dependence on the issuance of
MSBs caused a number of problems, as out-

3,000
0

lined below.
First, as the volume of issuance of
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and acted as a factor in reducing the effec-

policy and reserve requirements policy also

tiveness of monetary management, which

could not fully function due to the rigidity

was exclusively aimed at banks.

of loans resulting from the handling of poli-

At the time, the Bank of Korea used

cy financing and weak revenue and expense

M2B, which included short-term deposits

bases of banks. However, conditions that

at non-bank financial institutions, as a sup-

had restricted indirect monetary manage-

plementary monetary indicator for liquidity

ment improved considerably after 1986. In

management, but M2B was not adopted as

other words, commercial bank banks saw

a main monetary indicator as the index for

their income improve through large-scale

M2B could not be compiled immediately,

capital increases and the rise in revenue gen-

and the Bank had yet to devise other mon-

erated by various transaction fees amidst a

etary management methods, such as the

thriving economy. In addition, companies

imposition of reserve requirement on non-

improved their financial conditions by in-

bank financial institutions. Against this

creasing exports and raising funds directly

backdrop, the Bank of Korea switched to

through the stock market, which created the

indirect regulatory monetary control based

conditions for them to reduce their depen-

on the price adjustment mechanism of in-

dence on policy financing.

terest rates.

Accordingly, in September 1988, the
Bank reduced policy financing of the na-

Shift of Monetary Control Toward

ture of automatic rediscount in order to

Indirect Regulatory Measures

strengthen the function of rediscounting
policy as a means of controlling liquidity.

Although the transition to indirect reg-

In December of the same year, it also imple-

ulation had been attempted several times in

mented a wide range of measures to liber-

the past, it had not been effective due to var-

alize interest rates so that they could more

ious constraints. As interest rates were reg-

effectively control fund supply and demand.

ulated at a low level, the short-term financial

Moreover, the Bank expanded its transac-

market, which was directly subject to mon-

tion counterparties and introduced open

etary and credit policies, failed to perform

competitive bidding based on market inter-

its original functions, and the conditions

est rates, which had been suspended since

for open market operations were not yet

1982, in its sale of MSBs, and it diversified

established due to the insufficient balance

the modes of transaction by actively utiliz-

of issued government bonds. The lending

ing repurchase agreements (RPs) to make

Bank of Korea:
A Seventy-Year History

115

better use of open market operations when

CDs from 91 to 30 days, and liberalized the

trading government and public bonds. In

CD issuance limit.

line with such changes in its monetary management methods, the Private Sector Credit Ceiling System introduced in 1977 was
abolished. As inflation expectations became
widespread in 1989 due to a surge in liquidity and a speculative frenzy in real estate, efforts to shift the monetary control methods
toward indirect regulation became diminished, forcing the Bank to restrain private
credit as much as possible and to resume the
sales of MSBs under repurchase agreements
to non-bank financial institutions.
The Bank of Korea nevertheless continued its efforts to restore the price adjustment mechanism of interest rates, and to
enable indirect regulations to take root in
the economy. In May 1989, the Bank introduced the Marginal Reserve Requirement

System that applied a reserve requirement
ratio of 30% to the increase in the average
balance for each month, and strictly managed those reserves instead of canceling
all deposits in the Monetary Stabilization
Account established to control liquidity, as
it had been restricting fund management
by banks. In addition, in October 1989, the
Bank of Korea consolidated the call market,
which had been divided into exchange and
over-the-counter markets, in order to vitalize the short-term financial market, shortened the minimum maturity on inter-bank
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5.2

Shift in Economic Operation
and Promotion of Financial
Liberalization

1.

2.

3.

Managerial Autonomy and
Expansion of the Business
Scope of Banks

Interest Rate Liberalization

Financial Globalization

Government-led economic manage-

countries in response to Korea’s large current

ment made great contributions to Korea’s

account surplus, it sought measures such as

rapid growth, but it also undermined the

lowering entry barriers to the financial mar-

country’s growth potential by causing chron-

ket, etc.

ic inflation, and incurred structural prob-

In line with this private sector-led

lems, such as increasing imbalances in de-

economic operation and financial market

velopment between economic sectors and

opening policy, the Bank of Korea actively

companies’ excessive reliance on government

promoted the managerial autonomy and ex-

support. The government hence decided to

pansion of the business scope of banks and

shift to private sector-led economic develop-

financial autonomy, including interest rate

ment in the 1980s, which placed greater em-

liberalization and financial globalization, in

phasis on the creativity of the private sector

order to allow the financial sector to operate

and market functions, along with economic

based on market principles and to improve

stabilization and restructuring policies. Af-

its efficiency by stimulating competition

ter 1986, as the pressure for financial mar-

among financial institutions.

ket openings mounted from industrialized
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1.

Managerial Autonomy and

Korea abolished some types of policy fi-

Expansion of the Business

nancing, including financing for imports of

Scope of Banks

major raw materials and fostering local industries, and narrowed the longstanding in-

To ensure the managerial autonomy

terest rate gap between policy financing and

of banks, the Bank of Korea reduced and

general financing through several interest

reorganized various regulations and notifi-

rate adjustments.

cations that regulated internal management

During this period, the government

in banks, such as personnel, budgets, and

privatized Hanil Bank, Jeil Bank, Seoul

organization, from 1981 and shifted its reg-

Trust Bank, and Chohung Bank, following

ulatory methods from the traditional direct

the privatization of the commercial banks

form of regulation to indirect regulation by

of Korea in 1972, establishing a system that

setting standard management guidelines.

ensured the autonomous management of

In addition, in order to allow banks to have

banks.

greater autonomy in business operations,

In line with these measures to enhance

such as fund management, the Bank grad-

the autonomy of bank management, the

ually lowered the reserve requirement ratios

Bank of Korea, together with the govern-

on deposits in July 1981, and abolished the

ment, granted permission to establish new

system that applied different reserve re-

financial institutions and expanded the

quirement ratios on deposits by deposit type

scope of the business of banks in order to in-

and financial institution.

crease efficiency and to induce sound devel-

Between 1980 and 1982, the Bank of

opment by promoting competition among

Establishment of New Banks
Daedong Bank
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Dongnam Bank

Boram Bank

Shinhan Bank

Hanmi Bank

Donghwa Bank

Hana Bank

Pyeonghwa Bank

1982

1983

1989

1991

1992
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mercial banks were also allowed to conduct
general sales of commercial bills and sales of
government and public bonds under repurchase agreements.
In 1983, commercial bank banks were
allowed to handle factoring and mutual installment savings. At the same time,
trust operations, which had been handled
Opening of Donghwa Bank (Sep. 1989)

exclusively by Seoul Trust Bank, were also
allowed to regional banks, and they were
further expanded to nationwide banks in

financial institutions. To this end, Shinhan

1984. In addition, negotiable certificates

Bank was established in July 1982, Hanmi

of deposit (CDs) were introduced again, to

Bank in March 1983, and Donghwa Bank

make banks more competitive in attract-

in September 1989. Subsequently, Dongnam

ing deposits and to create an environment

Bank, headquartered in Busan, and Dae-

conducive to the liberalization of interest

dong Bank, headquartered in Daegu, were

rates, which was introduced twice, in May

founded in November 1989 as banks spe-

1974 and March 1978, and then abolished in

cializing in financing for SMEs. The es-

June 1977 and December 1981, respective-

tablishment of new banks continued until

ly. In 1985, new household savings instru-

1992. In addition, the alleviation of entry

ments with incentives like higher interest

barriers for non-bank financial institutions

rates were introduced, such as free savings

led to the opening of short-term financing

deposits and household preferential install-

companies, mutual savings and finance

ment savings deposits, and the eligibility for

companies, and investment trust compa-

subscription to lump-sum savings was ex-

nies.

panded. In addition, the agreement of Korea
Meanwhile, restrictions on the scope of

Finance Federation was abolished to pro-

business performed by financial institutions

mote competition among financial institu-

were also gradually loosened. Kookmin

tions in applying various commission rates.

Bank was allowed to engage in the credit

Between 1987 and 1989, savings deposit

card business in 1980. In 1982, five nation-

instruments and trust operations were fur-

wide banks were allowed to jointly operate

ther incorporated into the business scope of

a credit card business, and domestic com-

banks, in addition to measures such as the
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permission for banks to introduce the trade
bill system.

terest rate liberalization.
Although measures for Interest Rate

It was also expanded the business pur-

Liberalization had been adopted to a limit-

view of non-bank financial institutions by

ed extent prior to December 1988, they had

granting investment and finance companies

mainly focused on creating a foundation for

and merchant banks the right to engage in

full-fledged liberalization, such as narrow-

factoring, trading in the new commercial

ing the gap between market interest rates

paper (CP), and Cash Management Ac-

and public interest rates and selective easing

counts (CMAs), and allowing large secu-

on interest rate regulations for some finan-

rities companies with paid-in capital of 20

cial instruments. These measures included:

billion won or more to engage in corporate

the liberalization of the coupon rates of ne-

bond payment guarantees and the new CP

gotiable certificates of deposit (CDs), guar-

brokerage business.

anteed bonds, and financial bonds in March
1986; linkage of the coupon rates of MSBs

2.

Interest Rate Liberalization

and market interest rates in June of the same
year; and, the abolition of the minimum

Until the mid-1980s, interest rates for
most financial instruments had been un-

limit on the rates for the early redemption of
MSBs in November of the same year.

der regulation, which was unavoidable for

As the sustained current account sur-

boosting facility investment of corporation

plus began to reduce the excess demand

and for raising international competitive-

for funds, the price mechanism of interest

ness, given the chronic demand for excess

rates normalized and the shift toward indi-

funds in the financial market.

rect regulation in monetary control became

However, the demand for financial as-

more necessary. Therefore, the Bank of Ko-

sets stemming from sustained price stabil-

rea took decisive measures for Interest Rate

ity was significantly increased starting in

Liberalization in December 1988.

1982. In addition, newfound self-sufficiency

Lending rates of all financial institu-

in securing investment resources due to the

tions were liberalized, with the exceptions of

current account surplus that began in 1986

those on loans backed by funds for specific

increased corporate internal reserves. Such

policy purposes, such as fiscal funds and the

development gradually eased the funds

National Investment Fund, and on loans for

shortage, and thus eventually improved the

the agricultural, fishery and livestock sec-

domestic environment for a push toward in-

tors that were eligible for loan support from
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the Bank of Korea. To preempt the excessive

years. Deposit rates at non-bank financial

fluctuation of interest rates that might occur

institutions were reduced only for some fi-

in the initial stages of the rate liberalization

nancial instruments that were similar to

initiative, a prime rate as a sort of base rate

bank deposits, narrowing the otherwise ex-

was also introduced. Financial institutions

cessive interest rate gap between banks and

would autonomously determine the level of

non-bank financial institutions.

the prime rate by adding a certain premium to the Bank of Korea's rediscount rate,

3.

Financial Globalization

taking into account financing costs, handling costs, and appropriate margins, and

In 1986, mounting pressure from ad-

by adding the additional rate on loans to the

vanced countries for Korea to open its fi-

companies other than blue-chip companies.

nancial market after the current account

However, due to the economic downturn

shifted to a sustained surplus, combined

from the beginning of 1989, interest rate

with domestic factors, such as the need to

regulation continued in the form of the win-

strengthen competitiveness, and accelerat-

dow guidance, and thereby the measures to

ed the globalization of the Korean economy,

liberalize the lending rates were in effect put

including the financial industry.

on hold.

The government allowed the estab-

For deposit rates, however, there was

lishment of a Korea-Europe Fund in March

a concern that full liberalization would not

1987, and an increase in the capital of the

only adversely affect financial institution

Korea-Europe Fund and the existing Korea

balances, but also cause instability in the

Fund, which had already been established in

financial market due to overheated competition among financial institutions to attract
deposits and a resulting excessive rate increase. Therefore, the focus of liberalization
measures was placed on rationally adjusting the difference between deposit periods
and narrowing the excessive interest rate
gap between banks and non-bank financial institutions. The liberalization of rates
was limited to long-term deposits, such as
time deposits with maturities of at least two
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The 40th Annual General Meetings of the IMF/IBRD
in Seoul (Oct. 1985)
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1989. Domestic banks also actively expanded overseas. The number of Korean banks’
overseas branches, which was only 56 at the
end of 1985, increased to 131 in total, including 53 branches, 51 offices, and 27 local
corporations.
Restrictions on foreign exchange and
capital transactions were also eased conGovernor Changnak Choi and U.S. Federal Reserve
Chairman Paul Volcker at the 40th IMF/IBRD Annual
General Meetings in Seoul (Oct. 1985)

siderably to revitalize the foreign exchange
market. The foreign exchange concentration requirements for residents were greatly

July 1984, thereby expanding opportunities

relaxed, and the following measures were

for foreign indirect investment in the do-

implemented. In July 1987, the limit on res-

mestic securities market. Starting in August

idents’ foreign currency holdings and the

1989, the government allowed foreigners to

limit on the exemption of the obligation to

convert issued foreign convertible bonds

collect foreign bonds were expanded. In No-

into stock to acquire partial equity stakes

vember 1987, residents were allowed to pur-

in domestic companies up to 3% of the to-

chase foreign currency or withdraw foreign

tal number of issued shares. Meanwhile, as

currency deposits up to 5,000 U.S. dollars at

for overseas securities investment by Kore-

a time, and in December, currency exchange

ans, in July 1988, all securities companies,

dealers were permitted to hold foreign cur-

investment companies, and insurance com-

rency. In September 1989, the position lim-

panies were allowed to transact negotiable

it on foreign exchange banks was raised to

securities in overseas secondary markets. In

strengthen FX market fundamentals. In

addition, the limit on investments by insti-

addition, in December 1989, a foreign-cur-

tutional investors was adjusted upward.

rency call market was established, so that

To ensure fair competition between

transactions between foreign exchange

foreign bank branches in Korea and do-

banks to resolve temporary shortages or

mestic banks, both discriminatory and

excesses of foreign currency funds in the

preferential measures against the former

over-the-counter market could be handled

were phased out. The number of foreign

through the Money Brokerage Service, part

bank branches in Korea increased steadily,

of the Korea Financial Telecommunications

with 66 branches and 23 offices at the end of

& Clearings Institute.
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The authority to grant permission for

the obligations of Article VIII of the IMF

non-current trade payments was partially

Agreements, which in principle banned all

transferred from the Governor of the Bank

restrictions on current payments.

of Korea to the presidents of foreign ex-

From September 1989, banks' customer

change banks in 1987 and 1988. In addition,

exchange rates were entirely liberalized. In

in March 1988, non-trade payments of 10

March 1990, the Market Average Exchange

thousand U.S. dollars and less were allowed

Rate System was implemented, expanding

to take place simply upon confirming the

the role of the market mechanism in deter-

reason for payment. At the same time, for-

mining the exchange rate.

eign exchange regulations on corporations’
overseas branches were greatly eased, such
as the abolishment of the ceiling on operating capital held by corporations’ overseas
branches. On an individual level, restrictions were drastically relaxed on areas such
as overseas remittances, overseas travel, and
migration.
In November 1988, the government
proclaimed its commitment to liberalizing
foreign exchange transactions by accepting

Expanded joint meeting of the Bank of Korea in 1988
(Jan. 1988)
Governor Sungsang Park emphasized “an efficient
response to financial globalization” at the Bank’s first
expanded joint meeting in 1988.

Bank of Korea:
A Seventy-Year History

123

FACTBOX

Promotion of Savings
The Bank of Korea has made various efforts toward the goal of building national
savings, recognizing that achieving self-sufficiency in terms of investment resources by
increasing national savings is a top priority in order for the Korean economy to sustain stable growth based on a self-reliant economy. In the 1950s and 1960s, when the foundation
of savings was weak, the Bank focused on increasing savings and carried out savings
awareness activities to raise public understanding of savings. In the 1970s, it focused on
expanding the savings base by inducing voluntary savings. In the 1980s, it shifted its focus from promotional activities to increase savings to encouraging the use of banks by
dispelling any anxiety over inflation, and expanding the supply of financial services. In the
1990s, it concentrated on increasing savings through healthy consumerism as a tendency
toward overconsumption prevailed. From the 2000s onward, as the public had greater
awareness of financial and economic affairs, and had become more interested in economic information, the Bank shifted away from promoting savings and toward the provision of
economic information that could facilitate rational economic activities.

The promotion of savings by the Bank of Korea during the
evacuation to Busan during the Korean War
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5.3

Reinforcement of Financial
Support for SMEs, Agricultural
and Fishery Sectors, and
Regional Economies

1.

2.

Increasing the Financial Support for
SMEs

Expansion of Financial Support for
Agricultural and Fishery Sectors and
Regional Economies

As government-led economic development focused on fostering heavy and chemical industries led by large corporations, economic power became even more concentrated in the hands
of large companies and the
disparity between urban and
rural areas widened in terms
of income and living conditions. In addition, development imbalances between
regions emerged as a problem
due to the increasing concentration of the population
and economic activity in the
Seoul

metropolitan

area.

Taking this all into account,
the government strove to address the imbalances that had
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Seminar on Balanced Regional Development and Regional Finance
Revitalization Plan organized by the Incheon Branch of the Bank of
Korea (Jun. 1990)
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been created between businesses, between

April 1986, regional banks were fostered as

urban and rural areas, and between regions

backbone institutions for subsidizing SMEs

in the process of rapid growth, while actively

in the provinces, and their mandatory ra-

implementing measures to revitalize SMEs,

tio of loans to SMEs was drastically raised

the agricultural and fishery sectors, and re-

from 55% to 80% to stimulate the provincial

gional economies. To meet the government's

economies. In August of the same year, do-

policy for balanced development between

mestic branches of foreign banks were invit-

economic sectors, the Bank of Korea pre-

ed to actively participate in providing finan-

pared and implemented various financial

cial support for SMEs with their mandatory

support measures for SMEs, agricultural and

ratio of loans to SMEs increasing from 25%

fishery sectors, and for regional economies.

to 35%.
To encourage financial institutions to

1.

Increasing the Financial Support

handle a greater volume of commercial bill

for SMEs

discounts for SMEs, the Bank also expanded its preferential treatment for SMEs over

Since 1980, the Bank of Korea contin-

large companies in determining its redis-

ued to strengthen the Mandatory Ratio of

count support level for commercial bills

Loans to small or medium-sized enterprises

and in selecting companies eligible for re-

(SMEs) that require banking institutions to

discount. In November 1984, companies

extend a certain percentage of an increase

selected as promising SMEs were granted

in their total loans to such companies equal

the eligibility to receive a rediscount regard-

to or above the said guideline ratio. In 1980,

less of their overall ratings, and in February

the mandatory ratio of commercial bank

1989, medium-sized export companies were

loans to SMEs against an increase in finan-

also included as companies eligible for a re-

cial fund loans was raised to more than 35%

discount.

from the previous 30%, and that of region-

After the second half of 1986, prefer-

al banks to 55% or more from the previous

ential treatment for SMEs was strength-

40%. In 1983, Korea Exchange Bank was

ened even in the course of reducing policy

added to the list of financial institutions

financing, such as trade financing, in re-

subject to the mandatory ratio, and in 1985,

sponse to an increase in inflows of funds

domestic branches of foreign banks were

from overseas. From October 1986, SMEs

also required to extend more than 25% of

were granted preferential treatment in the

their loan increase amounts to SMEs. In

average loan rate for trade financing. In Feb-
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Changes in the Mandatory Ratio of Loans to SMEs by Fianancial Institutions
Date

Mandatory ratio of Loans

Application
standard

Note

Apr. 5, 1965

Commercial banks: 30%

Balance of total
loans

Recommended

Mar. 18, 1976

Same as above

Increase in total
loans

Funds subject to the lending ratio
changed and made mandatory

Dec. 21, 1976

Nationwide banks: 30%
Regional banks: 40%

Same as above

The mandatory ratio of loans to
regional banks raised

Jul. 7, 1978

Same as above

Increase in loans
of financial funds
in Korean won

Applicable funds changed

Oct. 2, 1980

Nationwide banks: 35%
Regional banks: 55%

Same as above

The mandatory ratio of loans of
nationwide and regional banks raised

Apr. 20, 1983

Nationwide banks & Korea
Exchange Bank: 35%
Regional banks: 55%

Same as above

Korea Exchange Bank included

Mar. 1, 1985

Nationwide banks & Korea
Exchange Bank: 35%
Regional banks: 55%
Domestic branches of
foreign banks: 25%

Same as above

Domestic branches of foreign banks
included

Apr. 1, 1986

Nationwide banks & Korea
Exchange Bank: 35%
Regional banks: 80%
Domestic branches of
foreign banks: 25%

Same as above

The mandatory ratio of loans of
regional banks raised

Aug. 1, 1986

Nationwide banks & Korea
Exchange Bank: 35%
Regional banks: 80%
Domestic branches of
foreign banks: 35%1)

Same as above

The mandatory ratio of loans of
domestic branches of foreign banks
raised

Note: 1) The ratio of 25% applies if preferential treatment for commercial bill rediscounts was not received
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Changes of Average Per-dollar Loan Price for Trade Financing
(won per U.S. dollar)

Division

Jul.
1985

Jul.
1986

Sep.
1986

Oct.
1986

Feb.
1987

Apr.
1987

Jun.
19871)2)

Aug.
1987

Oct.
1987

Dec.
1987

Feb.
19883)

Oct.
1989

Dec.
1989

SMEs

740

720

700

700

680

680

630

630

580

520

450

500

550

Large
companies

740

720

700

670

645

575

475

375

275

175

-

-

-

(575)

(525)

(450)

(375)

(200)

(200)

(300)

Notes: 1) The numbers in parentheses refer to the average loan price for non-affiliated large companies with
annual exports of 30 million U.S. dollars or lower (50 million U.S. dollars or lower from December 1989)
2) From June 1987, SMEs belonging to affiliated business groups and medium-sized export companies
received the same average loan price as large affiliated companies
3) From February 1988, large companies belonging to any of 30 affiliated business groups were excluded
from being eligible for loans

ruary 1988, the support for trade financing

added to the list of industries eligible for

was suspended for all affiliated companies

export industry equipment financing. SMEs

and non-affiliated large companies whose

that manufacture parts and materials were

exports exceeded 30 million U.S. dollars in

allowed to apply for financing for operat-

the previous year, but trade financing con-

ing funds within the range of the funds

tinued to be offered to non-affiliated SMEs.

required for one round in addition to the

In addition, from 1986, the range of com-

facility funds. Also, they were granted pref-

panies eligible for comprehensive financing

erential treatment in the support ratio of

for trade financing and the financing limit

financial institutions and rediscount rates

was extended on three occasions, and the

of the Bank of Korea. In February 1989, all

function of dealing with special approval

large companies and SMEs belonging to af-

for trade financing (increasing the financ-

filiated business groups were excluded from

ing limit or extending the financing peri-

the list of companies eligible for a redis-

od), which was previously conducted by

count, but non-affiliated SMEs continued to

the Bank of Korea, was delegated to foreign

be allowed to apply for a rediscount. In the

exchange banks, so that SMEs could utilize

second half of the year, the loan ratio of fi-

trade financing more conveniently.

nancial institutions and the support ratio of

In March 1986, the import substitution parts and materials industries were
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the Bank were each raised by 10 percentage
points.
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cial funds amounting to 200 billion won,
150 billion won was used for loans extended
by the Small and Medium Industry Bank,
which was later renamed the Industrial
Bank of Korea, and 50 billion won by Kookmin Bank. The Bank of Korea financed 50%
Expanded joint meeting in 1987 (Feb. 1987)
Governor Sungsang Park mentioned “strengthening
financial support for local SMEs” at the first
expanded joint meeting in 1987.

In August 1983, in a bid to help SMEs

of the loans handled by the Small and Medium Industry Bank to ensure a smooth handling of the funds.
2.

Expansion of Financial

invest in the development of technology, the

Support for Agricultural and

Bank of Korea provided financial support

Fishery Sectors and Regional

covering a certain percentage of the loan

Economies

that financial institutions extended to SMEs
for funds related to technological developments.

The Bank of Korea strived to provide
selective financial assistance to the agri-

In addition, in order to promote the

cultural and fishery sector and to regional

structural reorganization of SMEs, the SME

economies, all of which had suffered from

Restructuring Fund Support System was in-

relative underdevelopment in the process of

troduced. Starting in November 1988, a to-

Korea's rapid industrialization.

tal of 380 billion won was provided as fiscal

First of all, in order to provide financial

funds and financial funds. Out of the finan-

assistance to the agricultural and fishery
sectors, the Bank raised the ratio of funding
for short-term agricultural fund loans handled by the National Agricultural Cooperative Federation (NACF) from up to 30% to
up to 40% in July 1985, and again to up to
50% in July 1986. In addition, it applied interest rates of 3% to 5% to financial institutions for agricultural, fishery, and livestock

A meeting held by the Gangwon Provincial Committee
on Financial Support Measures for SMEs at the
Gangwon Branch of the Bank of Korea (Feb. 1989)
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fund loans, which were lower than other
loans. In order to reduce debt among agri-
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cultural and fishery households, the Bank

stock Cooperatives Federation with funds

provided financial institutions funds at a

for ordinary liquidity adjustment (B1 funds)

low interest rate of 3% per annum to cover

at 8% per annum in order to compensate for

the equivalent of 50% of the amount han-

the loss incurred due to the relevant inter-

dled by the NACF, the National Federation

est rate cut (from 14.5% to 10% per annum)

of Fisheries Cooperatives, and the National

for funds replacing private loans in line with

Livestock Cooperatives Federation out of 1

the government's measures to revitalize the

trillion won that was allocated as financial

agricultural and fishery sectors.

assistance to replace private loans in April

Meanwhile, various measures were ad-

1987. In addition, in order to expand sup-

opted to revitalize the regional economies.

port for fisheries funds, it raised the ratio

In an effort to increase financial support for

of funding for fisheries operations and deep

businesses located in provincial cities, the

sea fishing handled by the National Federa-

Bank granted approval for regional banks

tion of Fisheries Cooperatives from 50% to

to open Seoul branches and to focus on the

60%, which remained in effect until the end

deposit business in order to expand their

of 1988. In August 1988, the Bank provided

business base. At the same time, it allowed

the NACF, the National Federation of Fish-

the establishment of regional financial insti-

eries Cooperatives, and the National Live-

tutions and sought to prevent the regional

Changes in Loans Extended by the Bank of Korea in the 1980s
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outflow of locally-generated capital. In addition, as a result of allowing regional banks
to implement a paid-in capital increase, the
capital of regional banks, which had only
amounted to 176 billion won at the end of
1985, rose almost tenfold to 1.0566 trillion
won by the end of 1989. In September 1989,
the Bank allowed the establishment of Daedong Bank in Daegu and of Dongnam Bank
in Busan to specialize in financing SMEs.
In September 1985, the Bank of Korea
introduced a system that allowed managers of the Bank's branches to directly support financial institutions in the provinces
up to a certain limit, in a bid to operate financial policies flexibly in consideration of
region-specific circumstances and to revitalize regional economies. In principle, the
Bank limited companies eligible for this
funding to manufacturers that had significant industrial influence, but allowed even
non-manufacturing companies to apply if
the company contributed greatly to the development of the regional economy. In July
1988, it excluded SMEs belonging to affiliated business groups from being eligible for
this funding, and placed a limit of 1 billion
won on credit extended by financial institutions for the same person, thereby preventing credit from concentrating in certain
companies so that more local SMEs could
utilize this system.
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Chapter 6.
Globalization of the
Korean Economy
and Acceleration
of Financial
Liberalization and
Openness (1990-1996)

6.1 Acceleration of Financial
Liberalization
6.2 Policy System Reforms in Response
to Changes in the Financial and
Foreign Exchange Markets
6.3 Enhancement of Economic Vitality
and Admission to Major International
Organizations

The 1990s saw both opportunities and risks. Facing the waves of globalization and financial openness, the new era demanded new policies, while the economy suffered the adverse effects of high
growth during the late 1980s and required new vitality.
Amid trends such as globalization and financial openness in the 1990s, the Korean economy
showed lackluster performance due to the surge in international oil prices and the global economic recession triggered by the Gulf War in 1990, in combination with the high-cost and low-efficiency
economic structure that resulted from the rapid and sharp rise in wages and real estate prices in the
late 1980s. In response, the government strove to create new opportunities through the acceleration
of financial liberalization and the opening of capital markets, while enhancing economic efficiency by
taking measures to sharpen the competitive edge of the manufacturing industry and to eradicate real
estate speculation.
In particular, in 1993 the government established the New Five-Year Economic Plan to stimulate
the faltering economy. It also implemented three major economic measures aimed at raising the growth
potential, solidifying the fundamentals needed to enter international markets, and improving living conditions. In order to ensure the healthy development of the national economy, the government implemented the Real-Name Financial Transaction System with an Emergency Presidential Decree at 8 p.m.
on Aug. 12, 1993.
As the economic growth rate expanded in 1994 and 1995, the government redoubled its efforts
to enter the Organisation for Economic Co-operation and Development (OECD) so as to raise Korea’s
voice in the international community and to facilitate the improvement of economic restructuring and
the transition to an advanced economic structure. On Dec. 12, 1996, Korea became the 29th member of
the OECD. It was around this time, however, that the Korean economy began to show signs of instability, as the balance of payments registered a huge deficit.
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The Bank of Korea formulated new policies and systems to meet the demands of this new phase
and exerted its utmost efforts to vitalize the economy.
First of all, the Bank pushed ahead with financial liberalization alongside the government in order
to efficiently respond to the trends of financial openness, to sharpen the financial industry’s competitive edge, and to enhance efficient funds allocation. In particular, the Bank planned and implemented
a phased liberalization plan for interest rates and accordingly overhauled its policy system. The newly
implemented measures and systems included the introduction of the Aggregate Credit Ceiling Loans,
the establishment of the BOK-Wire, and the consolidation of the management and operation system for
foreign assets.
In addition, the Bank increased financial support for small- and medium-sized enterprises (SMEs)
and expanded trade financing to resolve imminent challenges facing the Korean economy, including
weakened economic vitality and current account deficits. Amid the rapidly changing financial environment, the Bank sought to strengthen international cooperation by joining the South East Asian Central
Banks (SEACEN) group and the Executives’ Meeting of East Asia Pacific Central Banks (EMEAP) group.
Most notably, the Bank became a member of the Bank for International Settlements (BIS) in January
1997.
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6.1

Acceleration of Financial
Liberalization

1.

2.

3.

Expansion of Interest Rate
Liberalization

Deregulation of Financial
Institutions’ Capital
Management

Liberalization of Foreign
Currency Transactions

To ensure that the Korean economy

stitutions was expanded mainly in terms of

would be able to keep up with the rapidly

the relaxation of restrictions on their lending

changing trends of financial openness and

(managerial autonomy), and along with the

globalization, it was necessary to expand

overhaul of the exchange rate system, regula-

financial liberalization efforts that had be-

tions on foreign exchange transactions were

gun in the 1980s, due to the importance of

gradually reduced (liberalization of foreign

strengthening the competitiveness of the

exchange transactions). Ensuring the stable

financial industry and enhancing efficient

implementation of financial liberalization

funds allocation. As the 1990s began, in col-

should have required measures to strength-

laboration with the government, the Bank

en risk management, including enhanced

of Korea approached these issues from vari-

transparency in business accounting, greater

ous perspectives, focusing on the liberaliza-

management soundness in financial insti-

tion of interest rates and deregulation. As a

tutions, and increased capital adequacy, but

result, interest rates were liberalized over

sufficient measures failed to follow.

several years (Interest Rate Liberalization),
autonomous management at financial in-
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1.

Expansion of Interest Rate

eralized, except for those on government-fi-

Liberalization

nanced loans and the Bank’s rediscounting
support, as well as the rates on time depos-

The measures taken to liberalize inter-

its with maturities of two years or more.

est rates in December 1988 failed to yield

Phase III was executed in two stages due to

the expected results, due to factors such as

its extensive coverage, with the first stage

the window guidance provided by the Bank

implemented in July and December 1994

in response to the sharp increase in interest

and the second stage in July and November

rates, and the contraction of the domestic

1995. In this phase, interest rates were liber-

economy the following year. In collabora-

alized on time deposits with a maturity of

tion with the government, the Bank of Ko-

less than two years, on free savings deposits,

rea decided to implement a phased liberal-

and on corporate free deposits deposited for

ization of interest rates, in consideration

at least three months, and this went along

of the responsive capabilities of economic

with a reduction in the minimum maturi-

agents, and established a three-phase plan

ty of large-value RPs and CPs. These three

for Interest Rate Liberalization in August

phases of Interest Rate Liberalization were

1991, under which all interest rates were to

completed one year ahead of the original

be liberalized in three steps by 1996, except

schedule between 1994 and 1996.

for interest rates on certain short-term deposits.

In the meantime, short-term deposit
interest rates and demand deposit interest

The liberalization plan in principle

rates, which were excluded from Phases I

placed higher priority on lending interest

to III, began to be liberalized in Phase IV,

rates than deposit interest rates. It was also

which began in 1997. However, the curren-

devised to free up interest rates on long-

cy crisis in 1997 pushed the liberalization

term and large-amount deposit products

of interest rates on demand deposits back to

first, and on short-term and small-amount

February 2004. This marked the completion

deposit products thereafter. Accordingly,

of the 14-year Interest Rate Liberalization

Phase I was initiated in November 1991 to

plan, thereby liberalizing all deposit and

liberalize deposit interest rates, including

lending interest rates at financial institu-

those on time deposits with a three-year

tions, except for those on checking deposits.

maturity and lending interest rates including those on overdrafts. During Phase II, in
November 1993, all lending rates were lib-

Bank of Korea:
A Seventy-Year History

137

Timeline of Interest Rate Liberalization
Deposit interest rates

Lending interest rates

Phase I
(Nov. 1991)

• Time deposits with a three-year maturity
held by banks, etc.
• Large-value CDs, RPs, commercial bills,
CPs, etc.

• Overdrafts, commercial bill discount,1)
trade bills discount, etc.

Phase II
(Nov. 1993)

• Time deposits with a 2-year maturity held
by banks, etc. (in case of installment, 3
years or more)

• Interest rates on all loans excluding loans
subject to fiscal support or the Bank’s
rediscount

Phase
III

Jul.
1994

• Reduction in the minimum maturity of
large-value CDs, RPs, CPs, etc. (from 91
days to 60 days)

Dec.
1994

• Time deposits with maturities of 1 or 2
years, etc. (in case of installments, 2 to 3
years)

• Interest rates on funds subject to the
aggregate credit ceiling loans2) to be
deregulated within the scope of the prime
rate

Jul.
1995

• Time deposits with maturities of 6 months
to 1 year, etc. (in case of installments, 1
to 2 years)
• Reduction in the minimum maturity of
large-value CDs, RPs, CPs, etc. (from 60
days to 30 days)

• Funds subject to the aggregate credit
ceiling loans

Nov.
1995

• Time deposits with maturities of less than
6 months, etc. (in case of installments,
less than one year)
• Free savings deposits and corporate free
deposits deposited for at least 3 months

Jul.
1997

• Liberalization of interest rates on money
market deposit account
• Abolition of regulations on the interest
rates applied after maturity of term
deposits and liberalization of rates upon
early termination
• Relaxation of issuance requirements,
such as abolition of the minimum value
for marketable financial instruments

Feb.
2004

• Liberation of interest rates on demand
deposits, excluding checking deposits
• Abolition of remaining regulations on
deposits

Phase
IV

Notes: 1) Excluding bills subject to the Bank’s rediscount
2) Commercial bill rediscount, trade financing, loans for the production of materials and parts, loans
for regional SMEs, etc.
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2.

Deregulation of Financial

the government relaxed various regulations

Institutions’ Capital

on investment ceilings on negotiable secu-

Management

rities and the issue requirements for financial debentures through the revision of the

Autonomous management by banks

Banking Act.

was extended to their internal management
in the 1980s and to fund management in the
1990s. The Bank of Korea’s abolishment of

3.

Liberalization of Foreign
Currency Transactions

the Guidelines on Treatment of Operating
and Facility Funds allowed financial insti-

The Multiple-Currency Basket Peg Sys-

tutions to determine the scale of financial

tem introduced in February 1980 contrib-

support for businesses at their own discre-

uted to maintaining stable exchange rates,

tion, up to the extent of the credit ceilings

but was limited in sufficiently reflecting the

imposed for the particular individual. The

demand and supply of the foreign exchange

Bank abrogated the regulations on loans

market. In response, the government decid-

collateralized with stocks, on loan guaran-

ed to pursue that policy as a phased plan and

tee limit to within 10% of their total loans,

introduced the Market Average Exchange

and other restrictions on the guaranteeing

Rate System in March 1990 as a transitional

and underwriting of private loans.

system before moving to a Free-Floating Ex-

Furthermore, the guideline ratio of

change Rate System, given that the foreign

loans to manufacturers, which had been in-

exchange market was not mature enough.

troduced to heighten the competitiveness of

Under this system, the daily fluctuation of

manufacturing in January 1991, was abol-

the exchange rate was limited to plus or mi-

ished for regional banks in May 1994 before

nus 0.4% of the market average exchange

being completely repealed in March 1996.

rate of the previous day. The range was ex-

In addition, the prohibition of loans to cer-

panded over five rounds to 2.25% by De-

tain sectors, which had been in place since

cember 1995.

January 1974, was scaled down after 1993,

With the revamp of the exchange rate

before being abolished in January 1998. The

system, the government greatly eased the

mandatory ratio of loans to SMEs, which

real demand principle and foreign exchange

was applied to regional banks, was reduced

concentration, so as to consolidate the foun-

from 80% to 70% in May 1994, and from

dation of foreign exchange market supply

70% to 60% in July 1997. In the meantime,

and demand. In regard to the relaxation of
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the real demand principle, in July 1991 the

in interbank spot exchange transactions,

government and the Bank of Korea eased

and in April 1993 required documentary

the requirement for proof of real demand

proof of real demand to be submitted after

FACTBOX

Relaxing Restrictions on Capital Transactions in
the 1990s
In the 1990s, the government eased restrictions on capital transactions across a
range of areas. First of all, in March 1991 foreign direct investment was allowed by declaration in investment-liberalized manufacturing sectors with foreign-held stakes under 50%.
In January 1995, in accordance with the Market Opening Plan established during 1993
and 1994, a total of 53 new sectors were opened to foreign investment, and in May 1996,
due to the increased need for additional market openings in preparation for Korea’s admission to the OECD, the government formulated and implemented further foreign investment
promotion plans.
From January 1992, when the domestic securities market began allowing foreign
investors to invest directly in stocks listed on the Korea Stock Exchange, through 1996, the
aggregate and individual ceilings on foreign investors had been gradually raised until they
reached 20% and 5%, respectively, of each outstanding stock items. In the bond market,
in July 1994 the government allowed foreign investors to purchase non-guaranteed convertible bonds issued by SMEs, and in June 1997 those issued by large companies.
For the issuance of securities denominated in foreign currency by residents, the
issuance of CDs and CP was allowed in September 1992, followed by Exchangeable
Bonds (EBs) in June 1995. In addition, the extension of commercial loans was expanded
to non-manufacturing SMEs not included among loan-prohibited sectors, which allowed
commercial loans to be taken out for the import of facility materials. Whereas the investment cap on foreign direct investment was gradually raised, the scope of investment-prohibited sectors was reduced, and in October 1996, direct investment was allowed for all
sectors. The investment cap applied to foreign securities investment was fully eliminated
in April 1996 for individual investors and general corporations, following institutional investors.
Meanwhile, the deregulation of capital transactions resulted in a significant expansion of advances into overseas markets by financial institutions. In particular, the transformation of investment and finance companies into merchant banks raised the number
of merchant banks from six in 1993 to 30 in 1997, causing excessive competition. This
contributed to the expansion of offshore borrowings and to a sharp increase in the ratio of
short-term foreign depts.
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forward transactions and financial futures
transactions. In October of the same year,
this requirement was completely exempted
for forward transactions between foreign
currencies. In November 1994, it was also
alleviated for forward transactions and financial futures transactions between the
Korean won and foreign currencies.
The government’s move to relax foreign
exchange concentration continued through
the 1980s and into the 1990s. The eligibility
of companies allowed to purchase and deposit foreign currency in domestic foreign
exchange banks and the limit on their purchase were gradually reduced, and the purchase limit was entirely eliminated in October 1993. Meanwhile, the limit on foreign
currency holdings by residents was gradually relaxed, and starting in February 1995,
residents were allowed to freely purchase
and hold foreign currency up to 10 thousand U.S. dollars per year per individual.
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6.2

Policy System Reforms in Response
to Changes in the Financial and
Foreign Exchange Markets

1.

2.

3.

Reform of Monetary and
Credit Policies

Advancement of Payment
and Settlement Systems

Enhancement of Efficiency
and Profitability of Foreign
Asset Operations

The 1990s saw remarkable changes in the policy environment, ranging from financial liberalization and openness and the implementation of the Real-Name Financial Transaction System, to the surge in foreign currency assets due to a massive current account surplus in the late
1980s, as well as computerization in terms of technological changes. In particular, the social
demand for central bank autonomy and neutrality was
higher than ever. In response
to the changing environment,
the Bank of Korea sought to
enhance the credibility of the
central bank’s policies and
subsequently expedite the
advancement of the Korean economy by establishing
new policy instruments and
systems across various areas,
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including not only its monetary and credit

bility in key monetary indicators following

policies, but also the payment and settlement

systemic restructuring, while some coun-

system and its foreign currency asset man-

tries even adopted and operated completely

agement.

new systems of monetary and credit policy
operation. In addition, the government’s

1.

Reform of Monetary and Credit

reform of the trust system in April 1996 al-

Policies

lowed funds from money-in-trusts to flow
into savings deposits at banks, which sig-

In the 1990s, there was an increased

nificantly reduced the validity of the money

need for improving the monetary and credit

supply (former M2) and triggered the fluc-

policy system due to changes in the internal

tuation of the MCT, which began to be used

and external environment. On the internal

alongside M2. In response to these changes,

side, concerns were raised over the validity

the Bank of Korea started to review the fea-

of monetary indicators, triggered by the fact

sibility of inflation targeting from the mid-

that major countries had experienced insta-

1990s as an alternative to monetary target-

Revamp of the Bank’s Lending Systems

• Commercial bill rediscount
• Trade financing
• Loans for production of basic materials and parts
• Loans for regional SMEs

• Quotas set for individual financial
Aggregate institutions: commercial bill
rediscount, trade financing, funds
Credit
for production of basic materials
Ceiling
and parts
Loans
• Quotas set for the Bank branches:
Funds for regional SMEs

• Loans to meet temporary shortages of funds (B2
funds)

• Operated as before

• Loans for agriculture, fisheries and livestock

• Gradually transferred to the fiscal budget

• Equipment funds for export industries
• Loans for other SMEs-related loans
• Loans for defense industry
• Loans for liquidity adjustment (B1 funds)
• Loans whose fresh extensions were discontinued

• Discontinued
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ing.

and reserve requirements, the Bank decided
On the external side, the liberalization

to operate loans to meet temporary funds

of interest rates and opening of the financial

shortages in the same way as before. Mean-

market were being implemented at a rapid

while, in an effort to normalize the manage-

rate. Under these circumstances, in an ef-

ment of insolvent investment trust compa-

fort to establish monetary controls based

nies, the Bank withdrew all loans extended

on market principles, the Bank introduced

in 1992, amounting to 2.9 trillion won, from

the Aggregate Credit Ceiling Loans to re-

1993 to 1995.

form the lending system, while striving to

The Aggregate Credit Ceiling Loans

utilize its Open Market Operations as one of

was a transitional scheme to facilitate the

its core monetary and credit policy instru-

evolution of the central bank’s lending sys-

ments.

tem from the previous stance as a window
for policy financing to a lending system that

Introduction of the Aggregate Credit

purely performs the function of liquidity

Ceiling Loans and Overhaul of Policy

adjustment. Accordingly, the Bank cut the

Financing

aggregate credit ceiling substantially, bringing it down from 8.8 trillion won at the time

As the economy shifted toward private

of the system’s introduction in March 1994,

sector leadership and Interest Rate Liber-

to 3.6 trillion won in two adjustments in

alization, the Bank reformed some aspects

November 1996 and February 1997.

of its policy financing by reducing trade financing from the 1980s, and introduced the

Aggregate Credit Ceiling Loans in March
1994, effectively revamping its lending system. With this restructuring, the newly adopted Aggregate Credit Ceiling Loans absorbed commercial bill rediscounts, while
facilities funds for export industries were
scrapped and loans for agriculture, fisheries
and livestock bills were shifted over to fiscal

Changes in Aggregate Credit Ceilings Loans
(trillion won)
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funds by the end of 1998. However, in a bid

4

to make up for funds shortages at financial

3

institution payment and settlement systems

144

Mar.
1994

Jan.
1995

Jan.
1996

Jan.
1997

Chapter 6
Globalization of the Korean Economy and Acceleration of Financial Liberalization and Openness (1990-1996)

Market-based Open Market

tions and MSB issuances to certain financial

Operations

institutions. In July of the same year, the
Bank adopted an electronic bidding system

To utilize open market operations as

through BOK-Wire to facilitate open mar-

a core policy instrument in the late 1980s,

ket operations. In addition, the Bank steadi-

the Bank reformed related systems, and in

ly expanded the demand base for MSBs

the subsequent 1990s made efforts to estab-

through a reduction in the issuance unit of

lish market-based open market operations.

MSBs and a diversification of maturities.

In March 1990, non-bank financial institutions were included on the list of eligible
counterparties for RP transactions, which

2.

Advancement of Payment and
Settlement Systems

had been restricted only to banks. The Bank
introduced a competitive bidding system

Korea’s payment and settlement sys-

for RP transactions, which had been trad-

tems took shape in the 1970s as individual

ed through an allocation method. In April

financial institutions introduced electronic

of the same year, the Bank resumed the is-

equipment. Subsequently, the Committee

suance of MSBs by competitive bidding,

for an Electronic Financial System (to-

which had been resumed with the Interest

day’s Financial Informatization Promotion

Rate Liberalization in December 1988 and

Council), chaired by the Governor of the

later suspended. In February 1997, the open

Bank of Korea, was launched in line with

market operations system was converted to

the government’s national informatization

a fully competitive bidding scheme that did

promotion plans. That committee took the

not allocate unsold portions in RP transac-

initiative in the establishment of the Cash
Dispenser (CD) network in 1988, the Automatic Response Service (ARS) network in
1989 and the Interbank Fund Transfer (IFT)
network in 1989, followed by the launch of
the debit card network and the Cash Management Service (CMS) in 1996 and the
Regional Banks’ Shared Network System
(Bank-Line) in 1997.
With the establishment of these var-

Competitive bidding for MSBs through BOK-Wire
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ognized the necessity for a new large-value
payment system in order to cope with a financial and economic environment that
was experiencing rapid increases in the volumes of financial transactions and in the
scale of payments. To this end, the Bank
developed and launched the Bank of Korea

Financial Wire Network (BOK-Wire).
Establishment of BOK-Wire

Until the 1980s, central banks in many
countries operated a Deferred Net Settlement (DNS) system, in which a net amount
offset after the calculation of the gross
amounts to be paid and collected over a certain period of time could be deferred until
the end of a predefined settlement. As the

Launch ceremony for BOK-Wire (Dec. 1994)

scale of transactions expanded, there was
an increasing need for safe and swift payment and settlement systems to deal with
large-value financial transactions. Starting

ligations between banks in the retail pay-

with the U.S. (1982) and Switzerland (1987),

ment system.

most central banks in advanced countries
in the 1990s introduced a Real-Time Gross

3.

Enhancement of Efficiency and

Settlement System (RTGS) to enable each

Profitability of Foreign Asset

individual transactions to be settled im-

Operations

mediately. In response to these trends, the
Bank developed the BOK-Wire, based on

As the amount of foreign assets held by

the RTGS, and put it into operation in De-

the Bank of Korea significantly increased in

cember 1994. BOK-Wire was used to make

the aftermath of a huge surplus in the bal-

final settlements not only for large-value

ance of payments in the late 1980s and the

funds transactions, but also claims and ob-

opening of the capital market in the 1990s,
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the utilization of foreign assets emerged as

and an investment tranche to ensure that

an important policy task. In response, the

it faithfully met the operation principles of

Bank operated its foreign assets to provide

enhancing profitability while focusing on

financial support to domestic financial in-

security and liquidity in managing its for-

stitutions. In the late 1980s, the Bank sup-

eign assets. Furthermore, the Bank initiated

ported them by depositing foreign assets at

transactions of RPs and securities lending

domestic financial institutions, and in De-

to acquire additional profits, while seeking

cember 1990, began to deposit them in their

to acquire advanced investment techniques

overseas branches with the aim of facilitat-

by cosigning their management to the

ing globalization.

world’s most prominent asset managers and

The Bank also strengthened its efforts to enhance its capability to operate

to steadily increasing the volume of assets
subject to consigned management.

and manage foreign assets. In 1993, the

In addition, the Bank aggressively

Bank introduced the concept of a portfo-

consolidated electronic systems necessary

lio, specifying the goals for its management

for the efficient management of foreign as-

of foreign assets and establishing objective

sets. First of all, it introduced the Telerate

assessments of the management results.

Trading Room System (TTRS), a platform

From 1997, it began to divide foreign assets

based on economic information used by

managed abroad into a liquidity tranche

Bloomberg News, and replaced the funds

Changes in Foreign Exchange Reserves since the Late 1980s
(100 million U.S. dollars)
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Opening ceremony for the SWIFT system (Mar. 1992)

settlement system from Telex to the Society for Worldwide Interbank Financial
Telecommunication (SWIFT) system. In
particular, in June 1997, the introduction
of the Portfolio Reporting, Trading and Investment Analysis (PORTIA) led to the construction of an integrated system for computerizing the entire process of foreign asset
operations and management, encompassing
asset management, risk management, performance analysis, and accounting.
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FACTBOX

Implementation of the Real-Name Financial
Transaction System
With the enactment of the
Act

on

Real-Name

Financial

Transactions in December 1982,
the legal grounds for the system
were established early on, but the
date of its implementation was
prescribed to be set by Presidential Decree after January 1986.
Thereafter, the government and
the Bank of Korea prepared the
implementation of the Real-Name
Financial Transaction System until
it was decided to be postponed in
April 1990 in consideration of de-

Banking Federation’s Preparation Committee for
Real-Name Financial Transaction System launched
(Apr. 1989)

teriorating economic conditions.
As the economy was showing signs of recovery by the second half of 1993, the government
quickly and fully launched the
Real-Name

Financial

Transac-

tion System at 20:00 on Aug.
12, 1993. The implementation
was announced in the form of an
Emergency Presidential Decree in
order to prevent bank runs under
non-real names and any subsequent economic confusion trig-

Opening a window to address financial difficulties
faced by SMEs (Aug. 1993)

gered by the massive withdrawal
of funds.
In line with the execution of the Real-Name Financial Transaction System, the Bank
assembled a Financial Market Stabilization Emergency Response Task Force on Aug. 13,
led by its Senior Deputy Governor and made up of vice presidents from 34 financial institutions, while also setting up Financial Market Stabilization Emergency Working Groups at
its Head Office and at each financial institution. Furthermore, on Aug. 20, with an aim to
identify difficulties and problems in financing SMEs, the Bank operated windows at its Head
Office and branches for handling financial difficulties facing SMEs and actively supported
the provision of funds to them.
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6.3

Enhancement of Economic
Vitality and Admission to Major
International Organizations

1.

2.

3.

Heightened Financial
Support for SMEs

Policy Responses to
Improve the Current
Account

Admission to the Bank for
International Settlements

The escalation of Korea’s high-cost and low-efficiency economic structure in the 1990s led
to a severe downturn in economic activity. Amid the weakened competitiveness of export goods
caused by various factors, including wage increases, the Korean economy remained in a prolonged deficit from 1990 to 1997, except for 1993,
due to decreased demand worldwide in the early
1990s and to overheating competition with later-developing countries after 1994. Against this backdrop, imminent tasks facing the Korean economy
confronted at the time included not only financial
liberalization and the opening of the capital market,
but also the promotion of economic vitality and responding to the current account deficit.
As part of efforts to boost the economy and
to consolidate growth potential, the Bank of Korea
strengthened its financial support for SMEs. In addition, the Bank made strenuous efforts to count-
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er the worsening current account deficit,

gate credit ceiling loans for each financial

without undermining facilities investment,

institution, the Bank raised the weight that

by expanding trade financing and flexibly

would be applied in evaluating the perfor-

implementing its foreign currency loan pol-

mances for commercial bill discounts for

icy. Meanwhile, the government took steps

regional SMEs. In November of the same

to join the OECD in 1996, while the Bank

year, all commercial bills issued by SMEs,

pushed ahead with its admission to the BIS

including construction bills, were included

in recognition of the need for informa-

in bills for the aggregate credit ceiling loans

tion-sharing and policy cooperation with

of the Bank.

major central banks, and became a member
in 1997.

In order to encourage the expansion of
unsecured loans, in January 1996 the Bank
allocated a differential rate of 5% of the ag-

1.

Heightened Financial Support

gregate credit ceiling loans in consideration

for SMEs

of a financial institution’s performance in
extending loans to SMEs. In March of the

The Bank of Korea expanded its fi-

same year, the Bank enacted the credit rat-

nancial support for SMEs, securing their

ing operation criteria for SMEs and the ex-

operating funds through the flexible man-

emption criteria for appropriately extended

agement of the rediscount system and in-

loans. Moreover, in April and November

creasing their access to funds through the

1991, in an attempt to supplement the lack

expansion of unsecured loans and a relaxation of limits on the acquisition of collateral. To ensure adequate support for operating funds, in April 1993 the Bank abolished
the ceiling on commercial bill rediscounts
for each company. In July 1995, the Bank
eliminated the system of preferential treatment for companies eligible for aggregate
credit ceiling loans in order to allow financial institutions to autonomously evaluate
corporate credit ratings and select companies eligible for transactions. In addition,
with regard to the allocation of the aggre-
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A meeting on financial support for regional SMEs
(Nov. 1993)
The Bank discussed measures to efficiently provide
funds to regional SMEs through each regional
branch.
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of collateral at SMEs, the Bank allowed fi-

up to 45% of loans that financial institutions

nancial institutions to acquire residential

had extended to SMEs and individuals that

property as collateral in the name of the

were affected by the Sampoong Department

business owner, their spouse, lineal ascen-

Store collapse.

dants or their lineal descendants. This was
in cases where financial institutions would
extend loans for operating funds and pro-

2.

Policy Responses to Improve
the Current Account

vide payment guarantees, in addition to
loans extended as facilities funds. The mea-

In order to improve the current ac-

sures to relax the restrictions on collateral

count, the Bank of Korea steadily increased

acquisition continued thereafter, including

its loan rates against the U.S. dollar in trade

a measure in April 1992 to allow real estate

financing. In addition, the Bank strength-

owned by a third party to be acquired as col-

ened its support by alleviating the loan eligi-

lateral, too, with respect to trade financing,

bility and loan ceilings. In July 1990, non-af-

before all restrictions were eliminated in

filiated large companies became included

August 1995.

among those eligible for inclusive financial

Furthermore, the Bank supported

loans; the coverage of SMEs was expanded;

emergency funds to prevent chain reaction

and, the loan ceiling for the same individual

bankruptcies among SMEs, which could be

was adjusted sharply upward in relation to

triggered by a financial crunch, and bank-

a company’s eligibility for inclusive finance

ruptcies of large companies. After the im-

loans. In April 1992, all non-affiliated large

plementation of the Real-Name Financial

companies were included as eligible recipi-

Transaction System in 1993, the Bank fi-

ents seeking trade financing loans, while the

nancially supported 50% of the Emergency

loan ceiling for trade financing based on let-

Business Stabilization Support Fund that

ters of credit was expanded in August 1996.

financial institutions provided in response

In addition to the expansion of support

to SME fund shortages. The Bank also fi-

for trade financing, the Bank operated for-

nanced 50% of funds provided by financial

eign currency lending using a flexible man-

institutions to support SMEs that faced

agement policy. In 1991, it abolished foreign

financial strain due to the bankruptcy of

currency loans for funds intended for the

Duksan Group in March 1995. In July of the

early repayment of loans, and reduced the

same year, the Bank used loans in the form

lending ratio on foreign currency loans.

of aggregate credit ceiling loans to support

In January 1992, the scope of eligibility for
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foreign currency loans was restricted, while

with regard to funds used in the purchase

the loan ratio was additionally reduced. As

of domestic facilities, thereby contributing

the current account improved in the second

to the domestic capital goods industries.

half of 1992 and corporate investment in

Meanwhile, the government implemented a

facilities became sluggish, the Bank raised

range of measures, including the extension

the loan ratio in foreign currency loans and

of the period of usance import for raw ma-

expanded the scope of loan eligibility again.

terials for export purposes and the expan-

The eligibility for foreign currency loans

sion of the ceiling on advance payments for

continued to be expanded in January 1994

exports.

by including loans for funds to purchase
medium and small ships, to adopt advanced
technologies, and to fulfill service charges.

3.

Admission to the Bank for
International Settlements

From 1995 onward, as the scale of the
current account deficit widened again, the

The Bank of Korea began formal com-

Bank lowered the loan ratio for funds used

munication with the Bank for Internation-

to import facility materials by large compa-

al Settlements (BIS) after it participated as

nies, thereby restricting import loans, while

an observer in the BIS Annual Conference

adopting a foreign currency lending system

in 1975. After seeking to participate in the
BIS by expanding the scope of communication, including the conclusion of foreign

Changes in the Average Loan Rate for
Trade Financing in the 1990s
800

(won per U.S. dollar)
SMEs

exchange transaction contracts (1976), the
depositing of term deposits (1988), and participation in various events, the Bank recog-

Non-affiliated Large Companies

700

nized the necessity of communication and

600

policy cooperation with central banks in

500

the rapidly changing financial environment
of the 1990s, subsequently pushing ahead

400

with an initiative to join the BIS. As the BIS

300

was also exploring new changes at the time

200

in line with the upcoming establishment of

100
0

the Economic and Monetary Union (EMU),
Dec.
1989

Arp.
1990
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Nov.
1991

Apr.
1993

Aug.
1996

it set out to select hub countries in each economic region and grant them the oppor-
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Visit by the BIS General Manager to the Bank of
Korea(Feb. 1995)

The Chairman of the BCBS delivers a lecture to
executives and staff from domestic financial
institutions (Oct. 1995)

The Bank of Korea requested active cooperation on its admission to the BIS during a visit by the BIS Board of
Directors, including the BIS General Manager and the BCBS Chairman.

FACTBOX

Korea’s Admission to OECD and WTO
After policy discussions with the
Organisation for Economic Co-operation and Development (OECD) and the
Newly Industrializing Economies (NIEs)
group, the relationship between Korea and the OECD began in earnest.
The government announced plans to
join the OECD as part of its seventh
Five-Year Economic Development Plan
(1992-1996) in January 1992, and submitted its application for admission in
March 1995. After an evaluation and

Signing of Korea’s OECD Accession Agreement (Oct. 1996)
(Source: OECD)

review process that ran until July 1996,
the OECD Board of Directors unanimously agreed to invite Korea to become a member on Oct. 11, 1995, and

Korea became the organization’s 29th member on Dec. 12, 1996. Meanwhile, in December
1993, the conclusion of the Uruguay Round, which was launched in 1986, led to the creation of the World Trade Organization (WTO), a new global trade-governing body to replace
the General Agreement on Tariffs and Trade (GATT) system, on Jan. 1, 1995. Korea became
a member of the WTO upon its establishment.
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tunity to join the BIS. Eventually, in September 1996, in recognition of the Bank’s
efforts, the BIS invited the Bank to become a
member along with other countries, including China and India. The Bank contributed
approximately 36.50 million U.S. dollars of
paid-in capital (0.58% of total BIS shares) to
acquire 3,000 allotted shares and became
a full member of the BIS on Jan. 14, 1997.
Meanwhile, in an effort to enhance mutual cooperation and exchanges, the Bank
joined the South East Asian Central Banks
(SEACEN) group in January 1990. Furthermore, in February 1991, it became a founding member of the Executives’ Meeting of
East Asia-Pacific Central Banks (EMEAP)
group.
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Chapter 7.
Overcoming the 1997
Currency Crisis and
Pursuing Financial
Stability (1997-2003)

7.1 Currency Crisis and Crisis Response
7.2 Revision of the Bank of Korea Act
and Overhaul of the Central Banking
System
7.3 Credit Card Crisis and Pursuit of
Financial Market Stability

In 1997, the Korean economy faced a currency crisis that required the full focus of all national
efforts.
Influenced by bankruptcies of large companies in the first half of the year, persistent current account deficits, and a slowdown in foreign capital inflows, the Korean economy showed signs of instability, such as a decline in foreign reserves and a rise in exchange rates. As concern grew among
foreign investors over the soundness of the Korean economy in the second half, due to the effects of the
currency crisis in Southeast Asian countries and the sluggish handling of the insolvency of Kia Motors,
a domestic carmaker, foreign stock investments were withdrawn and domestic financial institutions
faced difficulties in extending their loan maturities in international financial markets. In particular, in
November, as foreign exchange conditions in domestic financial institutions deteriorated rapidly, exchange rates soared to virtually paralyze the foreign exchange market. The Bank’s foreign reserves
sharply decreased as it provided emergency foreign currency support to financial institutions, leading
the Bank to face a foreign exchange settlement insolvency crisis.
In response, the government signed a stand-by ceiling arrangement for 21 billion U.S. dollars with
the IMF and decided to receive funds from the International Bank for Reconstruction and Development
(IBRD) and the Asian Development Bank (ADB). After the currency crisis, the government extended the
maturities on short-term foreign bonds of domestic financial institutions in consultation with overseas
creditor banks, while opening the capital market for stocks and bonds, and improving the environment
for direct investments by foreign investors with the aim of promoting foreign capital inflows. In addition,
in order to resolve the structural vulnerability of the economic system, which was one of the fundamental causes of the currency crisis, the government pressed ahead with aggressive restructuring, such as
the liquidation of insolvent financial institutions and other businesses, and the normalization of management in financial institutions and businesses deemed recoverable.
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As the Bank of Korea made all these efforts to overcome the currency crisis, the revision of
the Bank of Korea Act brought the most significant changes that the Bank had experienced since
1962.
In response, the Bank operated its interest rate policy with the aim of stabilizing foreign exchange
markets and of helping a recovery in the real economy, and made efforts to provide liquidity for the
smooth restructuring of financial institutions and businesses. In addition, the Bank provided stronger
financial support for SMEs and exporters that were suffering difficulties in their restructuring process,
and continued to make efforts to stabilize foreign exchange conditions, such as the expansion of foreign reserves and the establishment of a financial support systems with foreign central banks.
Furthermore, with the enactment of the revised Bank of Korea Act in April 1998, the Bank replaced
its existing monetary targeting regime with inflation targeting, and implemented market-friendly monetary and credit policies driven by interest rates. Meanwhile, as an accounting scandal at SK Global
revealed that credit card bonds were non-performing and that they subsequently disrupted financial
markets, the Bank ensured large-scale liquidity together with the government and stabilized the market
through the extension of the maturity on credit card bonds.
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7.1
1.

Currency Crisis and Crisis
Response

2.

Situation Prior to the Currency Crisis and
Crisis
the IMF Emergency
Financial Assistance

3.

4.

Support for
Financial
Institutions
Restructuring and
Pursuit of Economic
Stabilization
Measures

Enhancement of
Foreign Exchange
Stability

In 1997, the government and the Bank

raise interest rates to ensure foreign currency

of Korea implemented a series of measures to

liquidity and to stabilize exchange rates in

promote foreign capital inflows and stabilize

line with the IMF. As the foreign exchange

the financial and foreign exchange markets

market regained stability since the second

in response to a series of corporate bankrupt-

quarter of 1998, the Bank steadily cut the in-

cies, large-scale, persistent current account

terest rate in order to prevent the recession in

deficits, and a slowdown in foreign capital

the real economy from becoming too deep.

inflow. However, as international credit rat-

Meanwhile, with the aim of supporting the

ing companies downwardly adjusted Korea’s

restructuring of financial institutions, the

credit ratings in late October, foreign inves-

Bank purchased bonds issued by Deposit In-

tor's confidence in the Korean economy de-

surance Fund and bonds issued by Non-Per-

teriorated further, thereby leading to the cur-

forming Loans Resolution Fund, while sup-

rency crisis.

porting special liquidity to sustain financial

Shortly after the outbreak of the curren-

stability. In terms of SMEs and exporters

cy crisis, the Bank of Korea was compelled to

experiencing difficulties in the midst of their
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restructuring efforts, the Bank expanded the

of business owing to sluggish sales and

aggregate credit ceiling loan and abolished

worsening profitability. On Jan. 23, the Han-

the regulations on lending ceiling and lend-

bo Group, which had been the 14th-largest

ing ratio for trade financing, and provided

corporate group in Korea in terms of over-

them with funds from the foreign currency

all asset volume, declared bankruptcy, fol-

reserves. In addition, the Bank raised its for-

lowed by others such as Sammi and Jinro.

eign reserves to strengthen foreign exchange

On July 15, the Kia Group, the eighth-largest

stability and established a regional financial

company in overall asset volume, also went

support system along with other Asian cen-

bankrupt. The number of bankrupt compa-

tral banks.

nies increased on a monthly basis from 966
in 1996 to 1,435 in October 1997.

1.

Situation Prior to the Crisis

In the aftermath of these corporate
bankruptcies, non-performing loans at fi-

In 1997, an increasing number of com-

nancial institutions steeply increased: 12.2

panies, including conglomerates, went out

trillion won at the end of 1996 to 21.9 tril-

Kia Group decided to file for debt composition (Sep. 1997)

Bank of Korea:
A Seventy-Year History

161

lion won in late September 1997 for com-

net outflow starting in August.

mercial banks; and, from 1.3 trillion won

The imbalance between supply and

at the end of 1996 to 3.9 trillion won in late

demand in the foreign exchange market

October 1997 for merchant banks.

pushed the won/U.S. dollar exchange rate to

With the refusal of financial institu-

915 won by the end of September 1997, from

tions to extend corporate loans and the col-

844 won at the end of the previous year. In

lapse of the stock market and the corporate

October, foreign currency liquidity fell fur-

bond primary market, corporations faced

ther, and the exchange rate continued to

severe financing difficulties. Interest rates

weaken at an accelerating rate.

in the market remained stable until the first

In response to volatility in the financial

half of 1997, but began to mark a steep up-

and foreign exchange markets, the govern-

ward path due to the instability in market

ment and the Bank of Korea took a number

sentiment owing to the insolvency of Kia

of stabilization measures in 1997. In March,

Motors in July, in addition to the difficulties

the government announced plans to accel-

that financial institutions faced in attract-

erate the opening of capital markets. This

ing foreign currency loans.

entailed raising the ceiling on stock invest-

The foreign exchange market in 1997

ment by foreigners and promoting inflows

continued to be unstable, as large, persistent

of foreign capital. In August, it also an-

current account deficits and anemic for-

nounced measures to stabilize the financial

eign capital inflows caused Korea’s foreign

market, including a government guarantee

exchange reserves to fall precipitously and

of financial institutions’ external debts, and

the exchange rate to increase. The fallout

the provision by the Bank of Korea of short-

from the Southeast Asian currency crisis of

term foreign currency liquidity to financial

1997, the delay in dealing with Kia’s bank-

institutions.

ruptcy, and the worsening financial sound-

The Bank of Korea provided short-term

ness of financial institutions and business-

foreign currency liquidity in the form of for-

es all served to exacerbate foreign investor

eign currency deposits at banks and their

concerns over the solvency of the Korean

overseas branches with the intention of pre-

economy. The rollover ratio on short-term

venting a deterioration in foreign currency

external debt of domestic banks, which had

liquidity at financial institutions. Starting

remained above 100% until June, dropped

in early August, the Bank encouraged banks

to around 80% in July, and stock invest-

with the capacity to finance foreign curren-

ments by foreign investors swung back to a

cy to support banks and merchant banks
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that were facing difficulties in securing foreign currency, and financed them directly
when necessary. In addition, in September
and October, the Bank sought to stabilize
financial markets by extending two special
loans of 1 trillion won each, one to Jeil Bank
and the other to a group of 16 merchant
banks, all of which had incurred huge volumes of non-performing loans.
2.

Signing of declaration of intent for IMF Emergency
Financial Assistance (Dec. 1997)

Currency Crisis and the IMF
Emergency Financial Assistance

Oct. 30.
The government announced a finan-

Despite concerted efforts by policy au-

cial market stabilization plan and follow-up

thorities to stabilize the financial and for-

measures on Oct. 29 and 31, respectively,

eign exchange markets, concerns over the

and pledged to take a wide range of action,

likelihood of a currency crisis were growing

including opening the bond market and ex-

due to Korea’s loss of credibility in inter-

panding access to foreign cash loans. Even

national financial markets triggered by the

in November, however, these measures had

downgrading of its sovereign rating by in-

failed to improve the shortage of foreign ex-

ternational credit rating agencies in late Oc-

change supply. Due to the growing imbal-

tober 1997. It became exceedingly difficult

ance between supply and demand in terms

for Korean financial institutions to roll over

of foreign exchange, for four consecutive

their debts on the international financial

days, starting on Nov. 17, the Korean won

market, let alone secure new external bor-

was dragged down by its daily fluctuation

rowings. This further worsened the imbal-

limit upon the opening of the foreign ex-

ance between supply and demand in foreign

change market, leading to the suspension

exchange markets, bringing about a steep

of transactions. The emergency foreign cur-

depreciation of the won. On Oct. 28, the ex-

rency liquidity support for financial institu-

change rate was increased to its daily fluctu-

tions also eventually led to a drastic decline

ation ceiling (2.25%), and trading had to be

in the nation’s foreign exchange reserves,

suspended. The downward spiral of the won

putting continued foreign exchange settle-

against the U.S. dollar continued on until

ment in doubt.
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to a non-investment grade, the rollover ratio of short-term foreign debt by Korean
banks plunged to around 30% in December,
from around 80% in October. This left the
Bank of Korea no choice but to grant them
foreign currency funds in order to prevent
insolvency, and the Bank’s foreign reserves
declined from 22.3 billion U.S. dollars at
Policy consultation with IMF staffs (Jan. 1998)

the end of October to only 3.9 billion U.S.
dollars by Dec. 18. From then on, the basic

On Nov. 21, the government finally re-

exchange rate severely weakened from 965

quested assistance from the IMF, and subse-

won against the U.S. dollar at the end of

quently signed a Stand-By Credit Arrange-

October to 1,965 won on Dec. 24. Upon the

ment for 21 billion U.S. dollars on Dec. 3.

decision of the IMF on the same day to pro-

The IBRD and the ADB then committed to

vide financial assistance earlier than sched-

provide additional support of 10 billion U.S.

uled, the exchange rate then strengthened

dollars and 4 billion U.S. dollars, respective-

modestly from Dec. 24, and reached 1,415

ly, alongside the IMF. Advanced countries,
including the U.S. and Japan, also promised
23.35 billion U.S. dollars as a secondary line
of defense in the case that the crisis could
not be resolved even with the assistance of
international financial organizations. Accordingly, Korea received multi-stage financial support of 58.35 billion U.S. dollars in
total in sequential order.
Even after the IMF’s decision to provide funds, concern in the financial and
foreign exchange markets prevailed for the
time being. In December 1997, when the
international credit rating agencies downgraded Korea’s sovereign rating and the
credit ratings of its major domestic banks
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Exchange rate weakened to above 2,000 won per
U.S. dollar (Dec. 1997)
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won against the U.S. dollar by the year-end.

due to the decline of Korea’s international

However, the won still represented a 40.3%

creditworthiness, they invited many serious

depreciation compared to the end of the

side effects, including excessive contrac-

previous year.

tion in the real economy. In December, 14

In financial markets, monetary policy

merchant banks, two securities firms and

was tightened as agreed with the IMF, caus-

Shinsegi Investment Trust had their busi-

ing market interest rates to steeply rise. Cor-

ness operations suspended. Moreover, as the

porate bond yields in the secondary market

government required financial institutions

had hovered at around 13% to 14% per an-

with year-end BIS capital adequacy ratios of

num until mid-November, but then rose to

less than 8% to submit a business normal-

30% toward late December. The call rate,

ization plan, financial institutions cut their

which had fluctuated in the range of 12% to

credit extension, thereby straining compa-

14%, rose to reach 26% at the end of the year,

ny balance sheets. Due to the shortage of

and the interest rate on CP soared to 41%.

foreign funds coupled with the pressure to

Although the high interest rates were inev-

maintain the required minimum BIS capi-

itable to ensure foreign currency liquidity

tal adequacy ratios, banks avoided opening

and to stabilize the exchange rate at a time

letters of credit for imports and purchasing

when capital outflows were rising sharply

export bills of exchange. This resulted in a

Changes in Three-year Corporate Bond
Yield in the Secondary Market

Changes in Exchange Rate
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supply-demand gap for raw materials, leading to a severe credit crunch.

stockholders and executives.
The Bank of Korea purchased 2 trillion

The decisive momentum to overcome

won in bonds issued by the Non-Perform-

the currency crisis was barely gained when

ing Asset Resolution Fund in November

the government obtained consent from the

1997 to support the restructuring of finan-

National Assembly for a payment guarantee

cial institutions. In December, with 14 mer-

on a total of 27 billion U.S. dollars in De-

chant banks having been forced to exit the

cember 1997 and January 1998, and reached

market, a total of 11.3 trillion won in special

an agreement on basic principles concern-

liquidity loans was provided to financial

ing the rollover of short-term foreign debts

institutions that were suffering a liquidity

at financial institutions with creditor banks

crunch due to the freezing of the call money

in New York on Jan. 28.

extended to these insolvent corporations. In
January 1998, the Bank purchased 6.5 tril-

3.

Support for Financial

lion won in bonds issued by Deposit Insur-

Institutions Restructuring

ance Fund, which were issued to meet the

and Pursuit of Economic

need for subrogated payment of the deposits

Stabilization Measures

of merchant banks whose licenses had been
revoked and to create funds for the recapi-

In the aftermath of the currency cri-

talization of Jeil Bank and Seoul Bank.

sis, the government strongly pushed for

In February 1999, the Bank allocat-

the restructuring of financial institutions

ed 700 billion won in financing to the Ex-

in order to address uncertainties in the fi-

port-Import Bank of Korea to support the

nancial market and to recover international

expansion of financing for both exports and

creditworthiness. In addition, with efforts

imports and to support the Export-Import

to improve structural vulnerabilities in the

Bank’s autonomous capital replenishment.

Korean economy, the government imple-

As the Export-Import Bank of Korea par-

mented intensive restructuring measures

tially used the raised capital (336 billion

at large corporations, such as enhancing

won) as contributions to the Korea Ex-

management transparency, resolving mutu-

change Bank, the Korea Exchange Bank was

al payment guarantees, making innovative

able to implement its business normaliza-

improvements in financial structures, se-

tion plan, which contained 1 trillion won in

lecting core business sectors, and strength-

recapitalization, including additional capi-

ening the responsibilities of dominant

tal from Commerzbank.
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To prevent inflationary pressure from

end of 2000.

rising due to the enormous liquidity sup-

As the credit crunch became severe in

plied during the restructuring process of

the restructuring process after the currency

the financial industry, the Bank issued

crisis and as SMEs faced difficulties in at-

MSBs to substantially absorb the liquidi-

tracting funds, the Bank expanded financial

ty. As a result, the balance of MSB issuance

support for SMEs. The Bank raised the ag-

sharply increased from 20 trillion and 111.8

gregate credit ceiling loan by 1 trillion won

billion won (90% of the base reserve) in late

in December 1997 and by another 1 trillion

November 1997 to 66 trillion and 377.7 bil-

won in March 1998, and additionally by 2

lion won (2.5 times the base reserve) at the

trillion won in September 1998 to 7.6 tril-

Resolution of Non-viable Financial Institutions
(Unit: number of institutions)

Number of
financial
institutions
at the end of
1997 (A)

Means of restructuring
Details1)

Merger 2)

Total (B)

Newly
established
(C)

Number of
financial
institutions at
the end of 2000
(A-B+C)

Banks

333)

5

6

11

-

22

Merchant
banks

30

18

3

21

1

10

Securities
companies

36

6

1

7

14

43

Investment
trust
companies

31

6

1

7

3

27

Insurance
companies

50

7

6

13

3

40

Leasing
companies

25

1

9

10

4

19

231

72

25

97

12

146

Credit unions

1,666

257

101

358

9

1,317

Total

2,102

372

152

524

46

1,624

Mutual savings
and financial
companies

Notes: 1) Including financial institutions that had their business approvals dismissed, or businesses that
bankrupted, dissolved, were withdrawn, or were converted to other businesses.
2) The number of financial institutions that ceased to exist following mergers.
3) Sixteen nationwide banks, ten regional banks, four specialized banks, the Long-term Credit Bank,
the Korea Development Bank, and the Export-Import Bank of Korea.
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lion won. Moreover, the Bank lowered the

required for imports of raw materials in the

interest rate of the aggregate credit ceiling

form of foreign currency through domestic

loan from 5% to 3% annually.

banks.

In May 1998, the Bank abolished the

In addition, in January 1998, the Bank

Regulations on Lending Ceiling and Lend-

completely abolished the Sector-based Lend-

ing Ratio for Trade Financing with a view to

ing Prohibition System at financial institu-

enhancing financial support for exporters,

tions and the limit on collateral acquisitions

and then introduced secured loan system

with the aim of raising the autonomy of

for export bills in foreign currencies that

lending operations, and in May added MSBs

purchased export bills of SMEs. In August,

to the securities subject to RP transactions,

the Raw Material Import Financing Plan

which had been limited to national bonds

was implemented to back SMEs with funds

and government guarantee bonds, in order

FACTBOX

The Stance of the Bank of Korea on Purchase of
Government and Public Bonds
After overcoming the currency crisis, on May 20, 1998, the government decided to
promote financial restructuring by liquidating and merging non-viable banks, to form banks
with sound financial health, and financed the 50 trillion won required for the restructuring
through the issuance of government payment guarantee bonds. At the time, the government and the press suggested that the Bank of Korea should purchase some of those
bonds because the market might not have been able to absorb all of the bonds. In an economic ministerial meeting and at an economic measures coordination meeting, however,
Governor of the Bank of Korea, Cholhwan Chon, consistently contended that the bonds
should be issued at actual real interest rates in the market since the financial market was
recovering and would be able to sufficiently absorb the bonds. In addition, he promised
that the Bank would take all steps needed to bolster and stabilize the market with the aim of
allowing the bonds to be absorbed in the financial market. The government finally accepted
the Bank’s proposal to issue restructuring bonds and government bonds at actual interest
rates, and the bonds were purchased in the market as expected. This provided the impetus
for the market issuance of government and public bonds, which is now seen as having been
a great leap forward in the development of the Korean government bond market.
Reference: Hakryeol Kim, Interest Rate War, Hakmin-sa, 2009
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to boost open market operations. To address

eign exchange markets were stabilized after

the Millennium Bug (Y2K) in computer sys-

1999. In terms of financial markets, interest

tems, the Bank raised the cash ratio in the

rates on government and corporate bonds

reserve requirement from 35% to 50% be-

were stabilized at 7% to 9%; the KOSPI in-

tween Nov. 23, 1999, and March 22, 2000 in

dex hit 1,059 on Jan. 4, 2000, from 280 on

order to mandate that financial institutions

June 16, 1998; and the won-U.S. dollar rate

secure the necessary cash in advance, and

improved to 1,204 won at the end of 1998

temporarily introduced a provisory special

and fluctuated at around 1,204 won.

loan system from Nov. 1, 1999, until April

After 1999, the real economy began

29, 2000, under which the Bank of Korea

to grow at rates of around 10%, a vast im-

lent shortages in reserve requirements to fi-

provement from its negative growth of mi-

nancial institutions if they failed to resolve

nus 5.1% in 1998, and the current account,

their liquidity shortages.

which had been in the red until 1997, turned

After the currency crisis, the Bank of

black starting in 1998. As Korea’s interna-

Korea dedicated itself to the recovery of the

tional solvency considerably improved due

real economy. As foreign exchange markets

to its enormous current account surplus, the

became stable after the second quarter of

borrowings from the IMF were repaid on

1998, the Bank continued to lower inter-

Aug. 23, 2001, which was three years earlier

est rates as part of the IMF agreement to

than originally planned.

prevent the real economy from being too
sluggish. Thanks to those efforts, call rates,
which had been over 20% annually until the

4.

Enhancement of Foreign
Exchange Stability

first quarter, were lowered to around 6% at
the end of year, and to around 4% in April

Experiencing the currency crisis, the

1999. Facing an upturn in economic con-

Bank of Korea made diverse efforts to en-

ditions, such as a faster economic recovery

sure the expansion of foreign reserves,

than expected and a short-term surge in

which was a top national priority to achieve

asset prices from May of the same year, the

the goal of raising Korea’s international

Bank changed its policy stance to maintain

creditworthiness. As a result of these ef-

the call rates without further decreases.

forts, Korea’s foreign reserves reached over

The Korean economy regained its vi-

100 billion U.S. dollars in 2001, and sharply

tality along with a rapid improvement in

increased to 155.4 billion U.S dollars by the

the real economy as the financial and for-

end of 2003. It is attributed to the followings:
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FACTBOX

The Introduction of Bill Replacement System
After overcoming the currency crisis, the Bank of Korea introduced a new bill replacement system and made efforts to fully utilize the new system with the aim of eliminating the
negative aspects of bills in business transaction settlements between companies and to
implement substantial financing for SMEs.
First, in May 2000, the Bank introduced Loans for Financing Business Purchases, in
which a purchasing enterprise borrows money from a bank and makes a settlement with a
supplying enterprise in cash. In February 2001, the Bank implemented the Credit Accounts
Receivable Collateral System, in which a supplying enterprise takes a loan from a bank with
its credit sales bonds as collateral to collect sales payments, and the said loan is repaid
when a purchasing enterprise makes the purchasing payment. The bill replacement system
rapidly entered into widespread use after its introduction, which led to a sharp reduction in
daily average exchanges of promised bills from 16.7 trillion won in 1999 to 8 trillion won in
2001.
Reference: Hakryeol Kim, Interest Rate War, Hakmin-sa, 2009

foreign exchange liquidity was remarkably

ternational balance of payments imbalanc-

improved due to a current account surplus

es, provided insufficient financial resources,

and continuous inflows from foreign direct

and its lending allocation was tied to quotas

and indirect investments; and, the Bank of

for each country, which were severely lacking

Korea collected most foreign currency that

in terms of resolving the currency crisis. In

had been deposited in domestic financial in-

addition, criticism arose that the IMF’s cred-

stitutions by the end of 2002 and increased

it exposure conditions did not reflect reality

operational profits through the efficient op-

across the region, and, accordingly, could

eration of foreign reserves.

not contribute significantly to economic re-

Meanwhile, there was a spreading per-

covery. Thus, the member countries of the

ception during the Asian financial crisis of

ASEAN+3 group reached a consensus that an

1997 that the lending systems at internation-

emergency liquidity support system should

al financial organizations, including the IMF,

be established in the region in order to pre-

were inadequate for resolving region-wide

vent currency crises from occurring, and to

crises. The IMF’s stand-by arrangement

enhance their crisis response capabilities.

(SBA), which was introduced to address in-

As a result of this, the member countries an-
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Korean presidential luncheon at the 34th South East Asian Central Banks (SEACEN) Governors’ meeting (May 1999)
(Source: Dae-jung Kim Presidential Library at Yonsei University)

nounced the Chiang Mai Initiative (CMI) at
the ASEAN+3 Finance Minister’s Meeting
in Chiang Mai, Thailand, in May 2000, and
promoted the establishment of a regional financial support system based on the initiative.
The core agenda of the CMI was to conclude bilateral currency swap agreements
between member country central banks in
order to provide funding within a certain
scope in the event of a currency crisis. Under these circumstances, the Bank of Korea
concluded currency swap agreements with
six central banks for a total value of 8 billion
U.S. dollars between 2001 and 2003, starting with the Bank of Japan.
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Launch ceremony of the foreign exchange
information system (Apr. 1999)
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Meanwhile, the currency crisis shed

change and foreign bonds, and reports con-

light on the importance of enhancing for-

cerning the soundness inspection of finan-

eign exchange stability through the ac-

cial institutions. Since then, the Bank has

cumulation of information about foreign

used the foreign exchange information sys-

transactions. Accordingly, the Bank of

tem to centralize foreign exchange informa-

Korea established a foreign exchange in-

tion, to monitor foreign capital movements,

formation system under the Foreign Ex-

to produce statistics about foreign exchange

change Transactions Act, with the aim of

markets, and to provide information to or-

concentrating, managing and using foreign

ganizations that require the use of foreign

exchange information, and to allow effec-

exchange statistics.

tive follow-up measures, and the system
launched on April 1, 1999. In September
2000, the Bank implemented an upgraded foreign exchange information system,
which added major international statistics,
including supply and demand of foreign ex-

First meeting of the Monetary Policy Board after the sixth revision to the Bank of Korea Act (Apr. 1998)
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FACTBOX

IMF’s self-assessment to the Asian Financial Crisis
The IMF itself came to the conclusion that its policies concerning the Korean economy
may have been inappropriate in some aspects, in its self-assessment on the roles of the IMF
in the financial crises of Indonesia, Korea and Brazil (The IMF and Recent Capital Account
Crises: Indonesia, Korea, Brazil, July 2003).
First, the IMF says it failed to fully recognize the various risk factors that arose in the
process of its regular surveillance activities, such as regular meetings, owing to the fact
that the Korean economy had maintained robust growth until the currency crisis of 1997.
In particular, the IMF inadequately analyzed the effects of capital liberalization in the 1990s,
and failed to prepare sufficiently for the weaknesses that had been identified in the Korean
economy before the onset of the crisis.
Second, the IMF adopted a high interest rate policy in response to a worsening wonU.S. dollar exchange rate and subsequent inflationary pressures, and depended on the rate
excessively. The top priority at that time was to resolve foreign liquidity shortages, but maintaining high interest rates only had a limited effect since foreign funding was almost entirely
blocked, and, in retrospect, interest rates were kept high for a longer period than might have
been necessary. However, it is difficult to conclude that the high interest rates were a major
cause of the steep economic downturn.
Third, considering the small scale of sovereign debt, the IMF should have required that
the Korean government offset the tightening effects stemming from the financial restructuring with an expansionary fiscal policy in the early stages of the crisis. In fact, the Korean
government was reluctant to implement such requirements, given its conservative fiscal
stance, and instead reduced government spending. The Korean government belatedly implemented an expansionary fiscal policy, and consequently the policy served a countercyclical role.
Fourth, the restructuring of non-financial sectors as well as the financial sector was
conducted according to strong requests from the IMF and contributed to raising the efficiency and stability of the Korean economy. However, the IMF at that time was fixated on
achieving visible results in the short term. It would have been more desirable for the IMF
to provide policy authorities with some discretion and to focus on comprehensive policy
programs across all economic sectors, as opposed to a short-term program focused on
one specific sector. In particular, as public resistance caused by the perception that the restructuring measures were being imposed via pressure from the IMF signified that financial
restructuring was partially delayed and restructuring remained virtually unimplemented in
non-financial sectors, it may have been better had the IMF reduced the scope of its policy
recommendations and financing conditionalities, and for the Korean policy authorities to
have autonomously led and promoted a specific restructuring method along with its own
policy programs.
Reference: IMF, The IMF and Recent Capital Account Crises: Indonesia, Korea, Brazil, 2003
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7.2

Revision of the Bank of Korea
Act and Overhaul of the Central
Banking System

1.

2.

3.

Enhancing the Bank’s
Neutrality

Establishment of Marketfriendly Monetary and
Credit Policy

Separation of the Banking
Sector Supervision
Role and Organizational
Overhaul of the Bank

Following its sweeping revision in 1962

sector supervision role was divested from the

to support the growth-oriented economic

Bank of Korea and given to a newly estab-

policies of the government, the framework

lished integrated financial supervisory orga-

of the Bank of Korea Act remained intact

nization, but the proposal was postponed in

for two decades. With political and social

the National Assembly due to significant op-

democratization, however, active discussion

position from the general public. In Decem-

on revising the Bank of Korea Act took place

ber 1997, it became untenable to continue

across two periods – between 1987 and 1989

delaying such proposals, as Korea’s bailout

and between 1994 and 1995 – with the inten-

application to the IMF included a memoran-

tion of enhancing the Bank’s neutrality, but

dum that pledged to enact 13 pieces of finan-

no amendment was made due to differenc-

cial legislation in the National Assembly, in-

es in opinion between the government and

cluding the overhaul of the central bank and

the Bank. In 1997, the government sought

financial supervisory system.

to implement a legal proposal related to the

Accordingly, the 13 pieces of legisla-

overhaul of the central bank and financial su-

tion and revisions, including the sixth revi-

pervisory system, under which the banking

sion to the Bank of Korea Act, were passed
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Governor
Kun Kim
holds a press
conference on
the direction
to the Bank
of Korea Act
amendment
(Nov. 1988)

Public
declaration in
support of the
revision of the
Bank of Korea
Act by 1,000
economists
(Feb. 1995)

Declaration
by former
governors
concerning the
revision of the
Bank of Korea
Act (Nov. 1997)
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in the National Assembly on Dec. 29 of the

and the position of its Chairman, previously

same year. The sixth revision of the Bank of

held by the Minister of Finance and Econ-

Korea Act, enacted on April 1, 1998, repre-

omy, was transferred to the Governor of

sented a comprehensive adjustment compa-

the Bank of Korea. The Minister of Finance

rable to the first revision in its scope, rang-

and Economy retained authority to request

ing from the composition of the Monetary

a reconsideration of policies decided by the

Policy Board and the purpose of monetary

Monetary Policy Board, and when a request

and credit policies to the organization of the

for reconsideration was submitted, the re-

Bank of Korea.

quest was immediately announced as prescribed by Presidential Decree.

1.

Enhancing the Bank’s Neutrality

Moreover, the total number of Board
members was reduced from nine to seven,

A clause concerning the neutrality of

and the number of members recommend-

the Bank of Korea was established in the

ed by the government was cut from five to

sixth revision of the Bank of Korea Act,

two. This enhanced the independence of the

whereby Article 3 strongly backed the policy neutrality of the Bank of Korea, as it stipulated “the monetary and credit policies of
the Bank of Korea shall be established neutrally and executed independently, and the
autonomy of the Bank of Korea shall be respected.”
The name of the Monetary Policy
Steering Committee was changed to the

Monetary Policy Board, and all members of
the Monetary Policy Board served on a full-

First issue of Monetary Policy Report (Oct. 1998)

time basis. In addition, the authority of the

Monetary Policy Board as a monetary and

Board was strengthened as it was clearly de-

credit policymaking body.

fined as the Bank’s top policymaking body.
The Monetary Policy Board’s composition was also changed. The Minister of
Finance and Economy was excluded from
participation in the Monetary Policy Board,
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2.

Establishment of Market-

and credit systems toward price stability,

friendly Monetary and Credit

and inflation targeting was officially intro-

Policy

duced as the Bank started to set inflation
targets in consultation with the government
every year.

Introduction of Inflation Targeting

The Bank of Korea set and announced
With the growing perception that the

an inflation target for 1998 of 9.0% plus or

explanatory power of monetary indicators

minus 1% (9.0±1%) based on the consumer

was declining, and that price stability was

price inflation rate. An inflation target at

crucial to sustaining economic growth, the

such a high level was in line with realistic

Bank of Korea began to review the feasibili-

expectations reflecting the situation at the

ty of inflation targeting in the mid-1990s as

time, when prices were sharply increasing

an alternative to monetary targeting. The

due to a high exchange rate caused by the

sixth revision of the Bank of Korea Act redi-

currency crisis. As the inflation rate fell, the

rected the objectives of the Bank as defined

Bank lowered the target on an annual av-

in the Act from stabilizing currency values

erage basis to 3.0±1% in 1999, to 2.5±1% in

and maintaining the soundness of banking

2000 and to 3.0±1% between 2001 and 2003.

Inflation Targets and Changes in Inflation Rates
(%)

12
10

Total Index

9.0±1%

Index Except Agricultural Products and Petroleum
Inflation Target range

8
6
3.0±1%

4

2.5±1%

2

3.0±1%

3.0±1%

3.0±1%

2001

2002

2003

0
-2
1998
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In addition, the Bank changed its target in-

Operation of Interest Rate-driven

dicator from the consumer price index to

Monetary and Credit Policies

the core inflation rate (based on indicators
not including agricultural products and petroleum).

After receiving bailout funds from the
IMF in early December 1997, the Bank of

In 1998, the Bank established and

Korea focused on the role of interest rates

controlled ceilings on the supply of reserve

as an instrument to stabilize the foreign

money as an indicative limit correspond-

exchange market. In consultation with the

ing to an appropriate growth rate of M3, the

IMF, the Bank raised the call rate to 25%,

widest money supply in monetary statistics

which was the upper limit under the Inter-

at that time, as part of the conditionality

est Rate Limit Act, by raising the interest

of the IMF bailout. In 1999, Korea was ex-

rates on open market operations. When the

empted from the obligation to consult with

interest rate ceiling was adjusted upward

the IMF regarding an appropriate level of

to 40%, the call rate exceeded 30%, thereby

M3. However, the Bank of Korea set the

entering an era of ultra-high interest rates

year’s targeted M3 growth rate on an aver-

where interest rates on corporate bonds and

age balance basis to a range of 13% to 14%,

banks’ deposits and lending skyrocketed,

in addition to its target for the annual infla-

which focused public attention on interest

tion rate. This resulted from the decision to

rates.

lower inflation expectations by suggesting

As the foreign exchange market rapidly

an appropriate money supply growth rate,

stabilized, the Bank gradually began to ease

considering that the abolition of monetary

its tightening stance, and subsequently the

targeting, which had been used for decades,

call rate and other interest rates all declined.

was anticipated to disrupt financial markets,

A measure to lower interest rates imple-

and that monetary indicators influenced the

mented on September 30, 1998, was the first

general public’s inflation expectations. The

case in which the Bank used interest rates as

M3 growth rate was switched from an inter-

an explicit operating target. With the aim

mediate target to a monitoring indicator in

of redirecting the contracted real econo-

2001, and after 2003 was used as one of the

my toward a recovery and to alleviate the

information variables.

severe credit crunch, the Bank lowered the
open market operation interest rate (Base
Rate for the RP transactions and issuance
of MSBs) from 8.1% to 7% as the central
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FACTBOX

Other Changes in the Sixth Revision to the Bank
of Korea Act
Other changes in the sixth revision to the Bank of Korea Act, which mainly sought to
enhance the Bank’s neutrality, adjust the operating methods of monetary and credit policies, and separate the banking sector supervision role, are as follows.
First, the legal basis for the operation and management of payment and settlement
systems, performed by the Bank of Korea, was clarified by including an article concerning
the operation and management of the payment and settlement systems in direct connection to monetary and credit policies.
Second, the revised Act strengthened the Bank of Korea’s accountability. It directed
the Bank to prepare a report at least once per year on the implementation of its monetary
and credit policies, and submit it to the National Assembly. It also stipulated that, at the
request of the National Assembly or its committees, the Bank’s Governor should appear
in-person and answer questions from the National Assembly or its committees concerning
the report.
Third, the revised Act rearranged the Bank of Korea’s organizational structure. With
the elimination of the existing directorship, the Bank of Korea was required to have one Governor, one Senior Deputy Governor, and up to five Deputy Governors as executive officers.
Whereas in the past the Governor had been appointed by the President on the recommendation of the Minister of Finance and Economy, the Governor was to be appointed by the
President after deliberation by the Cabinet Meeting under the amended Act. In addition,
the Senior Deputy Governor and Deputy Governors, who had formerly been appointed by
the Monetary Policy Steering Committee on the Governor’s recommendation, were now
directly appointed by the Governor. Finally, the Auditor was appointed by the President on
the recommendation of the Minister of Finance and Economy, instead of appointment by
the Minister of Finance and Economy with the agreement of the Monetary Policy Steering
Committee.
In the past, Bank of Korea operations had been subject to examination by the Minister
of Finance and Economy, and its accounts submitted for audit by the Board of Audit and
Inspection of Korea. Under the revised Act, however, audit authority was concentrated in
the Board of Audit and Inspection of Korea, and the authority of the Minister of Finance and
Economy to approve any change in the Bank’s Articles of Incorporation was abolished. In
addition, the budget of the Bank of Korea now required prior approval from the Minister of
Finance and Economy before budget decisions were made by the Monetary Policy Board.
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banks of advanced countries, such as the

3.

Separation of the Banking

U.S., also lowered their interest rates. This

Sector Supervision Role and

measure differed from previous measures,

Organizational Overhaul of the

in that the Bank had announced a specific

Bank

interest rate target. In addition, in light of
the fact that the call rate is generally in line

Since the Bank of Korea Act was enact-

with the open market operation of interest

ed in May 1950, the government has tried

rates, it was noteworthy that the measure

to separate the Office of Bank Supervision

represented a step forward toward a policy

from the Bank of Korea, arguing that it was

operating method that set the call rate as the

reasonable for the final responsibility of

operational objective.

bank supervision to be belong to the gov-

As the call rates were mainly discussed

ernment. In response to this argument, the

in reference to the monetary and credit pol-

Bank consistently opposed the separation,

icies decided by the Monetary Policy Board

contending that the Office should remain an

in 1999, the call rate became a key oper-

internal body of the Bank of Korea in order

ational objective. In particular, the Bank

to prevent the government from controlling

started to set a specific call rate target in

the financial sector and to ensure the effec-

its monetary and credit policy decisions in

tiveness of monetary and credit policies. As

May 1999. Previously, the Bank had used

the IMF required the establishment of an

the expression, “encouraging the down-

integrated supervisory body as part of its

ward stabilization of the call rates,” but in

bailout funding process in the currency cri-

a meeting in May, the Bank used the alter-

sis at the end of 1997, however, the Act on

nate expression, “operating the call rates

the Establishment of a Financial Supervi-

on a stable basis around the current level.”

sory Body was instituted on Dec. 29 of the

Since call rates fluctuated at around 4.75%

same year, coupled with the revision to the

at that time, the Bank had essentially set the

Bank of Korea Act. Accordingly, the bank-

target at 4.75%. Since then, the Bank’s in-

ing sector supervision role was separated

terest-driven monetary and credit policies

from the Bank of Korea, and the Bank was

have taken root with the Bank specifically

given the right to request that the Financial

outlining the range at which the call rate

Supervisory Service examine a financial

target was adjusted.

institution or conduct a joint examination
with the Bank.
In April 1998 the Bank of Korea re-
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structured its organization to reflect the

to “team” with the aim of enhancing orga-

newly enacted and revised provisions con-

nizational flexibility.

cerning the separation of the Office of Bank
Supervision and the strengthening of neutrality for monetary and credit policies.
First, nine departments within the Office
of Bank Supervision were dissolved, together with the Bank Supervision & Examination Groups at 10 branches. In addition, to
streamline the formulation and implementation of monetary and credit policies, the
Credit Control Department was split into
the Monetary Policy Department, which
handled monetary policymaking, and the

Financial Markets Department, which was
responsible for executing these policies.
With the aim of reinforcing functions stemming from the separation of the Office of
Bank Supervision, the Banks Department
was set up to identify the management status of financial institutions and to conduct
joint examinations together with the Financial Supervisory Service. Meanwhile, similar to restructuring efforts that were taking
place across Korean society to overcome the
currency crisis, in April 1998 the Bank recommended 647 employees for early retirement, which accounted for more than 20%
of all employees.
In March 1999, the Bank renamed its
departments from bu (bureaus) to guk (departments) and renamed the organizational
units in its head office from gwa (sections)
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7.3

Credit Card Crisis and Pursuit
of Financial Market Stability

As part of its efforts to encourage con-

upward from 2.6% at the end of 2001 to 14.1%

sumption, which had contracted sharply after

at the end of 2003. The return on total assets

the currency crisis, the government imple-

at credit card companies plummeted from

mented a wide range of measures to promote

4.6% in 2001 to minus 20.3% in 2003. Their

credit card transactions. Throughout 1999,

deficits in 2003 were 1.7 times their 2002

it eliminated the monthly ceiling on cash

year-end capital (6 trillion won). As many

advance services (700 thousand won) and

credit card users recklessly expanded their

granted tax deductions for credit card use.

cash loans by paying off existing loans with

This policy spurred credit card compa-

new cash loans, the number of individual

nies into intense competition to expand their

credit defaulters increased from 2.45 million

networks of merchant stores and number of

in 2001 to 3.72 million in 2003.

credit card subscriptions. From 1999 to 2002,

Against this backdrop, an accounting

the number of issued credit cards surged

fraud case involving SK Global on March 11,

from 39 million to 105 million, and the scale

2003, massively heightened concern about

of credit card company assets more than tri-

non-performing credit card bonds, sparking

pled. In 2002, as cash loans also sharply in-

a rush by investors to demand redemption

creased, the ratio of cash loans to household

from investment trust companies and bank

disposable income rose to 103.4%.

trusts. Accordingly, as investment trust com-

Starting in 2002, business performance

panies called for the payment of maturing

at credit card companies began to deterio-

credit card bonds in the MMF market, credit

rate as a result of overheated competition

card companies faced a series of default risks.

and their propensity to focus on high-risk

Between March 11 and March 31, a total of

cash loans. The delinquency ratio (over one

27.2 trillion won was withdrawn from invest-

month past due) of credit card assets moved

ment trust companies, and the yield spread
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between 3 year credit card bonds rated AA-

measures to resolve the liquidity problems at

and 3 year government bonds widened sharp-

credit card companies and investment trust

ly from 95bp on March 11 to 239bp on March

companies. Firstly, all credit card bonds (44.5

31. The issuance of new credit card bonds

trillion won) held by banks, securities com-

and the circulation of issued card bonds in

panies, insurers and pension funds, as well as

the secondary market froze up, throwing the

50% of those held by investment trust compa-

credit card bond market into chaos.

nies, were to be rolled over. Secondly, banks,

The Bank of Korea implemented di-

insurers, and securities companies were to

verse measures to prevent the liquidity

jointly establish a fund worth 5.6 trillion

crisis among credit card companies from

won exclusively for investment in credit card

spreading across the financial system. On

bonds. The fund would purchase 50% of the

March 13, 2003, the Bank announced finan-

credit card bonds (10.4 trillion won) held by

cial market stabilization measures, provid-

investment trust companies maturing during

ed short-term liquidity of 2 trillion won as

the second quarter of 2003. Thirdly, it was

emergency assistance through the sale and

recommended that majority shareholders

purchase of RP, and subsequently on March

at credit card companies invest a further 4.6

17 provided an additional 2 trillion won in

trillion won, to raise capital for the credit card

support through purchases of government

companies. Fourthly, credit card companies

bonds and the early redemption of MSBs.

were required to rectify their overly aggres-

On March 17, under a comprehensive

sive practices to attract new members, such as

financial market stabilization plan regard-

offering long-term interest-free installment

ing credit card companies, the government

sales, excessive discount services, and exemp-

extended the deadline for the maximum

tions from annual membership fees.

cash loan ratio requirement (50%) for cred-

Spurred by these policy efforts at the

it card companies by one year, to the end

Bank of Korea and the government, by the

of 2004. Credit card companies were also

end of 2004 the delinquency ratio at cred-

forced to take intensive measures to improve

it card companies decreased from 14.1% a

their financial status, such as expanding

year earlier to 9.0%, while the return on to-

their equity capital through capital increases

tal assets had improved from minus 20.3%

by majority shareholders and discontinuing

to minus 3.9% over the same timeframe,

reckless sales practices.

bolstering the soundness and profitability

On April 3, the Bank announced the
following financial market stabilization
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of credit card companies. Accordingly, the
financial market restored its stability.
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Chapter 8.
Strengthening the
Groundwork for Price
and Financial Stability
and Response to the
Global Financial Crisis
(2004-2011)

8.1 Stabilization of Real Estate and
Foreign Exchange Markets
8.2 Strengthening the Groundwork for
Price and Financial Stability
8.3 Response to the Global Financial
Crisis
8.4 Promotion of Stabilization After the
Global Financial Crisis

The global financial crisis dealt a severe blow to the Korean economy at a time when it had been
recovering from the currency crisis of 1997 and the credit card crisis.
Since the turmoil of the credit card crisis had largely dissipated, the financial market began to
slowly turn around, and the real economy also picked up after hitting a low in early 2005. However, as
housing prices soared after showing a slowdown in the upward trend, signs of instability returned to the
real estate market. Therefore, the government took a number of measures to stabilize the real estate
market, which slowed the upward tendency of housing prices by 2007.
In the capital and foreign exchange markets, while the ratio of foreign investment in stocks increased, foreigners and foreign bank branches greatly expanded their bond purchases, and export-oriented companies began massive sales of forward exchange in anticipation of the appreciation of the
Korean won. As a result, the increase in the U.S. dollar supply pushed the won/U.S. dollar exchange
rate to 900.7 won by the end of October 2007, and the scale of short-term external debt expanded significantly.
Against this backdrop, in 2008, Lehman Brothers, one of the top four U.S. investment banks, filed
for bankruptcy protection, triggering the global financial crisis. In the aftermath of the financial crisis,
Korea’s real economy contracted sharply in tandem with tumbles in stock prices and the value of the
Korean won. However, the Korean economy recovered rapidly due to the active response by the government and the Bank of Korea.
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The Bank of Korea strengthened the groundwork of price and financial stability in the wake of the
currency crisis and the credit card crisis, and responded to the global financial crisis by focusing all its
capabilities on overcoming the crisis.
Since 2005, while paying attention to inflationary pressures following improvements in the real
economy, the Bank actively responded to factors of instability, such as a sharp rise in housing prices,
an increase in short-term external debt, and an imbalance in supply and demand in the foreign exchange market. In particular, in order to stabilize the housing market, it utilized various policy measures,
including the reserve requirement ratio, as well as policy rates. Meanwhile, with the enforcement of the
seventh revision of the Bank of Korea Act in 2004, the Bank enhanced the monetary and credit policy
systems and the inspection and analysis system for the financial sector in order to further reinforce the
basis of price and financial stability, and established the payment and settlement system more systematically.
In response to the global financial crisis, the Bank took aggressive measures to deal with the crisis, such as slashing its Base Rate from 5.25% to 2.0%, and at the same time increasing the liquidity
supply to ease the credit crunch. The Bank also signed currency swap arrangements with central banks
in the U.S., China, and Japan to prevent instability in the foreign exchange markets in advance, which
represented an unprecedented act of crisis response.
After overcoming the global financial crisis, it raised the Base Rate and retrieved the liquidity that
had been supplied to the market as part of its efforts to normalize monetary and credit policies. In addition, the Bank applied the lessons learned during the global financial crisis to efforts to improve the
financial and foreign exchange systems, and strengthened global cooperation.
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8.1

Stabilization of Real Estate and
Foreign Exchange Markets

1.

2.

Measures to Stabilize the Real Estate
Market

Measures to Stabilize the Foreign
Exchange Market

After the Korean economy experienced a continued slowdown due to the outbreak of the
credit card crisis in 2003, the nation’s economy turned to a robust growth trend owing to strong
exports and a recovery in domestic demand from 2005. However, factors of potential instability
also grew as part of this process. The major factors of instability included soaring housing prices,
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growing appreciation pressure on the Korean

resulted in the volume of mortgage loans

won, and a surge in short-term external debt.

rising rapidly. In response, the government

Therefore, the Bank of Korea responded pre-

strengthened taxation by imposing a higher

emptively to inflationary pressure stemming

comprehensive real estate holding tax and

from the upturn in the national economy. In

a transfer income tax in August 2005 and

addition, in order to bring stability to the real

March 2006, and tightened housing lending

estate and foreign exchange markets, it pre-

requirements, such as the debt-to-income

pared and implemented multifaceted mea-

(DTI) ratio, while seeking to restitution of

sures, including raising policy rate, increas-

development gain.

ing the reserve requirement ratio, reducing

With the economy growing at more

aggregate credit ceiling loans, and restricting

than 5%, the Bank of Korea raised the target

the use of foreign currency loans.

call rate to pre-empt expected inflation and
to relieve upward pressure on asset prices

1.

Measures to Stabilize the Real

due to rising liquidity. The target call rate

Estate Market

was adjusted upward from 3.25% to 4.0%
over the process of five occasions between

Since the early 2000s, the real estate

October 2005 and August 2006. The Bank

market continued to be unstable due to

also tightened its monitoring of the proper-

factors such as deregulation by the govern-

ty market by investigating the actual condi-

ment to revitalize the economy; expansion

tions of the extension of mortgage loans, in

of mortgage loans from financial institu-

collaboration with the Financial Superviso-

tions; and the imbalance between housing

ry Service.

supply and demand. Although the real es-

The real estate market stabilized for a

tate market became mostly stable after the

while due to such measures. However, hous-

introduction of certain measures, such as

ing prices quickly resumed their upward

a real estate transaction reporting system

trend in September 2006 amid a controver-

and the imposition of heavy transfer taxes

sy over the high prices of newly built apart-

on multiple homeowners in October 2003,

ments in some areas and expectations of a

real estate market instability recurred in

price increase resulting from the deepen-

2005 and afterward. Domestic banks began

ing imbalance between supply and demand

to engage in fierce competition to expand

in the housing market. Around the end of

by lowering lending rates and eliminating

2006, the government announced a series of

lending charges and commissions, which

measures that involved boosting the hous-
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ing supply in the Seoul metropolitan area,

ing cycle. As a result, the won/U.S. dollar

limiting housing loans, imposing price caps

exchange rate fell from around 1,020 won in

on new apartments built by private compa-

2005 to 900.7 won on Oct. 31, 2007, due to the

nies, requiring the disclosure of construc-

excess U.S. dollar supply, and foreign curren-

tion costs, and an increase in the long-term

cy borrowing by banks increased.

rental housing supply. In line with the gov-

In particular, short-term external debt

ernment’s measures, the Bank raised the re-

expanded substantially from 65.1 billion

serve requirement ratio on short-term won

U.S. dollars at the end of 2005 to 187.8 billion

currency deposits from 5.0% to 7.0% in De-

U.S. dollars at the end of September 2008.

cember 2006. It also lowered the aggregate

This was attributed to the increased over-

credit ceiling by 3.1 trillion won to 6.5 tril-

seas borrowing by foreign bank branched in

lion won in 2007. The rise in housing prices

Korea to expand their investment in domes-

slowed in 2007 and prices then started to

tic bonds, and to the rising demand among

move downward in 2008 with the spread of

domestic companies for foreign currency

the global financial crisis.

borrowings, in addition to foreign currency
loans for bank position adjustments. There-

2.

Measures to Stabilize the

fore, to alleviate the excess supply of foreign

Foreign Exchange Market

currency, the government abolished limitations on overseas investments by residents.

While foreigner participation in the do-

In addition, in a drive to curb the increase in

mestic capital market considerably increased

external debt at the foreign bank branched

due to the liberalization of capital transac-

in Korea, the government temporarily low-

tions since the currency crisis, there were

ered the limit for recognizing the interest on

mounting expectations that the won would

borrowings paid by foreign bank branches to

appreciate as a result of the continued surplus

their head offices as losses.

in the current account from the mid-2000s.

Since 2006, the Bank of Korea partic-

Therefore, exporters, such as shipbuilders

ipated in inspections of foreign exchange

and heavy industrial companies, sold mas-

banks’ soundness and in special inspections

sive volumes of forward exchange to hedge

for the stabilization of the foreign exchange

their foreign exchange risk, and banks that

market. In November 2007, the Bank and the

bought the forward exchange sold spot ex-

Financial Supervisory Service jointly inves-

change using overseas borrowings to adjust

tigated imbalances in the forward exchange

their resulting positions, creating a repeat-

market. In particular, in order to curb the
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increase in short-term foreign debt, in Au-

banks and currency swaps with the National

gust 2006 the Bank instructed foreign ex-

Pension Service in September and December

change banks to manage foreign currency

2007, respectively.

loans based on actual demand, and in December raised the reserve requirement ratio
for foreign currency deposits in the form of
demand deposits opened by residents from
5.0% to 7.0%. In August 2007, the Bank of
Korea also limited the usage of foreign currency loans by residents to two cases: funds
for genuine business purposes in overseas
markets, and domestic facilities investment
by manufacturers. The Bank of Korea began
to participate in the swap market in September 2007 to facilitate its stabilization, and accordingly suspended foreign currency loanlinked currency swaps with foreign exchange

Changes in the Size and Ratio of Short-term External Debt1)
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8.2

Strengthening the Groundwork for
Price and Financial Stability

1.

2.

3.

4.

Enhancing the
Price Stabilization
Function

Enhancing
the Financial
Stabilization
Function

Strengthening
the Stability of
the Payment and
Settlement System

Issuance of 50,000won Banknotes

The sixth amendment to the Bank of

order to strengthen the neutrality, functions,

Korea Act, enacted in April 1998, consolidat-

and accountability of the Bank of Korea. As

ed the Bank’s neutrality and acknowledged

a result, the seventh amendment to the Bank

its right to request a joint examination when

of Korea Act was passed by the National As-

necessary for the implementation of mon-

sembly on Aug. 12, 2003, and entered into

etary and credit policy. Certain problems,
however, were encountered in enforcing the
revised Act. For example, a member of the
Monetary Policy Board recommended by
the government was replaced before the end
of their term in 2002. Furthermore, in the
same year, the Financial Supervisory Service
refused the Bank of Korea’s request to conduct joint examinations with regard to Hana
Bank. Accordingly, another amendment to
the Bank of Korea Act was pushed ahead in
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force on Jan. 1, 2004.

credit policies. First, the Bank introduced

The seventh amendment to the Bank of

the medium-term inflation targeting re-

Korea Act allowed the Senior Deputy Gov-

gime in consideration of the long transmis-

ernor of the Bank of Korea to concurrently

sion lag that the effects of monetary and

serve as a member of the Monetary Policy

credit policies have on prices. Beginning in

Board and established the basis for the Bank

2000, the Bank suggested a medium-term

of Korea’s shift to medium-term inflation

inflation target in addition to an annual

targeting. In addition, the revised Act more

inflation target, but the medium-term tar-

explicitly stipulated the authority of the Bank

geting was rather declarative and had lim-

of Korea with regard to payment and settle-

itations in solving the problems of annual

ment systems, and improved the efficacy of

inflation targeting. Therefore, the Bank pre-

the system by which the Bank of Korea was

pared legal grounds for the seventh amend-

authorized to request that the Financial Su-

ment to the Bank of Korea Act, and starting

pervisory Service conduct an examination

in 2004 set the range for the medium-term

individually or jointly of a financial institu-

inflation target at 2.5% to 3.5% based on a

tion. In this context, the Bank reorganized its

core inflation ratio during the period of

policy systems in the sectors of money sup-

2004 to 2006, instead of an annual inflation

ply and credit, financial stability, and pay-

target. Subsequently, the Bank shifted from

ment and settlement, further solidifying the

core inflation back to the consumer price in-

foundation for price stability and financial

dex, which is the target index used by most

stability. Meanwhile, in June 2009 the Bank

countries, when it set the medium-term in-

introduced a higher denomination banknote

flation target for the period of 2007 to 2009.

of 50,000 won with the aim of enhancing the

Later, when setting the medium-term in-

efficiency of economic activities.

flation target for the period of 2010 to 2012,
the Bank adopted a method of verifying and

1.

Enhancing the Price

explaining the operational status of the in-

Stabilization Function

flation targeting regime on an annual basis.
In March 2008, the Bank changed

Since the adoption of the inflation tar-

the policy rate, which serves as a means of

geting regime, the Bank of Korea has ac-

achieving the inflation target, from the call

tively sought to formulate improvement

rate target to the Base Rate of the Bank of

measures as various problems were exposed

Korea, which is the basis for transactions

in the process of operating monetary and

between the Bank of Korea and financial
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institutions. This change was made due to
the fact that the bunching of short-term
fund transactions in the call market could
hamper the development of other money markets, and the resulting call rate target adjustment could place a restraint on
the smooth operation of the monetary and
credit policy transmission mechanism that
links the call rate to long-term interest rates
and to the real economy.
Along with the change in the policy
rate, the Bank also reorganized its monetary
and credit policy measures. Open market
operations were conducted through regular
RP transactions with seven-day maturities
every Thursday, and the amount of reserves
required for payment was determined be-

Introduction of New Policy Rate by the BOK (attached
in the Mar 7. 2008 Monetary Policy Decision)

fore the initiation of the reserve period. In
addition, the Bank introduced standing
facilities (Fund Adjustment Loans and De-

stitutions at their discretion. Subsequently,

posits) that could be used by financial in-

in October 2010, the Bank established the

Changes in Medium-term Inflation Targets and Inflation
Total index
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Monetary Stabilization Account to diversi-

monitor the management status of finan-

ty its liquidity control measures. The Mon-

cial institutions at all times in order for the

etary Stabilization Account was introduced

central bank to properly perform its unique

in March 1967 as a mandatory deposit

functions, such as managing the monetary

holding method. The use of the Monetary

and credit policy and its role as the lender

Stabilization Account was suspended in

of last resort. Therefore, in April 2003, after

May 1989, but reinstituted in 2010 as a mar-

many years of preparation and research, in-

ket-friendly method.

cluding referring to the case of the Bank of

In addition, the Bank strengthened its

England, the Bank became the first Asian

policy signaling function, since it was nec-

central bank to publish a Financial Stability

essary to improve communication with eco-

Report. In addition, over the period of 2007

nomic agents in order to effectively achieve

to 2008, the Bank strengthened its analysis

policy goals amid heightened internal and

system by developing a stress test model,

external uncertainties. To this end, the

while building a credit rating database for

Bank added to the resolution conveying the

households and SMEs to identify the impact

direction of monetary policy the assessment

of risks on the financial system.

of economic conditions and risk factors re-

The Bank of Korea sought to enhance

lated to the domestic economy (2007), in-

the effectiveness of joint examinations of

flation outlook and future monetary policy

financial institutions after its request for a

stance (2008), and the domestic econom-

joint examination was rejected in June 2002.

ic outlook and the assessment of global

In October 2002, the Bank signed a Memo-

economic conditions (2010). It also began

randum of Understanding on Joint Exam-

to disclose whether the rate decision was
unanimous following the announcement of
the resolution, starting in October 2010.
2.

Enhancing the Financial
Stabilization Function
With the separation of the Office of

Bank Supervision from the Bank of Korea, it
was necessary to establish a comprehensive
financial stability assessment system and
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ary 2004 also agreed to share information
with the Korea Deposit Insurance Corporation. In September 2009, five organizations,
including the Bank of Korea, the Ministry
of Strategy and Finance, the Financial Services Commission, the Financial Supervisory Service, and the Korea Deposit Insurance
Signing of MOU on Information Sharing and Joint
Examinations (Sep. 2009)

Corporation, signed a New Memorandum
of Understanding on Information Sharing

ination of Financial Institutions with the

and Joint Examinations. Meanwhile, with

Financial Supervisory Service. In addition,

the enactment of the Electronic Financial

the related provision in the seventh revision

Transactions Act, the Bank was allowed to

of the Bank of Korea Act was amended. The

require financial institutions and electron-

previous Bank of Korea Act only provid-

ic financial business operators to submit

ed that the Financial Supervisory Service

material in relation to electronic payment

“shall comply with” any request from the

transactions, and request that the Financial

Bank of Korea to conduct a joint examina-

Supervisory Service conduct an examina-

tion, whereas the revised provision stipu-

tion individually or jointly of such financial

lated that the Financial Supervisory Service

institutions.

“shall comply promptly”. Subsequently, the
Memorandum of Understanding on Joint

3.

Strengthening the Stability of

Examination of Financial Institutions was

the Payment and Settlement

revised completely in September 2009 to re-

System

quire the Financial Supervisory Service to
comply within one month if the Bank of Ko-

The seventh amendment to the Bank of

rea requests that the Financial Supervisory

Korea Act stipulated the responsibilities and

Service conduct an examination individual-

authority of the Bank of Korea in relation to

ly or jointly.

the payment and settlement system, and ac-

The Bank of Korea also enhanced in-

cording to the revised Act, the Bank came to

formation sharing with related organiza-

oversee payment and settlement systems by,

tions. In October 2002, the Bank concluded

for example, providing recommendations

an agreement to share information with the

on areas that required improvement. Ac-

Financial Supervisory Service, and in Janu-

cordingly, the Bank classified payment and
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settlement systems that are subject to over-

institutions, and to enhance the precision of

sight into major payment and settlement

their business processes.

systems and other payment and settlement
systems to ensure the efficient oversight of
payment and settlement systems. It then

4.

Issuance of 50,000-won
Banknotes

carried out its oversight responsibilities
through the monitoring of these systems,

Since the introduction of 10,000-won

through the compilation and analysis of sta-

banknotes in June 1973, the highest denom-

tistics, and through evaluations. If deemed

ination at the time, the Korean economy

necessary, it requested improvements in a

expanded significantly in scale, but retained

system’s operational methods to the oper-

the 10,000-won note as its highest denom-

ating institution or supervisory institution.

ination, which incurred considerable social

In addition, the Bank prepared measures

costs and various inconveniences in the use

for emergencies, such as computer errors

of currency. Against this backdrop, the Na-

or natural disasters. In December 2004, a

tional Assembly passed and announced a

Payment versus Payment (PvP) system for

resolution to allow the Bank of Korea to is-

foreign exchange through a Continuous

sue a higher-denomination note on Dec. 22,

Linked Settlement (CLS) Bank was estab-

2006. After consulting with the government,

lished in order to eliminate the risk of for-

the Bank issued 50,000-won banknotes for

eign exchange settlement caused by time

the first time on June 23, 2009, 36 years after

differences between countries during for-

it first issued 10,000-won banknotes.

eign exchange transactions between domestic and foreign financial institutions.
In addition, as the enforcement of the

Financial Investment Services and Capital
Markets Act allowed financial investment
companies to handle fund transfers by participating in a retail payment system, the
Net Settlement Agent Arrangement System
was introduced in February 2009. In April
2009, the Bank introduced a liquidity-saving payment system to BOK-Wire+ to alleviate the administrative burden on financial
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First issue of 50,000-won banknotes (Jun. 2009)
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8.3

Response to the Global
Financial Crisis

1.

2.

3.

Drastic Base Rate Cuts
and Supply of Liquidity to
Financial Markets

Strengthening Financial
Institutions’ Lending
Capability

Signing Currency Swap
Agreements with Central
Banks in the U.S., China
and Japan, and Supplying
Foreign Currency Liquidity

In the 2000s, interest rates were kept at

demptions by the French bank BNP Paribas,

low levels all around the world, which invit-

and a bank run on the British bank Northern

ed a surge in real estate prices. In the U.S.,

Rock. The financial instability triggered by

soaring real estate prices greatly increased

the subprime mortgage defaults continued

the volume of subprime mortgage loans for

in 2008, and when Lehman Brothers filed

borrowers with low credit ratings and financial derivatives based thereon. It was against
this backdrop that the U.S. Federal Reserve
raised policy interest rates. This caused real
estate prices to begin to decline in 2006, and
the rate of subprime mortgage delinquencies
began to increase. The subprime mortgage
delinquencies soon spilled over into other
financial markets through financial derivatives, which led to massive losses by largescale hedge funds, suspension of fund re-
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for bankruptcy protection in September of

In response, the Bank of Korea drasti-

the same year, financial instability spread

cally cut its policy rate and provided large-

throughout the entire global financial indus-

scale funds through open market operations

try.

to alleviate the credit crunch in financial
Immediately after the Lehman Broth-

markets. The Bank also sought to ensure the

ers bankruptcy filing, the spreads between

smooth supply of funds to real sectors by

corporate bonds and government bonds in

strengthening lending capability at finan-

advanced countries widened markedly and

cial institutions through the expansion of

stock prices crashed. Stock prices and cur-

aggregate credit ceiling loans. In particular,

rency values in emerging markets also went

it signed currency swap agreements with

into a nosedive, as financial institutions in

central banks in the U.S., Japan and China

advanced countries quickly retrieved their

and poured large-scale foreign currency li-

investments from emerging economies.

quidity into the market to prevent anxiety

The global financial crisis soon affected the

in the foreign exchange market from spill-

real economy, bringing about a severe eco-

ing over into other areas.

nomic slump in developed countries and a
slowdown in emerging markets. The Korean financial market was no exception, with
a credit crunch deepening in the wake of
widespread anxiety. The spread between
three-year corporate bonds rated AA- and
three-year government bonds widened to
465bp on Dec. 10, the widest since the 1997
currency crisis. The Korea Composite Stock
Price Index, which had been hovering at
around 1,400, plunged to 939 on Oct. 24,
2008. In the foreign exchange market, the
won/U.S. dollar exchange rate weakened
to 1,513 won on Nov. 24. The domestic real

Exchange rate quotes (Nov. 2008)

economy also contracted substantially, and
the quarter-on-quarter real GDP growth
rate collapsed to minus 3.3% in the fourth
quarter of 2008.
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1.

Drastic Base Rate Cuts and

won of liquidity into financial markets be-

Supply of Liquidity to Financial

tween September 2008 and February 2009

Markets

through open market operations, such as
early redemptions of Monetary Stabilization

When the global financial crisis broke

Bonds, outright purchases of government

out in September 2008, the Bank of Korea

bonds, and RP transactions. The Bank of

drastically cut its Base Rate by 3.25 percent-

Korea also established more liquidity supply

age points on six occasions to respond to

channels and means of providing liquidity.

the financial market crunch and economic

In November and December 2008, the list

downturn. Specifically, the Base Rate was

of securities eligible for open market oper-

lowered by 0.25 percentage points on Oct.

ations was expanded to include bank bonds,

9, 2008; by 0.75 percentage points on Oct.

some special bonds, and mortgage-backed

27; by 0.25 percentage points on Nov. 7; by

securities (MBS) of the Korea Housing Fi-

1.0 percentage points on Dec. 11; and by 0.5

nance Corporation. Also, an additional 12

percentage points on both Jan. 9, 2009, and

securities companies were permitted to en-

again on Feb. 12, 2009. As a result, the Base

gage in RP transactions starting in Decem-

Rate of the Bank of Korea fell to 2.0%, mark-

ber 2008. As the bond market showed signs

ing its lowest since May 1999 when the Bank

of instability, the Bank decided to provide

began announcing a policy rate.

a maximum of 5 trillion won to the Bond

In addition to lowering the Base Rate,

Market Stabilization Fund that was estab-

the Bank injected a total of 18.5 trillion

lished primarily by the Korea Development
Bank and bond investment companies, and
in December 2008 provided 2.1 trillion won
in liquidity to financial institutions that had
invested in the Bond Market Stabilization
Fund. In the meantime, the government
pressed ahead with the expansion of fiscal
spending and tax cuts to prevent an economic contraction.

Announcement of Financial Market Stabilization
measures by the Governor of the Bank of Korea,
Minister of Strategy and Finance, and Chairman of
the Financial Services Commission (Oct. 2008)
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2.

Strengthening Financial
Institutions’ Lending Capability
To help SMEs overcome the credit

crunch by improving their balance sheets,
the Bank raised its aggregate credit ceiling
from 6.5 trillion won to 9 trillion won in
November 2008, and revised relevant regulations to flexibly define recipients eligible
for aggregate credit ceiling loans in line with
the financial and economic situation. In
March 2009, the Bank increased the aggregate credit ceiling again by 1 trillion won,
from 9 trillion won to 10 trillion won. In ad-

BOK to Help Increase Banks' Credit Availability (Dec.
5, 2008, press release)

dition, the Bank paid a total of 500.2 billion
won in interest on reserves deposited in the
Bank of Korea in December 2008 in a bid to

expand the lending capability of banks. Al-

Changes in the Base Rate during the Global Financial Crisis
(%)
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Oct. 2008 (5.00%)

4.5

Oct. 2008 (4.25%)
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Nov. 2008 (4.00%)
3.5
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3.0

Jan. 2009 (2.50%)

2.5
2.0

Feb. 2009 (2.00%)
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The Bank of Korea’s Major Policies in Response to the Global Financial Crisis
■Base interest rate cut (5.25% to 2.00%)
■Won liquidity supply: 20.6 trillion won
• RP transactions: 16.8 trillion won
• Early redemptions of MSBs: 0.7 trillion won
• Outright purchase of government bonds:
1.0 trillion won
• Bond Market Stabilization Fund: 2.1 trillion won

■Foreign currency liquidity supply:
26.77 billion U.S. dollars
• Competitive swap auction:
10.27 billion U.S. dollars
• Currency swap fund with the U.S. Fed:
16.35 billion U.S. dollars
• Loans backed by export bills:
150 million U.S. dollars

The
Korean
economy

■Conclusion of currency swap
agreement
• U.S. Fed: 30 U.S. billion dollars
• People’s Bank of China: 180 billion yuan
• Bank of Japan: 20 billion U.S. dollars

■Expansion of credit supply capability:
7.3 trillion won
• Aggregate Credit Ceiling Loans: 3.5 trillion won
• Interest on reserve deposits: 0.5 trillion won
• Bank Recapitalization Fund: 3.3 trillion won

so, the Bank decided to invest up to 10 tril-

of Korea in order to increase those financial

lion won in the government’s Bank Recapi-

institutions’ capability to extend credit.

talization Fund, and in March 2009 gave 3.3
trillion won in financing to the Korea De-

3.

Signing Currency Swap

velopment Bank in the form of a loan. The

Agreements with Central Banks

government increased the guarantee ceiling

in the U.S., China and Japan,

for the Korea Credit Guarantee Fund, the

and Supplying Foreign Currency

Korea Technology Credit Guarantee Fund,

Liquidity

and the Regional Credit Guarantee Foundation, and made new investments in the

In a bid to prevent the spread of anxiety

Korea Development Bank, the Industrial

arising from the global financial crisis, the

Bank of Korea, and the Export-Import Bank

Bank of Korea concluded a 30 billion-U.S.
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2008. The Bank also provided 16.35 billion
U.S. dollars in foreign currency funds to
domestic financial institutions on five occasions from December 2008 to January 2009,
through competitive bidding-based foreign
currency lending, using the proceeds from
the currency swap arrangement with the
U.S. Federal Reserve. It also supplied 150
million U.S. dollars from December 2008
to February 2009 through loans backed by
export bills.
Announcing the Korea-U.S. currency
swap agreement (Oct. 2008)

dollar currency swap arrangement with the
U.S. Federal Reserve on Oct. 30, 2008. On
Dec. 12, 2008, the Bank then signed a currency swap arrangement with the People’s
Bank of China in the amount of 180 billion
yuan (38 trillion won). On the same day, the
Bank expanded the size of its won/yen currency swap arrangement with the Bank of
Japan, which was signed in May 2005, from
the value of 3 billion U.S. dollars to 20 U.S.
billion dollars. In addition, the Bank actively supplied foreign currency liquidity as the
global credit crunch made it difficult for
domestic banks to secure foreign currency.
The Bank of Korea provided 10.27 billion
U.S. dollars to the foreign exchange market through competitive swap auctions on
seven occasions from October to December

Bank of Korea:
A Seventy-Year History
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8.4

Promotion of Stabilization After
the Global Financial Crisis

1.

2.

Normalization of Monetary and Credit
Policies

Strengthening Stability in the Financial
and Foreign Exchange Sectors

Owing to the rapid response of policy authorities, the Korean economy was able to quickly escape the impact of the global financial crisis. In financial markets, corporate bond yields,
which had approached close to 9%, fell to the mid-5% range after the second quarter of 2009,
and the KOSPI recovered to the 1,400 range in May of the same year. In the foreign exchange
market, the won/U.S. dollar exchange rate stabilized quickly after March 2009 and strengthened
to below 1,200 won after September. Meanwhile, foreign exchange reserves decreased greatly
from 264.2 billion U.S. dollars at the end of March 2008 to 200.5 billion U.S. dollars at the end of
November of the same year, but turned upward again and reached 270 billion U.S. dollars by the
Changes in the Exchange Rate
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Changes in Three-year Corporate Bond
Yield in the Secondary Market

Jan. 2007

Jan. 2008

Jan. 2009

3

Jan. 2007

Jan. 2008

Jan. 2009

Chapter 8
Strengthening the Groundwork for Price and Financial Stability and Response to the Global Financial Crisis (2004-2011)

end of 2009. Entering 2009, the gross domes-

growth rate of the Korean economy record-

tic product (GDP) turned toward positive

ed 6.8% due to increases in exports and pri-

growth compared to the previous quarter,

vate consumption. Starting in September,

and the growth rate expanded to reach 1.3%

the growth rate of consumer prices sur-

in the second quarter and 3.0% in the third

passed 3.0%, the median value of the infla-

quarter. This trend continued in 2010 and

tion target, as inflationary pressure on the

the annual growth rate approached 7%. In

demand side increased due to the improved

response, the Bank relaxed countermeasures

real economy, along with cost factors, such

that it had taken during the global finan-

as a rise in prices of agricultural, livestock

cial crisis. In addition, in order to reinforce

and fisheries products and international

vulnerabilities exposed during the finan-

prices of raw materials.

cial crisis, it worked with the government to

In 2011, consumer prices continued to

improve relevant systems and to strengthen

rise, reaching 4.7% in August. In response,

global cooperation.

the Bank of Korea raised its Base Rate by a
total of 1.25 percentage points to 3.25% on

1.

Normalization of Monetary and

five occasions between July 2010 and June

Credit Policies

2011 in order to gradually reduce the degree
of monetary easing.

In 2010, as the global economy recov-

While normalizing interest rates, the

ered led by emerging market countries, the

Bank also retrieved the liquidity that it had

Changes in the Base Rate from 2010 to 2011
(%)
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supplied during the global financial crisis.

reinforce foreign exchange stability amid

The cap on the aggregate credit ceiling loans

the global financial crisis. The arrangement

was reduced by 1.5 trillion won in 2010,

with the U.S. Federal Reserve System was

and then by an additional 1 trillion won in

finally terminated on Feb. 1, 2010. The ar-

2011 to 7.5 trillion won. Of the 3.3 trillion

rangement with the Fed was scheduled to

won provided as financing to the Bank Re-

expire on April 30, 2009, but it was extend-

capitalization Fund, 2.8 trillion won was re-

ed twice in consideration of the fact that

trieved in 2010 and 2011, and the remaining

the factors of instability in the internation-

500 billion won in 2014. The financial sup-

al financial market were not yet completely

port extended to the Bond Market Stabiliza-

resolved. Later, while the Korean economy

tion Fund was also fully retrieved by 2011.

showed signs of recovery and its financial

The total amount of 16.8 trillion won fund-

markets remained stable, the currency swap

ed through RP transactions and 26.77 bil-

agreement was allowed to terminate with-

lion won in foreign currency liquidity were

out further extension as the Fed announced

fully retrieved in 2009.

in December 2009 that it would end its cur-

In addition, currency swap arrange-

rency swap contracts with central banks in

ments with major countries were termi-

14 countries on Feb. 1, 2010. As the Kore-

nated, after being urgently concluded, to

an and global financial markets stabilized,

FACTBOX

Measures to Mitigate the Volatility of Capital Flows
The government and the Bank of Korea sought to implement preemptive macroprudential measures to prevent the sudden outflow of foreign capital from turning into a
systemic risk. In June 2010, the Measures to Mitigate the Volatility of Capital Flows were
announced with the aim of strengthening the management of capital flows and improving the capacity to respond to capital flows. Major response measures included new ceilings on forward exchange positions, as well as tightening regulations on foreign currency
loans and strengthening the management of foreign exchange soundness. The new limit
on forward exchange positions was introduced in consideration of the fact that forward
exchange transactions between companies and banks had acted as a major factor in increasing foreign currency borrowing in the past. The measures also entailed promoting the
establishment of a global financial safety net, expanding the financial safety net in Asia, and
managing foreign exchange reserves at a stable level in preparation for any sudden capital
outflows.
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ditions. In addition, some argued that the
Bank should be able to respond more aggressively and boldly to stabilize the financial system. Therefore, discussions started
on revising the Bank of Korea Act to reinforce its responsibility for financial stability in the midst of a global financial crisis.
The discussions continued until 2011, and
as a result, the eighth revision to the Bank
of Korea Act was prepared. The revised Act
passed the plenary session of the National
Assembly on Aug. 31 and went into effect on
Dec. 17.
The Bank of Korea also made efforts
to enhance foreign exchange soundness.
Seoul plays down end to U.S. currency swap
(Dec. 18, 2009, The Korea Herald)

In June 2010, it announced the Measures
to Mitigate the Volatility of Capital Flows,
which were prepared jointly with the Min-

Korea’s currency swap agreement with the

istry of Strategy and Finance, which later

Bank of Japan, which had been expanded to

changed its name to the Ministry of Econ-

20 billion U.S. dollars, was also reduced to

omy and Finance, the Financial Services

the original scale of 3 billion U.S. dollars in

Commission, and the Financial Supervi-

April 2010.

sory Service. In accordance with the measures, limits were set on forward exchange

2.

Strengthening Stability in the

positions at banks, and the use of foreign

Financial and Foreign Exchange

currency loans was limited for overseas

Sectors

use. In addition, the Macroprudential Stability Levy was introduced in August 2011.

Although the Bank of Korea made

Meanwhile, on Jan. 1, 2011, the government

active and diverse efforts to overcome the

abolished the tax exemption for foreigners

global financial crisis, it was criticized for

on interest income and capital gains arising

taking lukewarm countermeasures given

from government bonds and MSBs and in-

the rapidly deteriorating economic con-

troduced flexible tax rates.
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Meanwhile, the Bank of Korea actively

stand the latest international trends and to

sought to attain membership in internation-

seek countermeasures together with major

al financial organizations involved in en-

advanced countries. First, Korea joined the

suring financial stability in order to under-

Financial Stability Forum (FSF) in March

Joint declaration of currency swap agreement under the CMI by
the central bank governors of China, Korea and Japan (May 2005)

Signing of the CMI multilateralization
agreement (Dec. 2008)

G20 Finance Ministers and Central Bank Governors’ Meeting (Apr. 2010)
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2009, which was expanded and reformed as

been held informally since 1996, and in

the Financial Stability Board (FSB) a month

reaching the decision in December 2008 to

later in April 2009.

hold them annually. In May 2009, the Bank

In addition, Korea attained member-

of Korea agreed to the CMI multilateraliza-

ship in three standing committees of the

tion deal, an agreement that expanded the

Bank for International Settlements (BIS):

CMI currency swap contracts with the ASE-

the Basel Committee on Banking Supervi-

AN+3 countries. The multilateralization

sion (BCBS), the Committee on Payments

agreement went into effect on a scale of 120

and Market Infrastructures (CPMI), and

billion U.S. dollars in March 2010. In addi-

the Committee on the Global Financial Sys-

tion, the Bank of Korea, together with the

tem (CGFS), in March, July and November

government, successfully hosted the G20

2009, respectively.

Finance Ministers and Central Bank Gov-

The Bank of Korea also strived to pro-

ernors’ Meeting, the FSB General Assembly

mote international cooperation and took

and BCBS meeting, and led an agreement to

the lead in officially organizing trilateral

be reached in advance, thereby contributing

meetings among central bank governors

to the success of the G20 Seoul Summit in

from Korea, China and Japan, which had

November 2010.

Timeline of the Bank of Korea’s Admission to International Organizations
International organizations
Bank for International Settlements (BIS)

Global
financial
cooperation
organizations

Regional
financial
cooperation
organizations

Bank of Korea:
A Seventy-Year History

Admission date
Jan. 1997

Basel Committee on Banking Supervision (BCBS)

Mar. 2009

Committee on Payments and Market Infrastructures (CPMI)

Jul. 2009

Committee on the Global Financial System (CGFS)

Nov. 2009

Markets Committee (MC)

Nov. 2009

Financial Stability Forum (FSF) → Financial Stability Board (FSB)

Mar. 2009

The South East Asian Central Banks (SEACEN)

Jan. 1990

Executives' Meeting of East Asia-Pacific Central Banks (EMEAP)

Feb. 1991

Islamic Financial Services Board (IFSB)

Mar. 2014
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Chapter 9.
Global Uncertainties
and Balance Between
Economic Growth and
Financial Stability
(2012- )

9.1 Operation of the Monetary and
Credit Policies for Sustainable
Growth
9.2 Expansion of Responsibility for
Monetary and Credit Policies
9.3 Revision of the Bank of Korea
Act and Strengthening the
Responsibility for Financial Stability
9.4 Establishing a Response System to
Global Uncertainties
9.5 Response to the COVID-19 Crisis
9.6 Developing Into an Advanced
Central Bank

While the Korean economy swiftly overcame the global financial crisis, the decline in the potential
growth rate and cumulative financial imbalances urged it to explore new ways of improving the current
situation amid persistent uncertainties.
Since the global financial crisis, the Korean economy had been faced with ensuing uncertainties,
such as the European sovereign debt crisis, the U.S. Fed’s move to reduce quantitative easing and raise
the policy interest rate, and the U.K.’s decision to withdraw from the EU (Brexit), combined with structural
difficulties, such as a decline in the potential growth rate, and low fertility and an aging population. Against
this backdrop, the Korean economy’s growth rate slowed to around 3% per annum.
In response, the government sought to overhaul the economic system by strengthening foreign exchange soundness and restructuring savings banks and marginal firms, while implementing a range of
economic stimulus plans, including deregulation. As a result, Korea’s economy was considered to be a
safe haven in the IMF Article IV consultation in 2013, and the sovereign credit rating (based on Moody’s
evaluation) was raised from Aa3 to Aa2 in 2015, differentiating Korea from other emerging countries.
On the other hand, financial imbalances, including increased household debt, continued to grow cumulatively. In 2019, uncertainties heightened by the escalating U.S.-China trade dispute in 2019 and the
influence of a slump in the semiconductor business, which is one of Korea’s core industries, resulted in a
notable slowdown in the economic growth rate.
Since the beginning of 2020, the novel coronavirus outbreak (COVID-19), which began in China, has
rapidly spread into a global pandemic affecting countries around the world, including the U.S. and Europe,
and creating an unprecedented threat for all of humanity.

Economic Growth Rate (%)

Inflation Rate (consumer price basis, %)

5

4

4

3

3
2
2
1

1

0

2012

2014

2016

2018

0

2012

2014

2016

2018

The Bank of Korea responded to the slowdown in the growth rate by gradually decreasing the Base
Rate and strove to fulfill its new legal duty of ensuring financial stability. Nevertheless, increasing risks arising from high household indebtedness under the influence of accommodative monetary and credit policies
have posed a new challenge to seeking a balance between economic growth and financial stability.
As Korea’s economy showed weakened growth, the Bank continued to decrease the Base Rate.
Furthermore, in awareness of the necessity to expand growth potential, the Bank devised a range of measures, including the aggressive expansion of the overcall ceiling of the Bank Intermediated Lending Support Facility. Amid changes in the internal and external environment, the Bank sought to improve policy
efficiency and policy responsibility by further developing its monetary and credit policy systems, including
the advancement of inflation targeting, the enhancement of policy communication, and a reduction in the
number of monetary policy decision meetings.
Since 2011 when the eighth revision to the Bank of Korea Act stipulated “financial stability” as the
Bank of Korea’s legal duty, the Bank has exerted its utmost efforts to enhance its macroprudentiality. Specifically, it greatly reinforced its Financial Stability Report and created the Financial Stability Meeting, while
establishing a collaborative channel with the government to push ahead with the management and restructuring of household debt. In addition, it formulated countermeasures against persistent uncertainties
after the global financial crisis. These measures included the establishment of a system to enforce market
stabilization measures as necessary upon detecting any factor in advance that could bring instability to the
market. In addition to the efforts to improve soundness in the foreign exchange sector, the Bank bolstered
the foundation of stability by expanding the scope of key currency countries from neighboring Asian countries to include Canada and Switzerland through the conclusion of currency swap transactions.
In the global crisis triggered by COVID-19 in 2020, the Bank implemented unprecedented measures,
such as a sharp reduction in the Base Rate and the provision of an unlimited supply of won liquidity through
open market operations. As in the previous financial global crisis, the Bank swiftly concluded a Korea-U.S.
currency swap agreement to stabilize the financial and foreign exchange markets.
Meanwhile, the Bank exerted steady efforts to become an advanced central bank, including taking
steps to establish next-generation payment and settlement systems and strengthening the operation of
foreign assets and risk management. The introduction of a confirmation hearing for the appointment of the
Governor of the Bank of Korea in 2014 and the first selection of the Bank’s Governor to join the BIS Board of
Directors in 2018 have subsequently raised the Bank’s internal and external standing.
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9.1

Operation of the Monetary and
Credit Policies for Sustainable
Growth

1.

2.

3.

Reduction of the Base Rate
in Response to the Sluggish
Growth Rate

Re-organization of the
Functions of Policy
Financing and Expansion of
Its Scale

Support for Corporate
Restructuring

The growth rate of the Korean economy sharply declined from 3.7% in 2011 to 2.4% in 2012
and remained at around 3% afterward, thereby raising concerns about a decline in growth potential. In addition, predictions of a population decline due to low fertility led some to voice that
potential growth would decrease to around 1% in the future. Studies also showed that the potential growth rate,
which was observed
at the lower 5% range
in the first half of
the 2000s, decreased
to the 4.1% to 4.2%
range in the second
half of the 2000s
around the time of
the global financial
crisis, and continued
to fall to the 2.7% to
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A meeting of the Monetary Policy Board (Jun. 2016)
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2.8% range in the second half of the 2010s. In

dued recovery in the world economy, com-

particular, during 2019 and 2020, growth po-

bined with a weakening Japanese yen and

tential was estimated at a mere 2.5% to 2.6%.

geopolitical risks triggered by North Korea,

Under these circumstances, the government

while inflation slowed based on prices of ag-

exerted active efforts to promote economic

ricultural, livestock and fishery products,

recovery and corporate restructuring, there-

and personal services charges. In an effort

by achieving the structural improvement of

to prop up sustainable economic growth,

the Korean economy and innovative growth.

the Bank lowered the Base Rate by 25 basis

Meanwhile, the Bank of Korea, along with

points each in July and October 2012 and in

the reduction in the Base Rate, sought to

May 2013, adjusting the policy rate down-

strengthen Korea’s growth potential and ac-

ward from 3.25% to 2.50%. These policy

tively supported corporate restructuring.

efforts contributed to raising the economic
growth rate to slightly over 3% in 2013 and

1.

Reduction of the Base Rate
in Response to the Sluggish

2014.
In the second half of 2014, the growth
of the Korean economy slowed again, influ-

Growth Rate

enced by sluggish exports due to a decline in
In 2012, the Korean economy saw a

the growth rate of international economies,

slowdown in the growth rate due to a sub-

and consumer price inflation rate remained

Changes in the Base Rate After 2012
3.5

(%)
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far below the medium-term inflation target

2.

Re-organization of the

(2.5% to 3.5% for the 2013 to 2015 period)

Functions of Policy Financing

due to plunging international oil prices.

and Expansion of Its Scale

There were concerns that the Sewol Ferry
incident in 2014 and the spread of MERS

The central bank’s credit supply in-

in 2015 would have adverse effects on eco-

struments, such as the Aggregate Credit

nomic agents’ sentiment and on real eco-

Ceiling Loans, had mainly been used to

nomic activities. In consideration of these

provide funds to strategically important

circumstances, the Bank decreased the Base

sectors, particularly in emerging industries,

Rate by a total of 100 basis points across four

but since the global financial crisis, these

rounds in August and October 2014 and

instruments have been utilized from a rath-

March and June 2015. In June 2016, the Base

er broader perspective to complement the

Rate was adjusted downward to 1.25% in

policy of monetary easing. In reflection of

consideration of the influence of the delayed

these changes, in December 2013 the Bank

recovery of the growth rate and corporate

re-established its credit policy function and

restructuring, mainly in the shipbuilding

aimed it in the following directions. First,

and marine transportation industries.

rather than providing policy financing for

In 2017, as the growth rate surpassed

particular sectors, it set out to contribute to

3% again and there was increased neces-

expanding growth potential and moderat-

sity to tackle the growing financial imbal-

ing the pro-cyclicality of finance under the

ance, the Bank raised its Base Rate over

primary goal of relieving credit squeezes

two rounds in 2017 and 2018. However, the

resulting from market failures. Second, it

growth rate remained at 2% in the after-

sought to promote a smooth credit supply at

math of escalating uncertainties caused by

the micro level, complementing monetary

the U.S.-China trade dispute and sluggish

policy conducted as part of macroeconomic

performance in the semiconductor indus-

policy. Last, it arranged to fulfill these roles

try, which is one of Korea’s core industries.

in an indirect manner by providing incen-

In addition, it was projected that the infla-

tives to financial institutions, considering

tion rate would not even reach 1%. Subse-

that the direct supply of funds by the central

quently, the Bank lowered the Base Rate by

bank itself could give rise to problems such

a total of 50 basis points over two rounds in

as the distortion of funds allocation and

July and October, from 1.75% to 1.25%.

conflict with international regulations.
While re-establishing the function of
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credit supply, the Bank also reshuffled its

support of strengthening banks’ function of

loan framework. The Bank introduced the

financial intermediation to sectors lacking a

Aggregate Credit Ceiling Loans in 1994

credit supply. The framework to determine

with the aim of strengthening the function

the loan ceilings was also changed. The ex-

of adjusting liquidity, but since the currency

isting division into the ceiling for individual

crisis of 1997, the introduction of the mone-

financial institutions and the ceiling for the

tary and credit policies based on the interest

Bank’s regional branches was changed to

rate alongside inflation targeting resulted

individual programs targeting specific sec-

in the use of the Aggregate Credit Ceiling

tors, such as ceilings for high-tech start-ups

Loans mainly as a credit supply instru-

and trade financing.

ment. As the function of credit supply was

In addition, the scale of policy financ-

re-established, the Aggregate Credit Ceil-

ing, which had been flexibly adjusted ac-

ing Loans was reorganized to fulfill a new

cording to each purpose of controlling li-

credit supply function. As a first step, it was

quidity, was significantly expanded. The

renamed the Bank Intermediated Lending

overall ceiling of the existing Aggregate

Support Facility. This facility is best under-

Credit Ceiling Loans was raised by 1.5 tril-

stood as a central bank lending scheme in

lion won to 9 trillion won in 2012, and again

Changes in the Ceilings and Interest Rates of Bank Intermediated Lending Support
Facility
(trillion won)

(%)
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5
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by 3 trillion won to 12 trillion won in 2013.

up measures to normalize the corporate

After the introduction of the Bank Interme-

bond market in collaboration with the gov-

diated Lending Support Facility, the Bank

ernment in July 2013, to ensure that viable

used this framework to divert 3 trillion won

companies would be able to raise funds via

to promote facilities investments by SMEs

corporate bond rollovers. In line with those

in 2014, and 5 trillion won each for high tech

measures, the Bank implemented a total of

start-ups and facilities investment in 2015

6.9 trillion won in financial support for the

and 2016, respectively, thereby significant-

Korea Development Bank (KDB) as a spe-

ly expanding the total ceiling to 25 trillion

cial loan, and an over-the-counter sale of

won. In addition, the Bank continued to re-

MSBs by negotiated transactions over two

duce interest rates on loans. After the reduc-

rounds in March 2014 and October 2015, to

tion of the interest rate by 25 basis points to

provide liquidity as needed by the KDB in

1.25% in October 2012, the Bank applied

making contributions totaling nearly 150

differential reductions ranging from 0.50%

billion won to the Korea Credit Guarantee

to 1.00% for each program in April 2013.

Fund (KODIT). This support was intended

The loan rates for other programs were also

to contribute to the stabilization of the fi-

later reduced, and from April 2015, the rates

nancial system by proactively managing po-

were maintained at around 0.50% to 0.75%.

tential risks.
The Bank also made a concerted effort

3.

Support for Corporate

by creating the Recapitalization Fund for

Restructuring

State-run Banks. In 2016, despite the government’s pursuit of corporate restructur-

Since the global financial crisis, the

ing, the number of marginal firms increased

government implemented restructuring

mainly in economy-sensitive sectors, such

measures at savings banks, while evaluating

as shipbuilding and marine transportation,

corporate credit risks every year and select-

in the wake of the global economic slow-

ing target companies for restructuring. In

down and global supply excess, subsequent-

late 2015, it formulated and pursued a basic

ly weakening the management soundness

direction for restructuring across five econ-

of the KDB and the Export-Import Bank

omy-sensitive sectors, including shipbuild-

of Korea, which had financially support-

ing and marine transportation. The Bank

ed those firms. Citing the urgent need for

of Korea supported corporate restructur-

corporate restructuring, the government

ing from the financial side. The Bank drew

decided to set up the Recapitalization Fund
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for Start-run Banks and requested that the

ed, the Recapitalization Fund for State-run

Bank of Korea join the plan.

Banks was not activated, and was in fact

In response to the request, the Bank

terminated as scheduled in late 2017 after

emphasized that state-run bank recapital-

serving its role of underpinning the finan-

ization was fundamentally the responsibili-

cial market.

ty of the fiscal authority, and decided to play
a complementary and temporary role, to act
as a contingency against the possible spread
of unrest in the financial system. In July
2016, in relation to the recapitalization of
state-run banks, the Monetary Policy Board
decided on a plan to extend total loans of up
to 10 trillion won to the Industrial Bank of
Korea for one year or less. As concerns over
the capital adequacy of the KDB and the
Export-Import Bank of Korea were alleviat-

BOK approves W10 tril. in loans for restructuring
(Jul. 2, 2016, The Korea Times)
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9.2

Expansion of Responsibility for
Monetary and Credit Policies

1.

2.

3.

Advancement of Inflation
Targeting

Strengthening Policy
Communication

Overhaul of the Operating
Method of Monetary and
Credit Policies

The global financial crisis caused many changes in monetary and credit policy conditions.
First, the Bank of Korea became legally required to fulfill the obligation of ensuring financial
stability, as well as price stability, and with the continued development of the financial market,
the importance of policy communication rose, as well. In addition, as domestic and global financial markets became
more connected, monetary policies in advanced
countries, especially the
policy decisions made by
the U.S. Federal Reserve,
began to exert a stronger
influence on the Korean
economy. One of the significant changes during
this time was that the
trust and expectations
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of the general public toward monetary and

the operational status of the inflation tar-

credit policies were higher than ever.

get, the Bank increased the issuing frequen-

In response to such changes, the Bank

cy of reports from two (Inflation Report)

of Korea sought to develop its monetary and

to four (Monetary Policy Report) reports

credit policy framework so as to strengthen

per year, and decided to provide an expla-

policy responsibility with the aim of raising

nation for the cause and subsequent policy

the efficiency of policy implementation, all

direction were the consumer price inflation

while sustaining the growth of the Korean

rate to deviate from the inflation target by

economy. As part of these efforts, the Bank

50 basis points or more for six consecutive

improved inflation targeting to provide a

months. Thanks to this decision, the Bank

flexible basis for policy operation, while

held a briefing on prices in July 2016 when

strengthening communications with the

the consumer price inflation rate was below

market to increase policy efficiency, and re-

the inflation target by 50 basis points for six

duced monetary policy decision meetings to

months in a row, and in October when that

eight times a year, like central banks in ad-

indicator was below the target for three con-

vanced countries.

secutive months since July, and explained
the reasons for the inflation target not being

1.

Advancement of Inflation

met, covering price projections and mone-

Targeting

tary policy decisions.
The inflation target applied since 2019

The Bank of Korea steadily improved

set the target level at 2.0%, but did not spec-

inflation targeting to be consistent with the

ify the application period, which implied

global standard in order to provide greater

that the target level was to be maintained in-

flexibility in monetary and credit policies.

definitely. The Bank decided to examine the

When setting the inflation target between

agendas to improve inflation targeting every

2013 and 2015, the Bank reduced the tar-

two years, and to disclose and explain the

get range from 3.0±1% to 2.5%-3.5% and

outcomes of the examinations. In addition,

strengthened its accountability by compil-

the Bank abolished the existing briefings

ing a comprehensive report on inflation two

on prices, and decided instead to publish

times a year. The inflation target between

reports on the assessment of the operation-

2016 and 2018 was lowered to 2.0%, a spe-

al status of the inflation target two times

cific target intended to further clarify the

a year, and to explain the report at a press

targeted level. With regard to reports on

conference hosted by the Governor. The
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Inflation Targets and Consumer Price Inflation Rates
Inflation Target Range
Inflation Target Level

(%)

CPI

5
2013-2015
(2.5-3.5%)

4

2016-2018
(2.0%)

3

2019(2.0%)

2
1
0
-1
2013

2014

2015

2016

2017

2018

2019

Governor of the Bank of Korea explained

explicitly state the relationships between

the status of prices, the economic outlook

targets and various considerations for the

and risk factors, and policy directions at

operation of policies, and basic guidelines

press conferences two times in 2019, in June

to accomplish policy objectives. At present,

and December.

the Bank outlines the said general principles
in its Monetary Policy Report and reviews

2.

Strengthening Policy

whether there are any corrections or sup-

Communication

plementations in the annually established
monetary and credit policy decision.

The Bank of Korea announced its Gen-

In order to further enhance policy-

eral Principles of Monetary Policy Oper-

making transparency, the Bank reduced

ation in December 2016, with the aim of

the disclosure time of the minutes of Mon-

maintaining consistency in monetary policy

etary Policy Board meetings from six weeks

communication and of raising the general

to two weeks from the date of each meet-

public’s understanding of policy implemen-

ing, starting in September 2012, and began

tation. These general principles specify the

to disclose the votes of members for and

objectives of monetary and credit policies

against the determinations of the Base Rate

as stipulated in the Bank of Korea Act, and

from May 2013. In October 2014, the dis-
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closures included the opinions of members

etary policy from July 2014. In addition,

who voted against the Base Rate decision

starting in 2017 the Bank began to specify

on the direction of Base Rate control. Also,

projected figures on prices and growth in

Board members who represented minori-

the months when the economic outlook

ty opinions upon deciding the direction of

was released, and in the months in between

monetary policy have been named since

mention the possibility of changes in the

2016.

previously projected direction with the aim

In order to enhance communication

of explaining the background to policy-

with economic actors, the Bank continues

making and of strengthening signals with

to expand the contents of its monetary pol-

regard to the policy direction.

icy decision announcements. The decisions
began to outline trends in exchange rates in

3.

Overhaul of the Operating

October 2013 and matters requiring special

Method of Monetary and Credit

attention in the future operation of mon-

Policies
In 2017, the Bank of Korea adjusted
the frequency of monetary policy decision
meetings from twelve down to eight meetings per year. The purpose of this adjustment was to strengthen the institutional
basis for implementing future-oriented
monetary policies in the long term and to
build an environment where monetary
policy decisions were consistently executed
based on the economic outlook. In addition, considering that Korea is a small open
economy, it was intended to secure an institutional instrument that could account for
changes in international economic conditions more systemically as part of the monetary policymaking process. Furthermore, it

General Principles of Monetary Policy Operation
(included in the Monetary Policy Report)
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reflected the international tendency among
central banks in major advanced countries,
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including the ECB and the Bank of England,

simultaneous membership replacement, a

to reduce the number of monetary policy

system of staggered terms for Monetary Pol-

decision meetings to eight per year, like the

icy Board members was introduced as part

U.S. Federal Reserve.

of the revisions to the Bank of Korea Act in

In 2018, the Bank introduced a sys-

2018. Under this system, the terms of the

tem of staggered terms on the Monetary

Monetary Policy Board Members, who are

Policy Board. As one seat on the Monetary

appointed for the first time under the re-

Policy Board had remained vacant for two

vised Bank of Korea Act, recommended by

years since 2010, the terms of four members

the Governor of the Bank of Korea and the

simultaneously expired every four years

Chairman of the Financial Services Com-

starting in 2012. In addition, the terms

mission were adjusted to three years, from

of five members were scheduled to expire

the previous four years. In order to sustain

in 2020, along with the term of the Senior

the effects of the staggered-terms system, if

Deputy Governor as an ex officio member.

a member’s term expires and their successor

Therefore, in response to concerns that the

is not appointed immediately, the term of

consistency and continuity of monetary and

the successor shall be deemed to have start-

credit policies would deteriorate due to this

ed immediately after the expiration of the

Revision of the Bank of Korea Act in 2011
Revised
Order

Major Changes

8th
revision

Dec. 17,
2011

- Legislation of the Bank’s responsibility for financial stability
- Expansion of the scope of financial institutions required to submit data, and
improvement of the requirement system for examinations and joint examinations
- Overhaul of the reserve requirement system and emergency liquidity supporting
system

9th
revision

Apr. 22,
2012

- Addition of a confirmation hearing in the National Assembly to the appointment
procedure of the Governor of the Bank of Korea
- Establishment of a new article regarding currency units, etc.

10th
revision

Mar. 29,
2016

- Strengthening of the legal penalty on defacing coins

11th
revision

Mar. 13,
2018

- Introduction of the system of staggered terms to the Monetary Policy Board

8
8
8
8
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term of the former member.
Open market operations, a core instrument of monetary and credit policies, have
also been improved continuously. In the
case of MSBs, since May 2016 a monthly issuance plan has been published at the end
of each month to ensure the predictability
of market players, and in November 2017
the Bank fragmented the issuance yield
rate units for MSBs from 1.0bp to 0.5bp so
as to enhance the consistency between the
primary and secondary markets. In March
2018, investment demand and liquidity for
one-year MSBs were expanded by extending the period for the fungible issue of MSBs
and allowing repurchases in the middle. In
addition, as the revision of the Bank of Ko-

rea Act in 2011 allowed securities lending
transactions, RP transactions were made
available through securities lending transactions. The selection standard for open
market operating agencies was provided
in the Regulations on Open Market Oper-

ations in order to ensure greater transparency in the selection process. Meanwhile,
as part of the revision of the Bank of Korea

Act in 2011, the Bank overhauled the reserve
requirement system to partially include financial bonds in debts to be accumulated as
reserves, and changed the reserve accumulation period from a half month to a month.
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9.3

Revision of the Bank of Korea
Act and Strengthening the
Responsibility for Financial
Stability

1.

2.

3.

Legislation of the
Responsibility for Financial
Stability and Adoption of
Financial Stability Report
as a Statutory Report

Establishing a Multilateral
Response System for
Financial Stability

Alleviating Risks of
Household Debt

Amid persistent internal and external uncertainties in the wake of the global financial crisis, there was a growing possibility that financial institutions and enterprises would become insolvent. In particular, increased household debt posed a significant threat to the stability of the
financial system. With potential risks lurking in the
financial sector, the eighth
revision to the Bank of Ko-

rea Act in 2011 specified
financial stability as one of
the statutory duties of the
Bank of Korea, which led
the Bank to devise multifaceted response system
to promote financial stability. The Bank conducted an in-depth analysis
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of major risk factors and presented policy

power the Bank to make proactive and sys-

alternatives in its Financial Stability Report.

tematic responses. Reflections on the global

It established a Financial Stability Meeting

financial crisis brought about growing dis-

to comprehensively monitor financial stabil-

cussions in the U.S. about reforming the fi-

ity conditions and seek counter measures, if

nancial supervisory system and strengthen-

necessary, and it built up close cooperation

ing central bank functions, and in the U.K.

with the government and other actors. The

with regard to reintegrating the Financial

Bank was devoted to fulfilling its responsibil-

Services Authority into the Bank of En-

ity for financial stability by raising the policy

gland, which had been previously separated

rate and, in concert with the government, by

from the central bank. In the case of Korea,

formulating and implementing measures to

the eighth revision to the Bank of Korea

manage and improve household debt, based

Act was enacted in order to strengthen the

on the aforementioned response system.

Bank’s responsibility for financial stability,
and it came into effect on Dec. 17, 2011.

1.

Legislation of the Responsibility

The revised Act explicitly granted re-

for Financial Stability and

sponsibility for financial stability to the

Adoption of Financial Stability

Bank of Korea by stipulating, “The Bank

Report as a Statutory Report

of Korea shall take heed of financial stability in carrying out its monetary and credit

In the course of overcoming the glob-

policies,” in Article 1 “Purpose”. In addi-

al financial crisis, criticism arose that it was

tion, it mandated the Bank to prepare an

difficult for the Bank of Korea to respond to

assessment report on macro-financial sta-

financial crises in an effective and prompt

bility conditions, Financial Stability Report,

manner under the existing central banking

at least twice every year, and submit it to

system. Moreover, some contended that, in

the National Assembly. It also expanded

order to ensure financial stability from the

the scope of financial institutions required

macroprudential perspective, the Bank’s

to submit data as requested by the Bank of

role of ensuring financial stability, which it

Korea, to include non-bank financial insti-

had fulfilled implicitly as the lender of last

tutions from the existing banks and bank

resort pursuant to Article 65 “Emergency

holding companies, given that the instabil-

Credit to Financial Institutions” of the Bank

ity of the financial system was being driven

of Korea Act, should be clearly specified as

by non-bank financial institutions. The Act

its legal responsibility, which would em-

also specified the mandatory period with-
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in which the Financial Supervisory Ser-

for the constant and comprehensive evalu-

vice shall undertake independent and joint

ation of the financial system through regu-

examinations upon the Bank’s request, as

lar meetings of the Monetary Policy Board.

prescribed by Presidential Decree. The En-

Starting in 2015, a macro-financial stability

forcement Decree of the Bank of Korea Act

conditions review meeting began to be held

set the said mandatory period to within one

twice a year as part of regular meetings of

month.

the Monetary Policy Board. In 2017, the
meeting was renamed the Financial Stabil-

2.

Establishing a Multilateral

ity Meeting and its frequency increased to

Response System for Financial

four times a year, in March, June, Septem-

Stability

ber and December. In addition, the Bank
strengthened its information gathering ca-

The eighth revision to the Bank of Ko-

pabilities via joint examinations with the

rea Act led the Bank of Korea to expand and

Financial Supervisory Service in a bid to

reorganize the Financial Stability Report

enhance its financial stability monitoring

into a statutory report, so as to conduct

capabilities and to increase the utilization

comprehensive inspections of the financial

of inspection results. The existing method

system and heighten its early warning func-

of joint examinations, focusing on larger

tion. In April 2013, the Financial Stability

banks with significant influence over the

Report began to include a new section ded-

market, was replaced with partial examina-

icated to the analysis of financial stability

tions conducted simultaneously of multiple

issues, in order to conduct an in-depth anal-

banks on specific topics, such as lending to

ysis of the structural problems and potential

households and SMEs, or risk management

risk factors within the financial system. In

conditions. The Bank also launched a mon-

December 2016, the report steadily expand-

itoring organization in order to ensure the

ed its scope to include an examination of the

early identification of factors threatening fi-

vulnerabilities and resilience of the finan-

nancial stability, and to constantly monitor

cial system, along with in-depth analyses of

business practices and related risks among

related key issues. To this end, the Financial

financial institutions.

Stability Index and the Systemic Risk As-

As the need for a government-wide re-

sessment Model for Macroprudential Policy

sponse to financial stability became urgent,

(SAMP) were developed and used.

the Bank established various cooperation

The Bank also established procedures
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cies concerned with financial stability. In
July 2012, the Macroeconomy and Finance

3.

Alleviating Risks of Household
Debt

Meeting was formed as a consultative body,
bringing together the Bank of Korea, the

Household debt, which remained on an

Ministry of Strategy and Finance, the Fi-

upward trend since the global financial cri-

nancial Services Commission, the Financial

sis, rapidly grew in the second half of 2014,

Supervisory Service, and the Korea Deposit

backed by a low interest rate stance taken

Insurance Corporation. In March 2015, the

to support economic recovery and an ex-

Bank organized the Consultative Group for

pansion of housing demand following the

Managing Household Debt jointly with the

easing of real estate transaction regulations.

Ministry of Strategy and Finance, the Min-

Consequently, the growth rate of household

istry of Land, Infrastructure and Transport,

debt on a household credit basis increased

the Financial Services Commission and the

from an annual average of 7.1% between

Financial Supervisory Service. Since 2016,

2010 and 2013 to 9.7% between 2014 and

the Bank has also consulted with the Finan-

2016, while housing sales prices saw growth

cial Services Commission and the Minis-

widening from 0.3% in 2013, to 1.7% in

try of Strategy and Finance to ensure that

2014, and to 3.5% in 2015. As household debt

countercyclical capital buffer regulations

growth significantly outpaced household

were properly applied in line with Korea’s

income growth, the ratio of household debt

credit rating and macroeconomic and fi-

to disposable income soared from 123.7% in

nancial conditions. In addition, informa-

2010 to 149.5% in 2016. It was assessed that

tion sharing efforts with relevant agencies

the continued financial imbalance would

were intensified. The Bank revised its MOU

impose a greater risk to the financial system

on information sharing in September 2012,

and further weaken growth potential by re-

allowing the sharing of data obtained on an

stricting household spending.

ad hoc basis as well. In January 2014, it al-

The Bank of Korea directed its policy

so simplified the process and expanded the

efforts to promote the stability of the finan-

scope of information sharing with the Fi-

cial system through the easing of household

nancial Supervisory Service and the Korea

debt risks. First, it supported the restruc-

Deposit Insurance Corporation.

turing of household debt, which predominantly consisted of floating-rate loans.
This measure aimed to expand fixed-rate
household loans, because floating-rate debt
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acted as a factor in raising financial risk

ment plan in August 2016, and comprehen-

for households. As part of these efforts, the

sive measures for household debt in October

Bank made an additional contribution of

2017.

135 billion won to the Korea Housing Fi-

The Base Rate, also known as the poli-

nance Corporation in July 2012 and again in

cy rate, was also raised to mitigate the risks

June 2014 broadened the scope of securities

stemming from the rising buildup of finan-

eligible for open market operations, though

cial imbalances. As household debt contin-

solely for RP transactions, to include mort-

ued to increase faster than income, and as

gage-backed securities (MBS) issued by the

financial institution exposure to the real

Korea Housing Finance Corporation. The

estate sector kept growing, the heightened

Bank made and additional contribution

financial imbalance brought about elevated

of 200 billion won to the Korea Housing

risks to financial stability, thus resulting in

Finance Corporation in June 2015 to sup-

the Base Rate rising by 25 basis points each

port the Relief Loans launched by the gov-

in November 2017 and November 2018.

ernment and the Korea Housing Finance

Such efforts contributed to significantly de-

Corporation in the course of improving the

creasing the growth of household debt from

household debt structure.

11.6% in 2016 to 4.1% in 2019.

The Bank organized the Household

However, the real estate market began

Debt Task Force in November 2014, in or-

to show signs of instability as housing sale

der to continuously monitor the status of

prices rose again starting in 2017. In par-

household debt, while enhancing the anal-

ticular, housing sale prices in Seoul wit-

ysis of risk factors. Later, a household debt

nessed their growth rate significantly wid-

database was established, followed by the

ening from 2.1% in 2016 to 3.6% in 2017,

development of an analytic system for the

and to 6.2% in 2018. In response, in August

household debt database. Based on this

2017 the government devised the Housing

monitoring and analytic system, the Bank

Market Stabilization Measures to protect

worked with the government and relevant

non-speculative housing demand and to

agencies to formulate diverse measures to

curb short-term speculation demand, with

manage household debt, such as a plan to

key measures including the designation of

promote the improvement of household

overheated speculation districts, revival

debt structure in February 2014, a compre-

of the redemption of excess earnings from

hensive management plan for household

apartment reconstruction, and an increase

debt in July 2015, a household debt manage-

of the transfer income tax. Other govern-
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1.5 billion won) and an upward adjustment

Changes in Household Debt Rate and
House Credit Growth
(%)
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tate holding tax.
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ment responses included: Housing Market
Stabilization Measures in September 2018
with key contents including raising the
comprehensive real estate holding tax and
tightening regulations on mortgage loans
taken out by multiple-house owners and
housing lease business operators; and the
initiative to expand the housing supply in
the Seoul metropolitan area in May 2019.
Such government efforts contributed to declining housing sales prices across Seoul in
the first half of 2019, but the prices returned
to an upward trend in the second half of the
same year. This led the government to announce the Housing Market Stabilization
Plan in December 2019, an intensive measure that included a ban on mortgage loans
for ultra-high-priced apartments (at least
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9.4

Establishing a Response System
to Global Uncertainties

1.

2.

3.

Operation of the Monetary
and Financial Action Task
Force and the Economic
and Financial Situation
Review Meeting

Strengthening Buffers
against External Shocks

Enhancing Global
Cooperation for Financial
Stability

Trends such as economic globalization, financial openness, advancements in IT and the
rapid expansion of global fund transfers have resulted in an unprecedented level of interconnectedness between domestic and global financial markets. As such, domestic financial markets
are affected by a constant
array of global uncertainties, such as the European
sovereign debt crisis in
2010, the reduction in the
scale of quantitative easing and policy rate hikes
by the U.S. Federal Reserve in 2013, the consequent unease in the financial markets of emerging
economies, political factors including the U.K.’s
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Brexit decision and the outcome of the 2016

sponded to domestic and international fac-

U.S. presidential election, and ongoing trade

tors of instability by deploying the task force

disputes between the U.S. and China since

to comprehensively examine conditions in

2018. The Bank of Korea has already been

the domestic and international financial

establishing systematic measures in antici-

markets and to discuss countermeasures.

pation of global uncertainties. First, the Bank

In particular, the task force prepares for

has established and operated the Monetary

emergency situations ahead of holiday sea-

and Financial Action Task Force and the

sons, including Lunar New Year’s holidays

Economic and Financial Situation Review

and the Chuseok Mid-Autumn Festival. In

Meeting as instruments to immediately re-

addition, the Bank organized the Econom-

spond to elevated risk factors and to prompt-

ic and Financial Situation Review Meet-

ly identify appropriate options, if necessary,

ing, chaired by the Governor of the Bank

to stabilize financial markets. In addition,

of Korea. In cases of heightened concern

the Bank enhanced the soundness of the for-

concerning the exacerbation of financial

eign exchange sector, established a multilay-

and economic issues in Korea and abroad,

ered foreign exchange safety net by expand-

the meeting was promptly held to ensure a

ing currency swap agreements with central

comprehensive examination of possible pol-

banks of other countries, and strengthened

icy responses, following the activation of the

international cooperation centered around

task force.

the Financial Stability Board (FSB) and the
Bank for International Settlements (BIS).

Indeed, the Bank made timely interventions and drew up measures to stabilize
financial markets when the short-term fi-

1.

Operation of the Monetary and

nancial markets and bond markets faltered.

Financial Action Task Force and

As short-term interest rates soared in the

the Economic and Financial

second half of 2015 owing to the spreading

Situation Review Meeting

expectations of a policy rate hike by the U.S.
Federal Reserve, the Bank decreased the

In response to persistent internal and

issuance of Monetary Stabilization Bonds

external uncertainties even after the global

(MSBs) to maintain sufficient liquidity in

financial crisis, the Bank of Korea launched

the short-term financial market. In 2016,

the Monetary and Financial Action Task

the domestic financial market displayed

Force under the Senior Deputy Governor

considerable unrest due to the large-scale

in May 2010. Since then, the Bank has re-

valuation losses suffered by securities com-
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panies following a failure to predict the

cluding the upward adjustment of the spot

winner of the U.S. presidential election. The

exchange trading unit in November 2013,

Bank responded with measures such as an

and launched its Foreign Exchange Infor-

outright purchase of treasury bonds and a

mation System 2.0 in January 2015. These

reduction in the amount of MSB issuance,

efforts took place in parallel to enhance reg-

thus contributing to the easing of market

ulatory efficacy and autonomy. In 2016, the

anxieties. In response to a sharp rise in call

Bank formulated a plan to improve the mac-

rates caused by the redemption interrup-

roprudential stability levy and participated

tion of some MMFs in the wake of Turkey’s

in the Foreign Exchange Regulation Reform

financial instability in the second half of

Task Force, as a way of easing impediments

2018, the Bank ensured the effective supply

faced by individuals and businesses in re-

and demand of funds in financial markets

gard to foreign exchange transactions, im-

by RP transactions.

prove the autonomy of transactions, ensure
the soundness of foreign exchange transac-

2.

Strengthening Buffers against

tions, and support the development of inno-

External Shocks

vative services.
Meanwhile, the Bank took part in the

The Bank of Korea continued to en-

development of the FX Global Code, which

hance the soundness of the foreign ex-

was prepared and announced by the BIS in

change sector in cooperation with the

May 2017, with the aim of facilitating the ef-

government to relieve external shocks that

fective functioning of the foreign exchange

would occur. In June 2012, the Bank de-

market. The Bank directly participated in

vised a step-by-step approach to expand

the working group on establishing the code

bank foreign currency deposits with the

of conduct. Later, the Bank announced a

aim of improving structural vulnerabilities

Statement of Commitment to the FX Global

triggered by the dependence of foreign cur-

Code on its website in May 2018.

rency financing on bank borrowing. In December of the same year, it implemented a

Establishing a Multilayered Foreign

measure that provided incentives for banks

Exchange Safety Net by Expanding

that demonstrate exceptional performance

Currency Swaps

in attracting foreign currency deposits. The
Bank drew up plans to improve systems and

The Bank of Korea made sustained ef-

practices in foreign exchange markets, in-

forts to expand the financial safety net by
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concluding bilateral currency swap agree-

ty or maximum swap amount specified in

ments with other central banks, in consid-

advance. In addition, in February 2018, the

eration of the significance of currency swaps

Bank concluded a new currency swap agree-

to financial stability as a form of secondary

ment with the Swiss National Bank (11.2

foreign exchange reserves. As a result, it

trillion won, or 10 billion Swiss francs).

doubled the size of its currency swap agree-

The Bank also strove to strengthen fi-

ment with the People’s Bank of China (64

nancial safety nets across the Asia-Pacific

trillion won, or 360 billion yuan) in October

region. In July 2014, it actively participated

2011 and signed currency swap agreements

in the revision of the Chiang Mai Initiative

with the Central Bank of the UAE (5.8 tril-

Multilateralization (CMIM) Agreement

lion won, or 20 billion dirham) and the Cen-

in the direction of enhancing its crisis re-

tral Bank of Malaysia (5 trillion won, or 15

sponse capabilities through an increase in

billion ringgit) in October 2013; the Reserve

the volume of CMIM swaps from 120 billion

Bank of Australia (5 trillion won, or 5 bil-

U.S. dollars to 240 U.S. billion dollars, and

lion Australian dollars) in February 2014;

the introduction of precautionary lines. As

and the Bank Indonesia (10.7 trillion won,

the co-chair for the 2018 ASEAN+3 Finance

or 115 trillion rupiah) in March 2014. It al-

Ministers and Central Bank Governors’

so expanded the volume of currency swaps

Meeting, the Bank also took the lead in an

with the Reserve Bank of Australia on two

overall review of the CMIM Agreement in

occasions, in February 2017 and February

2018.

2020, to a total of 9.6 trillion won, or 12 billion Australian dollars.

However, the currency swap agreements between Korea and Japan have ex-

A new currency swap agreement with

pired. In preparation for a possible escala-

Canada, a key currency country, in Novem-

tion of the European sovereign debt crisis

ber 2017 carried particular significance as it

into a global systemic crisis, the volume of

was a standing agreement with no maturi-

the currency swap between the two countries had been temporarily expanded to a total of 70 billion U.S. dollars for the period of
a year from October 2011. The won-yen currency swap agreement, ordinarily worth 3
billion U.S. dollars, expired in July 2013 and

Korea, Switzerland agree on currency swap deal
(Feb. 10, 2018, The Korea Times)
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the last bilateral swap agreement under the
CMI to the value of 10 billion U.S. dollars
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was also terminated by expiration in Febru-

MOU with the U.K.’s Prudential Regulation

ary 2015.

Authority (PRA) in December 2014 and secured a consultation channel on financial

3.

Enhancing Global Cooperation

supervisions, which enabled the exchange

for Financial Stability

of supervisory information about financial institutions operating in each country.

In response to the escalated need for

Meanwhile, it participated actively in super-

global cooperation, the Bank of Korea

visory sessions organized by foreign super-

played an active role together with the Ko-

visory authorities to acquire information

rean government in creating new global

about the management of foreign financial

financial regulations centered around the

institutions operating in Korea, such as

G20 and the FSB. In particular, it endeav-

Standard Chartered Bank, HSBC Bank, and

ored to ensure that the positions of the Re-

Citibank, while enhancing cooperation be-

public of Korea and emerging economies

tween financial supervisory agencies.

were reflected at the Basel Committee on
Banking Supervision (BCBS), the Committee on the Global Financial System (CGFS)
and at the Committee on Payments and
Market Infrastructures (CPMI), all part of
the BIS. In addition to such global cooperation, it sought the smooth introduction of
new global financial standards, such as the
Basel III standards and the Principles for
Financial Market Infrastructures (PFMIs).
In terms of regional cooperation, the Bank
worked as a member of Asia-Pacific regional consultative bodies, such as ASEAN+3
and the Executives’ Meeting of Asia-Pacific
Central Banks (EMEAP), thus promoting
both national and global interests.
Information-sharing was also promoted with financial supervisory a gencies
in foreign countries. The Bank signed an
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Current Status of Currency Swap Agreements Concluded by the Bank of Korea

2010

U.S.

Expired
in Feb.

CMIM1)

Launched
in Mar.

China

2)

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

As of the end of
March 2020

Resumed
in Mar.

60 billion U.S.
dollars
38.4 billion U.S.
dollars

Expanded
in Jul.

Expanded
in Oct.

Extended
in Oct.

Canada

Extended
in Oct.

64 trillion won, or
360 billion yuan
(approximately 56
billion U.S. dollars)

Concluded
in Nov.

No maximum swap
amount specified in
advance
11.2 trillion won,
or 10 billion francs
(approximately 10.6
billion dollars)

Concluded
in Feb.

Switzerland

UAE

Concluded
in Oct.

Malaysia

Concluded
in Oct.

Expired in
Oct.

6.1 trillion won, or
20 billion dirham
(approximately 5.4
billion U.S. dollars)

Renewed
in Apr.

Extended
in Jan.

5 trillion won, or
Extended 15 billion ringgit
in Feb. (approximately 4.7
billion U.S. dollars)

3)

Concluded
in Feb.

Expanded
in Feb.

9.6 trillion won, or
Expanded 12 billion Australian
in Feb. dollars (approximately
8.1 billion U.S. dollars)

Indonesia

Concluded
in Mar.

Extended
in Mar.

Extended
in Mar.

Australia

10.7 trillion won, or
115 trillion rupiah
(approximately 10
billion U.S. dollars)

Notes: 1) Based on the amount received or shared by Korea
2) The currency swap agreement was concluded in December 2008 (38 trillion won, or 180 billion yuan).
3) The amount of the currency swap with the Reserve Bank of Australia was expanded on two occasions,
from 5 trillion won to 9 trillion won, and then to 9.6 trillion won.
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9.5

Response to the COVID-19
Crisis

1.

2.

Unprecedented Policy Rate Cuts and
Unlimited Supply of Liquidity

Reviving the Korea-U.S. Currency Swap
Agreement and Easing the Pressure on
Foreign Exchange Soundness

Entering 2020, the growth of the Korean economy was expected to expand somewhat compared to the previous year, bolstered by a recovery in the semiconductor market. However, the
unexpected spread of COVID-19, which began in China, engulfed the globe, including Korea,
the U.S. and the euro area, which led the World Health Organization to declare this outbreak
an official pandemic on March 11, 2020. As of the end of April, the cumulative number of confirmed cases and deaths worldwide exceeded 3.2 million and 230 thousand, respectively. The
pandemic caused both demand and supply shocks, and disrupted the global supply chain as production and consumption sharply contracted due to people’s extreme anxiety and due to lockdown measures implemented
to curb the outbreak. The panic
in the financial market sharply
dragged down the stock markets by approximately 40% in
most countries. According to
the IMF forecast in April 2020,
global growth was projected at
minus 3.0% in 2020, the worst
downturn since the Great De-
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Monetary Policy Board meeting with attendees wearing masks to
prevent the spread of COVID-19 (Feb. 2020)
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pression in the 1930s. In the first quarter of
2020, Korea’s economic growth shrank sig-

1.

Unprecedented Policy Rate Cuts
and Unlimited Supply of Liquidity

nificantly to minus 1.4% from the previous
quarter on a flash estimates basis. Unlike pre-

With the accelerated spread of COVID-19

vious crises, the full impact of COVID-19 is

across the world as of March 2020, the Bank

difficult to estimate because its ripple effects

of Korea held a special meeting of the Mon-

are progressing so quickly from the collapse

etary Policy Board on March 16 for the first

of the real economy to financial markets, and

time since the global financial crisis. At the

the extent of the shock is too wide-ranging.

meeting, the Base Rate was lowered by 0.5

In response to this unprecedented cri-

percentage points to 0.75%. That figure was

sis, most countries have devised support

a record low in Korea’s policy rate history,

measures at historic scales. In particular, the

reaching below 1% for the first time.

U.S. Federal Reserve announced the unlimit-

In addition to the Base Rate cut, the

ed purchases of assets and corporate bonds,

Bank also stepped up its efforts to supply

together with the supply of U.S. dollars to

liquidity in order to prevent a cash crunch

central banks in other countries with U.S.

in the market. On Feb. 27, 2020, the Bank

Treasury bonds as collateral. The Korean

increased the ceilings on programs under

government devised urgent measures, such

the Bank Intermediated Lending Support

as a 32-trillion-won Comprehensive Plan

Facility by a total of 5 trillion won, from 25

for People’s Livelihood and the Economy, a

trillion won to 30 trillion won, as a means to

100-trillion-won or more Financial Support

expand financial support for companies af-

Package, and Disaster Relief Funds that pro-

fected by COVID-19. In addition, the inter-

vide up to 1 million won to each household.

est rate on support programs under the Bank

In line with the government’s stance, the

Intermediated Lending Support Facility was

Bank of Korea focused its efforts on the stabi-

lowered from the 0.50% to 0.75% range to

lization of financial markets and on the eas-

0.25%, effective March 17. The Bank also ad-

ing of shocks on the real economy by imple-

opted a unlimited liquidity support facility

menting novel policy instruments, including

to ensure the stability of the financial market

unconventional Base Rate cuts, an unlimited

and to support the timely implementation of

supply of liquidity, and the conclusion of an

the government’s Financial Support Pack-

emergency currency swap agreement with

age. By implementing this weekly regular RP

the U.S.

purchase facility for the three-month period
from April to June 2020, the Bank purchased
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bonds (91-day maturity) in full at a set inter-

as Shinhan Investment. In addition to the ex-

est rate (Base Rate + 10bps) or lower without

isting treasury bonds and government-guar-

any limit to meet the entire demand for fi-

anteed bonds, the Bank included debentures

nancial market liquidity.

issued by the Korea Development Bank, de-

The Bank also revived various poli-

bentures issued by the Industrial Bank of Ko-

cy instruments to expand liquidity supply

rea, debentures issued by the Export-Import

channels and methods, which had been

Bank of Korea, and MBSs issued by the Korea

implemented during the global financial

Housing Finance Corporation into the secu-

crisis. The scope of securities eligible for RP

rities eligible for outright transactions, and

transactions in open market operations was

later added special bonds issued by the Korea

expanded to include debentures issued by

Deposit Insurance Corporation to the secu-

the Korea Development Bank, debentures

rities eligible for RP transactions and eligible

issued by the Industrial Bank of Korea, de-

collateral for the Bank’s lending facilities (ef-

bentures issued by the Export-Import Bank

fective April 14).

of Korea, debentures issued by the National

In addition, the ratio of collateral pro-

Agricultural Cooperative Federation and

vided by financial institutions to the Bank

Nonghyup Bank, debentures issued by the

of Korea to guarantee net settlements was

National Federation of Fisheries Cooper-

lowered by 20 percentage points, effective

atives and Suhyup Bank, bonds issued by

April 10, which resulted in an additional

commercial banks and special bonds issued

provision of approximately 10 trillion won

by eight public institutions, in addition to

in liquidity. The range of eligible securities

Treasury bonds, MSBs, government-guaran-

for guaranteeing net settlement was broad-

teed bonds, and mortgage-backed securities

ened to the same range as the securities el-

(MBSs) issued by the Korea Housing Finance
Corporation. The scope of eligible collateral
for the Bank’s lending facilities was broadened to the same scope as securities eligible
for open market operations. Also, the Bank
newly designated additional brokerages eligible for open market operations, effective
April 1, including four primary dealers, such
as Kyobo Securities, and seven institutions
for transactions of MSBs and securities, such
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BOK to provide ‘unlimited’ liquidity to market until
end-June (Mar. 27, 2020, The Korea Herald)
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igible for open market operations, thus al-

announced the resumption of its currency

leviating the collateral burden at financial

swap agreement with the U.S. Federal Re-

institutions.

serve, which had originally been concluded

The Bank also built a safety net for busi-

during the global financial crisis. This new

nesses, banks and non-bank financial insti-

facility was set to support the provision of

tutions in anticipation of severe difficulties

U.S. dollar liquidity for up to 60 billion U.S.

in raising funds. On May 4, a new lending

dollars, two times higher than the previous

scheme, the Corporate Bond-Backed Lend-

volume of 30 billion U.S. dollars, and was

ing Facility, was introduced that provides

to be in place for at least six months, until

banks, securities companies and insurance

the expiration date of September 19, 2020.

companies with access to credit from the

The U.S. Federal Reserve signed currency

Bank of Korea upon posting eligible cor-

swap agreements simultaneously with cen-

porate bonds as collateral. This was aimed

tral banks in Denmark, Norway, Sweden,

at easing market anxieties by operating a

Australia, New Zealand, Brazil and Mexico,

standing lending facility in preparation for

in addition to the Monetary Authority of

the occurrence of any emergency situation.

Singapore. Thanks to the revival of the currency swap agreement with the U.S. Feder-

2.

Reviving the Korea-U.S.

al Reserve, on March 19 the Korean foreign

Currency Swap Agreement and

currency market came to quickly stabilize,

Easing the Pressure on Foreign

leading the won/U.S. dollar exchange rate to

Exchange Soundness

strengthen back to the earlier range of about
1,200 won to the U.S. dollar, from the more

With the COVID-19 outbreak, the won/

volatile level of 1,285.7 won to the U.S. dol-

U.S. dollar exchange rate rapidly rose due

lar. The Bank supplied the U.S. dollar funds

to growing concerns over a dollar shortage,

secured through the swap agreement by con-

driven by intensified anxiety in international

ducting a competitive auction of its U.S. dol-

financial markets and a continued outflow of

lar loan facilities.

foreign capital from the domestic stock mar-

In preparation for the potential deterio-

ket. In response to the situation, the Bank of

ration of foreign currency liquidity conditions,

Korea swiftly moved to revive its currency

the Bank proactively adjusted policy respons-

swap agreement with the U.S. Federal Re-

es for foreign exchange soundness in close co-

serve.

operation with the government. First, it raised

On March 19, 2020, the Bank of Korea
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Changes in Ceilings on FX Positions
Introduction
(Oct. 2010)

1st adjustment
(Jul. 2011)

2nd adjustment
(Jan. 2013)

3rd adjustment
(Jul. 2016)

4th adjustment
(Mar. 19, 2020)

Domestic banks

50.0%

40.0%

30.0%

40.0%

50.0%

Foreign bank branches

250.0%

200.0%

150.0%

200.0%

250.0%

Comparison of Policy Responses between the Global Financial Crisis and COVID-19 Crisis
Global Financial Crisis
Base Rate

Won
liquidity
supply

COVID-19 Crisis

• 5.25% → 2.00%(△325 basis points)

• 1.25% → 0.75%(△50 basis points)1)

• Total 27.9 trillion won

• Unlimited Ceiling1)

- Open market operations: 18.5 trillion won
- Bond Market Stabilization Fund: 2.1 trillion won
- Aggregate Credit Ceiling Loans: +3.5 trillion won
- Bank Recapitalization Fund: 3.3 trillion won
- Interests on reserve deposits: 0.5 trillion won

- Open market operations: 18.8 trillion won
(RP of Korea Securities Finance Corporation and
securities companies: 3.5 trillion won)
(Outright purchases of Treasury bonds: 3.0
trillion won)
(RP purchase facility to supply an unlimited
amount of liquidity: 12.3 trillion won)
- Bank Intermediated Lending Support Facility:
+5 trillion won

• Reduction in collateral for guaranteeing
net settlements: 10.1 trillion won
• Corporate Bond-Backed Lending Facility
newly launched

Dollar
liquidity
supply

Currency
swap

Others

• Total 26.77 billion U.S. dollars

• Total 18.54 billion U.S. dollars1)

- Competitive swap auctions: 10.27 billion U.S. dollars
- Currency swap arrangement with the U.S. Fed:
16.35 billion U.S. dollars
- Loans backed by export bills: 150 million U.S. dollars

- Currency swap arrangement with the U.S. Fed:
18.54 billion U.S. dollars

• U.S. Fed: 30 billion U.S. dollars
• Bank of Japan: Approx. 20 billion U.S. dollars
• People’s Bank of China:
180 billion yuan or 38 trillion won

• U.S. Fed: 60 billion U.S. dollars

• Expanding securities and financial
institutions eligible for open market
operations2)

• Expanding securities and financial institutions
eligible for open market operations
• Expanding eligible securities for the Bank’s
lending facilities
• Expanding eligible securities for guaranteeing
net settlement
• Rising ceilings on the FX positions of banks
• Alleviating burden on macroprudential stability levy

Notes: 1) As of the end of April 2020
2) Securities eligible for open market operations are applied to both RP and outright transactions.
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March 19. The ceiling had previously been

ties was lifted over a period from April to June

reduced to strengthen the foreign exchange

2020, and an additional levy exemption would

soundness since its introduction in 2010, and

be examined depending on market condi-

had then been increased to facilitate a flexible

tions. The levy, imposed in 2020, was allowed

response to changes in external conditions in

to be paid in installments. Meanwhile, the

2016. This upward adjustment returned the

government temporarily lowered the liquidity

ceiling to its original level of 50% for domestic

coverage ratio (LCR) in foreign currency from

banks and of 250% for foreign bank branch-

the current level of 80%, which is applied to

es. In addition, the Bank temporarily declined

commercial banks and specialized banks.

the financial institution macroprudential stability levy. The levy on non-deposit FX liabili-

FACTBOX

Bank of Korea's Policy Responses to Economic
and Financial Stability After the Spread of
COVID-19 (as of October 30, 2020)
1. Base Rate Lowered by 75 Basis Points, from 1.25% to 0.50% (on March 16 by 50 Basis
Points, on May 28 by 25 Basis Points)

2. Korea-U.S. Currency Swap Worth 60 billion U.S. Dollars Announced March 19,
Contract Extension Announced July 30
- Conducts competitive U.S. dollar loan facility auctions using the proceeds of swap transactions
with the U.S. Federal Reserve; a total of 19.872 billion U.S. dollars, on an accumulated basis

3. Expanded Supply of Won Liquidity
• RP purchases by the Korea Securities Finance Corporation and other securities
companies; total 3.5 trillion won
• Outright purchases of treasury bonds; total of 9.5 trillion won
- Expansion of simple purchases of treasury bonds was implemented, 5 trillion won during this
year

• Adoption of unlimited liquidity support facility, March 26
- A total of 19.43 trillion won was implemented

4. Corporate Bond-Backed Lending Facility established, April 16
5. Executing Loans to the Special Purpose Vehicle (SPV) for Purchase of Corporate
Bonds and CP
- Capital call method within a total limit of 8 trillion won; a total of 1.78 trillion won was executed,
on an accumulated basis
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FACTBOX

6. Increased Ceiling and Lowered Interest Rate on Bank Intermediated Lending Support
Facility
- Increased the ceiling by a total of 18 trillion won, from 25 trillion won to 43 trillion won: on
February 27 by 5 trillion won, on May 13 by an additional 5 trillion won, on September 23 by 8
trillion won more
- Lowered the interest rate on the Bank Intermediated Lending Support Facility by 25-50 basis
points (from the 0.50%-0.75% range → 0.25%) on March 16, effective March 17

7. Broadened Range of Institutions and Securities Eligible for Open Market Operations
• Eligible Securities
Securities Eligible for RP Transactions in Open Market Operations
Before

Government Bonds, Government-Guaranteed Bonds, Monetary Stabilization Bonds, MBSs
issued by the Korea Housing Finance Corporation

Mar. 16

Added Following Bonds: Debentures issued by the Korea Development Bank, Debentures
issued by the Industrial Bank of Korea, Debentures issued by the Export-Import Bank
of Korea, Debentures issued by the National Agricultural Cooperative Federation and
Nonghyup Bank, Debentures issued by the National Federation of Fisheries Cooperatives
and Suhyup Bank, Debentures issued by banking institutions established by the Bank Act;
valid from April 1, 2020, to March 31, 2021

Mar. 26

Added 8 Types of Bonds Issued by Public Organizations; valid from April 1, 2020, to March
31, 2021

Apr. 9

Added Korea Deposit Insurance Corporation Bonds; valid from April 14, 2020, to March 31,
2021

Securities Eligible for Outright Transactions in Open Market Operations
Before

Government Bonds, Government-Guaranteed Bonds

Apr. 9

Added Following Bonds: Debentures issued by the Korea Development Bank, Debentures issued
by the Industrial Bank of Korea, Debentures issued by the Export-Import Bank of Korea; valid
from April 1, 2020, to March 31, 2021

• Eligible Organizations
Organizations Eligible for RP Transactions
Before

13 Domestic Banks, 4 Foreign Bank Branches, 5 Non-Bank Financial Institutions

Mar. 26

7 institutions eligible for Monetary Stabilization Bond transactions and outright securities
transactions, 4 Primary Dealers; valid from April 1, 2020, to March 31, 2021

8. Broadening of Eligible Collateral for Lending Facilities
Eligible Collateral for Lending Facilities
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Before

Government Bonds, Government-Guaranteed Bonds, Monetary Stabilization Bonds

Mar. 12

Debentures issued by the Korea Development Bank, Debentures issued by the Industrial Bank
of Korea, Debentures issued by the Export-Import Bank of Korea, MBSs issued by the Korea
Housing Finance Corporation; effective April 1, 2020

Mar. 26

Added Following Bonds: Debentures issued by the National Agricultural Cooperative Federation
and Nonghyup Bank, Debentures issued by the National Federation of Fisheries Cooperatives
and Suhyup Bank, Debentures issued by banking institutions established by the Bank Act, 8
types of bonds issued by public institutions; valid from April 1, 2020, to March 31, 2021

Apr. 9

Added Korea Deposit Insurance Corporation bonds; valid from April 14, 2020, to March 31, 2021
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9. Raised the Ceiling on FX Positions at Banks by 25%, March 19
- Raised from 40% → 50% for domestic banks, 200% → 250% for foreign bank branches

10. Eased the Levy on Financial Institution Non-Deposit FX Liabilities
- Temporarily lifted the levy on non-deposit FX liabilities at financial institutions (banks, securities
companies, credit card companies, insurance companies) for three months, from April to June
- Expanded financial institutions’ installment payment plans due this year.

11. Expanded Financial Institutions' Collateral Capacity
• Lowered the ratio of collateral financial institutions are required to pledge with the Bank
of Korea to guarantee net settlement (70% → 50%), effective April 10
- Amount of secured securities paid by financial institutions decreased by 10.1 trillion won, as
of March 30, 2020

• Adjusted schedule for raising ratio of collateral to guarantee net settlement
Current

Apr.
2020

Aug. 1,
2020

Aug. 1,
2021

Aug. 1,
2022

Aug. 1,
2023

Aug. 1,
2024

Before

70%

70%

80%

90%

100%

100%

100%

After

⇒

50%

50%

70%

80%

90%

100%

• Expanded the scope of recognition of eligible collateralized securities for net settlement
implementation, valid from May 2020 to the end of March 2021
Eligible Securities as Collateral for Net Settlement

Before

Government Bonds, Government-Guaranteed Bonds, Monetary Stabilization Bonds, MBSs
issued by the Korea Housing Finance Corporation, Debentures issued by the Korea Development
Bank, Debentures issued by the Industrial Bank of Korea, Debentures issued by the ExportImport Bank of Korea

Mar. 26

Added Following Bonds: Debentures issued by banking institutions established by the Bank Act,
Debentures issued by the National Agricultural Cooperative Federation and Nonghyup Bank,
Debentures issued by the National Federation of Fisheries Cooperatives and Suhyup Bank and
Bonds issued by 9 public institutions; implemented in May)

12. The Bank of Korea's Liquidity Supply Performance, as of October 30, 2020
Limitation

Performance (accumulated basis)

60 billion U.S. dollars

19.872 billion U.S. dollars

unlimited

32.43 trillion won

8.0 trillion won

1.78 trillion won2)

Increase ceiling on Bank Intermediated
Lending Support Facility

18.0 trillion won3)

11.1 trillion won

Reduce amount of secured securities
paid for guaranteeing net settlement

10.1 trillion won

10.1 trillion won4)

Provide U.S. dollar funding using the
proceeds of swap transactions
Supply of won liquidity1)
Execute loan to Special Purpose Vehicle
(SPV) to purchase corporate bonds and CP

1) RP purchases for Korea Securities Finance Corporation and other securities companies, outright purchase
of treasury bonds, and adoption of unlimited liquidity support facility
2) The first loan, decided on July 17
3) Amount of increase on the ceiling
4) As of March 30, 2020
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9.6

Developing Into an Advanced
Central Bank

1.

2.

3.

4.

5.

Reform of the
Payment and
Settlement
System

Enhancing the
Effectiveness
of Foreign
Exchange
Reserve
Management

Strengthening
the Capabilities
of Research
and Statistics
Compilation

Elevating the
Status of the
Bank of Korea
at Home and
Abroad

Construction of
an Integrated
Annex and
Head Office
Renovation

The Bank of Korea has dedicated a diverse range of efforts to fulfilling its objectives concerning the payment and settlement system, foreign exchange management, and international
cooperation, all in order to evolve
into an advanced central bank. In
response to environmental changes in the field of payments and settlements, the Bank took the lead in
delivering innovations, such as a
response to crypto-assets and central bank digital currencies (CBDCs), the introduction of a mobile
debit payment service, and making
way for the next-generation BOKWire+ system. It also established
a won-yuan direct trading market
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Governor Juyeol Lee answering questions at the confirmation
hearing of the National Assembly (Mar. 2018)
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to vitalize the currency trade between Ko-

the whole country in November 2010. This

rea and China. In response to a continued

resulted in significantly shortening the pe-

increase in foreign exchange reserves, the

riod necessary for the clearing of bills and

Bank was also devoted to reinforcing the

checks. In December 2010, in consideration

framework of foreign reserve operation and

of the growing number of Korean tourists

risk management, all while increasing prof-

going overseas, the Bank collaborated with

itability.

the financial sector to introduce a transna-

Around this time, the domestic and

tional ATM network linkage service, which

international standing of the Bank of Korea

allows cardholders to withdraw cash at an

was elevated with the introduction of a con-

ATM in foreign countries with low fees,

firmation hearing at the National Assembly

without subscribing to a service provided

for the appointment of a new Governor of

by an international credit card company. In

the Bank of Korea, and with the election of

December 2019, the mobile debit payment

Governor Juyeol Lee as a new member of the

service was launched jointly with the bank-

BIS Board of Directors. Meanwhile, the Bank

ing sector in response to the prevalent use of

is pushing ahead with the construction of an

mobile devices.

integrated annex and the renovation of its

The Bank promoted multipronged pol-

Head Office, which are scheduled to be com-

icy measures to enhance the safety and ef-

pleted in 2022.

fectiveness of securities settlement systems.
Together with the Korea Exchange and the

1.

Reform of the Payment and

Korea Securities Depository, in November

Settlement System

2009 it prepared a reform plan to upgrade
securities settlement systems, and, as a fol-

The Bank of Korea continuously ex-

low-up measure, in January 2012 trans-

panded and improved the payment and

ferred the authority to settle stock trans-

settlement infrastructure to promote con-

action funds in the exchange market from

venience in transactions of funds stemming

nationwide banks to the Bank of Korea. In

from economic activities for financial insti-

an effort toward smooth settlement prac-

tutions and customers. First, in May 2000 it

tices in the BOK Wire+ system, an intraday

promoted the phased introduction of trun-

liquidity provision scheme through intra-

cation for checks and bills, jointly with the

day repo transactions was launched for the

Korea Financial Telecommunications and

Korea Exchange and financial investment

Clearings Institute, and expanded that to

companies in February 2012. Given that
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foreign public institutions, such as foreign
central banks and international financial
agencies, have consistently increased their
investment in Korean bonds since the global financial crisis, the Bank started to provide securities custody services for these
institutions in May 2015.
The Bank has dedicated constant efforts toward improving the convenience
of using the BOK-Wire+ system. In December 2015, Straight Through Processing
(STP) was introduced for processing fund
transfers to designated recipients. In March
2016, the Bank directly linked BOK-Wire+
with the Electronic Banking System so that

Central bank upgrades large-value transfer system
(Oct. 22, 2020, The Korea Herald)

transfers of funds worth more than one billion won applied by customers through the

been reinforced since the global financial

electronic banking system could be pro-

crisis. In December 2013, the Bank desig-

cessed in real time within the day through

nated the Check Clearing System, the Giro

the BOK-Wire+ system. In addition, the

System, and the Cash Management Service

project to develop the next generation of

(CMS) System as additional settlement sys-

BOK-Wire+ has been promoted, and the

tems subject to settlement finality guarantee

new system started to operate in October 21,

under the Debtor Rehabilitation and Bank-

2020, as a way to enhance the convenience

ruptcy Act. The collateral-to-net debit cap

and settlement effectiveness for BOK-Wire+

ratio for guaranteeing net settlements was

participants and to lay the foundation for a

raised from 30% to 50% in August 2016,

more flexible system in response to changes

and further to 70% in August 2019. To re-

in payment and settlement conditions.

lieve the bank burden stemming from such

Meanwhile, diverse policy instruments
have been implemented to ensure the safe

measures, the Bank expanded the scope of
securities eligible for use as collateral.

and effective operation of domestic pay-

In December 2012, the Bank revised

ment and settlement infrastructure in ac-

the Regulations on the Operation and

cordance with global standards that have

Management of Payment and Settlement
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Systems in order to implement the Princi-

Response to Crypto-assets and

ples for Financial Market Infrastructures

Central Bank Digital Currencies

(PFMIs) as the new oversight standard for
domestic payment and settlement systems.

Since the second half of 2017, a surge

Based on the PFMIs, major payment and

in the price and the number of transactions

settlement systems, including those oper-

using Bitcoin spurred a rising global interest

ated by the Korea Financial Telecommuni-

in crypto-assets and the related distributed

cations and Clearings Institute and others,

ledger technology. There were growing con-

have been evaluated on a regular or ad hoc

cerns over consumer damage resulting from

basis to make recommendations regarding

cyberattacks on cryptocurrency exchanges

areas that fail to meet the relevant interna-

and financial fraud, as well as money laun-

tional criteria.

dering. In addition, active discussions took

The Bank actively participated in a

place on the issuance of a central bank dig-

wide range of efforts, such as setting global

ital currency (CBDC) using distributed led-

standards on payment and settlement sys-

ger technology, centering on some central

tems and joint research, since it joined the

banks, including Sweden’s, and internation-

Committee on Payments and Market Infra-

al organizations, such as the BIS.

structures (CPMI) at the BIS in July 2009. It

In response, the Bank strengthened

accepted the chairmanship of the EMEAP

its monitoring of the crypto-asset mar-

Working Group on Payment and Settlement

ket while participating in a joint task force

Systems, taking the lead in discussions on

comprised of relevant agencies at the gov-

current issues regarding payments and set-

ernment-wide level to prepare necessary

tlements in the Asia-Pacific and other re-

countermeasures. It also participated ac-

gions.

tively in discussions on cryptocurrency at

Meanwhile, the Bank of Korea con-

international organizations, such as the BIS

ducted diverse cooperation projects to assist

and the FSB. In January 2018, it organized a

central banks in developing countries by

Virtual Currency and CBDC Joint Research

offering advisory services on system design,

Task Force, comprised of members from re-

the establishment of an oversight frame-

lated departments, and conducted research

work, and infrastructure-related issues,

into crypto-assets (July 2018) and CBDCs

based on its own expertise and experience

(January 2019) to share the research find-

in the field.

ings with relevant institutions, as well as the
government. In addition, the Bank has con-
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A seminar on electronic finance (Dec. 2019)

tinued formulating response measures and

2.

Enhancing the Effectiveness

conducting research into innovative tech-

of Foreign Exchange Reserve

nology related to payments and settlements

Management

by setting up a dedicated CBDC research
team and by reinforcing it with professional
human resources in February 2020.

Korea’s foreign exchange reserves,
which had declined to 200.5 billion U.S.

Meanwhile, technological research in-

dollars at the end of November 2008 due

to distributed ledger technology was also

to the global financial crisis, steadily in-

carried out in consideration of its potential,

creased due to improvements in the foreign

so as to examine its applicability and limita-

exchange supply and in demand under the

tions in relation to payment and settlement

influence of the current account surplus

system.

and the inflow of foreign investment funds,
along with an increase in operating profits
resulting from the efficient operation of the
foreign exchange reserve. After marking
historic highs at 300 billion U.S. dollars in
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April 2011 and 400 billion U.S. dollars in

Bank constructed a new foreign reserve

June 2018, the foreign exchange reserve

management computer system in December

stood at 408.8 billion U.S. dollars as of the

2012, featuring an enhanced support system

end of December 2019, thus enhancing the

for risk and investment management. In

stability of the foreign exchange market.

January 2014, it launched the Continuous

In response to the steady expansion of

Linked Settlement (CLS) system using the

the scale of its foreign exchange reserves,

CLS Bank International for the settlement

the Bank of Korea implemented a partial

of funds stemming from foreign reserve op-

realignment of the organizational struc-

erations, thereby enhancing the safety and

ture of the Reserves Management Group.

effectiveness of the settlement business. In

It also reinforced the framework of foreign

order to effectively achieve its policy objec-

reserve operation and risk management

tives of foreign reserves management, the

while placing top priority on ensuring safe-

Bank restructured the overall asset alloca-

ty and liquidity in the management of for-

tion system in 2014, including the asset allo-

eign exchange reserves. In order to respond

cation model and decision-making process,

actively to situational changes at home and

and examined the available volume and

abroad, such as an increase in the scale of

period of liquidity injections under stren-

foreign reserves and escalated fluctuations

uous situations, such as a global financial

in the international financial markets, the

crisis. Since 2015, the Bank has continued

Changes in Foreign Exchange Reserve since the Global Financial Crisis
(billion U.S. dollars)
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to bolster its emergency response plan for

of its efforts toward investment diversifica-

each risk situation. In addition, an Adviso-

tion, the Bank purchased gold between 2011

ry Committee of external experts was or-

and 2013.

ganized in October 2011 to instill greater

In addition, the Bank gradually ex-

transparency into foreign reserve manage-

panded the participation range of domestic

ment. General information about foreign

financial institutions with regard to trans-

reserves management, such as currency

actions of foreign reserves and the selection

composition, asset classes, and operation

of external asset management companies,

systems, was released in its Annual Report

in order to boost the development of the

and during National Assembly inspections,

domestic financial industry. In June 2012,

and since 2018 a detailed composition of

the Bank entrusted parts of Korea’s yuan

funds in externally-managed investment re-

investments to domestic asset management

serves was included in the Annual Report.

companies for the first time, and in Jan-

Meanwhile, the Bank made consistent

uary 2018, began transactions of foreign

efforts to raise profitability by diversifying

bonds with domestic securities companies.

the currency and instrument composition

In April 2019, domestic asset management

of its reserves insofar as this did not detract

companies were included among the exter-

from their safety and liquidity. In terms of

nal managers of Korea’s foreign exchange

currency composition, assets were allocat-

reserves, to be invested in stocks in ad-

ed among six major currencies: the U.S.

vanced economies.

dollar, the euro, the Japanese yen, the Brit-

The Bank of Korea was honored with

ish pound, the Australian dollar, and the

the “Reserve Manager of the Year” award

Canadian dollar. In April 2012, an invest-

from Central Banking Publications in

ment in the Chinese yuan was initiated in

March 2018, for its years-long efforts to sig-

consideration of China’s elevated status in

nificantly improve the effectiveness of its

the global market and growing interconnec-

overall foreign reserves management.

tivity among the financial and real sectors
of Korea and China. The asset classes were

Establishment of the Won-Yuan Direct

composed of treasury bonds, government

Trading Market

bonds, corporate bonds, asset-backed securities and securities in order to hedge the ex-

On July 3, 2014, the Presidents from

change rate risk of the foreign exchange re-

Korea and China shared the understanding

serves and to increase profitability. As part

that vitalizing the currency trade between
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the two countries would be mutually bene-

27, 2016. The Bank of Korea is working to

ficial, and agreed to open a won-yuan direct

support the stabilization of the Shanghai

trading market as part of a policy project to

won-yuan direct trading market in cooper-

improve the utilization of the yuan in Si-

ation with the People’s Bank of China. This

no-Korean trade and financial transactions.

is significant as it’s the first case where the

This led to the organization of the Operat-

won is trading overseas, and because it will

ing Council for Seoul Foreign Exchange,

enhance the international utilization of the

whose participants include the Bank of Ko-

won.

rea, the Korean government and financial
institutions, and consequently the direct
trading market started operations on Dec. 1.
This direct trading market has been as-

3.

Strengthening the Capabilities
of Research and Statistics
Compilation

sessed as having been successfully formed
in these early stages, aided since its opening

The Bank of Korea conducts multifac-

by active transactions from market-making

eted research and compiles various statistics

banks.

concerning finance and the economy, so as

Another won-yuan direct trading

to support the efficient formulation and im-

market also opened in Shanghai on June

plementation of monetary and credit poli-

2016 BOK International Conference on the Roles of Macroeconomic Policy and Structural Reform (May 2016)
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2018 Joint Forum of the Korean Statistical Society and the Bank of Korea (Oct. 2018)

cies, all while presenting policy alternatives

ulation Aging, and Relevant Policy Tasks in

concerning key economic issues and pro-

2017, Changes in the Employment Structure

viding a diverse range of statistical data.

and Relevant Policy Tasks in 2018, and the

In order to increase its research ca-

Current Situation of the Korean Labor Mar-

pability, ever since its founding the Bank

ket and Relevant Tasks in 2019. These paper

has made extensive efforts to improve its

series were distributed as reference material

research and statistical compilation capa-

when formulating related policies. In ad-

bilities. As part of these efforts, the Bank

dition, regional branches of the Bank pub-

has continued activities such as the publi-

lished a collection of papers to meet diverse

cation of new reports and developments of

local research demands.

statistics in the 2010s. First, it diversified its

In an endeavor to improve the accuracy

publication of reports and research papers,

of its economic forecasts, the Bank has de-

which led to the establishment of the key re-

veloped its economic analysis models: BOK-

port publication system, including periodi-

GM, a global macroeconomic analysis mod-

cals such as the Economic Outlook Report

el, came online in 2010; BOK12, a quarterly

in 2012 and the Regional Economic Report

macroeconometric model, was launched in

in 2013, along with research paper series on

2012; and, the New BOK-DSGE, a new mac-

key challenges facing the Korean economy,

rofinance-linked dynamic stochastic gen-

such as the Implications of Structural Pop-

eral equilibrium, started in 2014. Further-
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more, the Bank’s global research network

promoted understanding and convenience

was strengthened through the international

for statistics users, while enhancing com-

conference held to celebrate the Bank’s an-

munication with the public. Furthermore,

niversary, and through joint international

it strengthened domestic and international

conferences with the IMF and the BIS.

statistical cooperation by actively partici-

The Bank has actively sought to reform

pating in various meetings, workshops and

and develop economic statistics, subse-

working-level task forces hosted by Sta-

quently releasing the Economic Sentiment

tistics Korea, the U.N., the OECD, and the

Index (ESI), the Domestic Supply Price In-

IFC.

dex (DSPI), the Total Output Price Index
(TOPI), and the household Debt Service Ratio (DSR, principal and interest payments/

4.

Elevating the Status of the Bank
of Korea at Home and Abroad

income). In 2014, it also implemented the
System of National Accounts (SNA), a global

As part of its ninth revision in 2012,

standard for national account statistics, and

the Bank of Korea Act stipulated that can-

compiled a new national balance sheet and

didates for the post of Governor of the Bank

statistics on public sector accounts. In 2019,

must pass through a National Assembly

it improved the statistics on the distribution

confirmation hearing process prior to their

of national income, including the provision

appointment, in consideration of the im-

of mixed income data, while strengthening

portance and authority of the Governor’s

statistics on government accounts.

position. This aimed to enhance political

In order to improve the convenience of

neutrality and independence as import-

the general public’s use of statistical data, in

ant qualities for the Governor, by securing

2013 the Bank provided an open Applica-

the transparency and objectivity of the ap-

tion Programming Interface (API) service

pointment process through a confirmation

for economic statistics, which facilitated

hearing before the National Assembly, a

the production of various high-value-add-

representative body elected by the people.

ed mobile applications based on those

Governor Juyeol Lee was the first Governor

economic statistics. In 2015, a new visual-

to be appointed through a National Assem-

ization tool for statistical information was

bly confirmation hearing, and began his

launched through the Economic Statistics

term on April 1, 2014. He was then reap-

System (ECOS), the Bank’s dedicated statis-

pointed to serve a consecutive term on April

tical website. Through the ECOS, the Bank

1, 2018. Although two other former Gov-
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Governor Juyeol Lee and members of the BIS Board of Directors (May 2019) (Source: BIS)

ernors, Yootaik Kim and Sungwhan Kim,

new member of the BIS Board of Directors

served consecutive terms, Governor Lee is

during a regular meeting at BIS headquar-

the first to do so since April 1998 when the

ters in Basel, Switzerland, in November

Governor came to serve simultaneously as

2018. His three-year term there started in

the chair of the Monetary Policy Board.

January 2019. This is the first time for a Gov-

Governor Juyeol Lee was elected as a

ernor of the Bank of Korea to be elected to

Participants in the Central Banking Study Program (Apr. 2017)
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FACTBOX

Statistics Compilation by the Bank of Korea

The Bank of Korea compiles various statistics concerning finance and the economy, so as to support
the efficient establishment and implementation of monetary and credit policies. Although the Bank’s function of statistics compilation was temporarily suspended shortly after its founding due to the outbreak of the
Korean War, it was normalized in March 1951 when the Monthly Bulletin began to be published again. As
Korean economic revival projects were launched in earnest after the armistice in July 1953, the Bank began
to revise existing statistics and to develop new statistics. It began to generate statistics on the balance of
payments in 1955 and on the national income in 1958. By the end of the 1950s, the compilation of existing
statistics on finance, fiscal budgets, prices, national income and industrial production was reorganized and
expanded.
In the 1960s, with the aim of providing basic data required to establish and implement the Five-Year
Economic Development Plan, the Bank significantly improved and supplemented its existing statistics on
currency and finance, balance of payments, national income, and industries, while introducing new statistics, such as Business Management Analyses in 1962, Input-Output Tables in 1964, and Flow of Funds
Analyses in 1965. In 1970, the Bank completed the National Wealth Survey conducted in late 1968 in order
to understand trends in the national economy in terms of both stocks and flows.
In 1974, the Bank compiled a Financial Survey in response to the increased share of non-monetary
institutions in the general financial market, and revised the Monetary Survey to adopt IMF methodology.
In order to enhance the organic relationship between national accounts, it began to reform the system of
national accounts in 1978, established three national accounts, including the national income, flow of funds,
and the balance of payments in 1987, and added input-output tables in 1989, thus completing the establishment of a New National Accounts System consisting of four major national accounts.
In the 1990s, as market principles became respected in economic management and progress was
made in terms of financial liberalization and globalization, the Bank began to compile statistics on the
weighted averages of bank lending and deposit rates in 1996, and further widened the scope to include
non-bank financial institutions in 1998. The currency crisis in 1997 prompted the Bank to completely overhaul External Debt Statistics in accordance with the IMF’s new standards for economic statistics. In addition, a pre-announced schedule of updates for major statistics has been released since 1999, in compliance with the IMF Special Data Dissemination Standards.
Entering the 2000s, the Bank overhauled its currency indexes in 2002 and introduced the liquidity
aggregate (L) in 2006. In addition, the Business Survey Index (BSI) and Consumer Survey Index (CSI), which
were previously generated on a quarterly basis, came to be compiled every month starting in 2003 and
2008, respectively, so as to offer more up-to-date information. Meanwhile, in compliance with the IMF’s
“External Debt Statistics: Guide for Compilers and Users and Balance of Payments and International Investment Position Manual” (BPM), the Bank compiled external debt and credit statistics and the International
Investment Position for the first time in 2003. In 2009, it introduced an expenditure approach to national
income statistics and modified its real gross domestic product (GDP) estimation method from the existing
fixed-weighted method to the chain-weighted method. Since 2008, input-output tables have been produced and published on a yearly basis in a bid to provide more up-to-date information.
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a position as BIS Director since the country

cooperation for developing sound financial

officially joined the BIS in 1997. This ap-

systems in developing and emerging coun-

pointment can be seen as the international

tries across the Asia-Pacific region. This

community’s recognition of Korea’s grow-

reflected the positive recognition of the

ing international stature, of Governor Juyeol

Bank’s experience and capacity in terms of

Lee’s contributions to the BIS meetings, and

providing technical support to developing

of his active participation in discussions on

countries.

major issues. Governor Lee’s membership
on the BIS Board of Directors has now cre-

5.

Construction of an Integrated

ated opportunities to lead discussions about

Annex and Head Office

international financial issues and has sig-

Renovation

nificantly expanded cooperation channels
to engage in direct and timely discussions

Although the Head Office of the Bank

with central banks in major countries on

of Korea constituted facilities of national

issues of mutual interest and on current is-

importance in which the Bank conducted

sues.

currency issuance affairs, such as the stor-

With its elevated status in the global

age and supply of currency and the opera-

community, the Bank was invited by cen-

tion of BOK-Wire, a national financial net-

tral banks in developing countries to share

work, its buildings and office space faced

its policy experiences. In response, the Bank

deterioration and raised the urgent need to

sought new roles in the international com-

reinforce the safety and security of the Head

munity. In 2013, it reorganized the Central

Office. Following the initial decision to

Banking Study Program (CBSP) for em-

newly construct an integrated annex in No-

ployees from central banks in developing or

vember 2013, the Bank of Korea set up the

transitional countries, and significantly in-

Construction Project Management Office

creased the number of training sessions. In

in September 2015 to oversee the renova-

2015, the Knowledge Partnership Program

tion of the Bank’s Head Office, as well as the

(BOK-KPP) was launched as a technical co-

construction of the annex so as to promote

operation program tailored to the specific

the modernization of its aged buildings and

demands of each country.

facilities. Annex 1 was demolished due to

In February 2015, the World Bank

safety concerns and will be entirely rebuilt

proposed the signing of an MOU on col-

as an integrated annex, while the Bank will

laborative technical support and technical

enhance the utility, durability and safety of
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Annex 2, which has conservational value as

well as the building that currently houses

a modern architectural heritage site, and the

the Bank of Korea Money Museum, His-

main building, which is used as the Bank’s

torical Site No. 280, a nationally-designated

primary workspace.

tangible cultural asset.

The Bank plans to use Annex 2 as a visi-

The Bank held a groundbreaking cer-

tor center, and endeavors to expand its space

emony on Dec. 24, 2019, with the aim of

to foster openness toward and communi-

completing construction by 2022. To ensure

cation with the general public by securing

transparency and fairness in the construc-

some park space and pathways around its

tion process, the construction project was

premises, allowing for frequent foot traffic

entrusted to the Public Procurement Ser-

by pedestrians. It is also striving to preserve

vice.

and use its cultural heritage sites, in consideration of the historic symbolism of the
overall premises surrounding the Bank, as

Groundbreaking ceremony for the Bank’s new Head Office building (Dec. 2019)
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Chapter 10.
Future Direction
of the Bank of
Korea

10.1 Challenges of the New Era
10.2 Future Direction and Tasks of the
Bank of Korea

10.1

Challenges of the New Era

Since its liberation from Japanese co-

cost and low-efficiency economic structures,

lonial rule, Korea has overcome numerous

and asset price bubbles, as well as external

hardships to arrive at the present day. Ris-

shocks, including the first and second oil cri-

ing above the ruins of war, Korea achieved

siss, the Asian currency crisis, and the global

rapid growth, and in the process the nation

financial crisis. The Bank of Korea has grown

successfully dealt with internal factors of

hand-in-hand with the Korean economy.

instability, such as accumulated insolvency

However, in the wake of the global fi-

in the financial and corporate sectors, high-

nancial crisis of the 2010s, the domestic
and global environment
surrounding the Korean
economy and the Bank of
Korea have begun to show
structural changes that
are qualitatively different
from those that came before, signaling a shift in
the economic paradigm.
Internationally, while the
free market economy ide-

Bank of Korea International Conference 2019 (Jun. 2019)
At the conference, in-depth discussions were held on topics such as global
trade and financial links, and the transnational ripple effects of economic
policy.
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ology that valued autonomy and creativity declined,
and as regulations and
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supervision were tightened, global uncer-

es. In particular, the changes in the internal

tainties have become more persistent and

and external environment that the Bank of

entrenched. In addition, as the conventional

Korea is expected to face in the future are as

methods of monetary policy revealed their

follows.

limitations, nonconventional means, such as

First, global uncertainties will intensify

quantitative easing, came to the fore. Inter-

due to the growing hegemonic competition

nally, amid escalated concerns over econom-

and protectionism in the global market,

ic growth due to a decline in the potential

such as the U.S.-China trade dispute, and

growth rate, household debt accumulated,

instability in the global financial market. It

subsequently deepening financial imbal-

is also worth noting that, as seen with the

ances to the extent that it further hindered

recent COVID-19 pandemic, a completely

economic growth, in addition to growing

unexpected issue can also result in a shock

public anticipation of distributions, such as

surpassing the global financial crisis.

the expansion of welfare. Against this back-

Second, downward pressure on the

drop, the Bank of Korea has assumed greater

growth rate will mount as the economical-

responsibility for its policies, as the revision

ly active population decreases in earnest,

of the Bank of Korea Act stipulates that the

owing to Korea’s low birthrate and aging

statutory responsibilities of the Bank include

population. According to some, there is a

both financial stability and price stability.

possibility that the potential growth rate

In the years ahead, such changes in the

may drop to around 1%. In addition, there

internal and external environments are ex-

is concern that the risk of household debt,

pected to become faster, more complex, and

which is already constraining growth, may

more unpredictable. In particular, informa-

increase.

tion and communication technology and

Third, advancements in information

the integration of international financial

and communication technology will intro-

markets will enhance the interconnectivi-

duce digitalization across the whole of so-

ty and complexity of individual sectors. In

ciety. Even today, new technologies, such as

addition, a more diverse range of economic

big data and artificial intelligence, are being

issues will arise, including population aging

utilized in various areas of society, along-

and climate change. Accordingly, the Kore-

side the widespread use of technologies like

an economy, which has been integrated into

fintech, digital currencies and payment ap-

the global economy and thus is exposed to

plications. Furthermore, as mentioned in

global uncertainties, will face new challeng-

the previous chapter, central banks, as mon-
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etary policy authorities, are also discuss-

that changes are also needed in the inter-

ing the introduction of central bank digital

nal management of the Bank of Korea. In-

currencies (CBDCs). The digitalization of

novation in terms of internal management

finance and the economy will become one

is essential in order to actively respond to

of the major challenges to traditional mone-

the changing internal and external envi-

tary and credit policy measures.

ronment, such as the transition of the core

Fourth, people’s expectations are rising

workforce from baby boomers to millen-

concerning the Bank of Korea. This seems

nials, and the implementation of a 52-hour

to be attributable to the fact that the role of

work week.

the Bank of Korea has expanded alongside
the consolidation of its independence and
neutrality. Today, the public expects policy
alternatives to be presented for a wide range
of issues, such as employment, regional
economies, and climate change, as well as
existing policy issues, and demands the production of highly accurate statistics and the
provision of high-quality financial services.
In addition, it should be kept in mind

Emergency executive meeting on COVID-19 (Feb. 2020)
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10.2

Future Direction and Tasks of
the Bank of Korea

The key functions of a central bank are

of economic development, when Korea was

largely price stability and financial stability.

seeing rapid growth, the Bank focused on

The Bank of Korea has been striving to ful-

stabilizing the economy through price stabi-

fill these two functions for the past 70 years,

lization. In recent years, characterized by low

but its roles and policy environment have

growth, low inflation, and high uncertainty,

changed with the times. In the early stages

the Bank has begun to dedicate greater at-

Vision 2030 TF Workshop (Nov. 2019)
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Organizational Values of the Bank of Korea

Public
Interest

Pursue the interests of the general public and fulfills its duties
in an impartial manner

Independence

Implement our policies effectively,
based upon independent and
autonomous decision-making

Accountability

Bank of Korea

Open
Communication

Professional
Excellence

Aim to earn the public’s trust by
carrying out our work transparently
with a sense of ownership and
passion

Be respectful and considerate towards
one another, and communicate openly
with the public

Exert outstanding capabilities in our work, with
professionalism and insight

tention to sustainable growth and to finan-

harmonious way has become more import-

cial stability. In addition, during the quan-

ant. As a result of rapid economic develop-

titative growth phase of Korea’s economic

ments in recent years, the gap between the

development, when financial resources were

Korean standard and the global standard has

insufficient, the Bank utilized monetary and

narrowed, and Korea’s global standing has

credit policies to provide financial resources

risen significantly. Therefore, Korea is being

for economic growth. Now, as Korea’s fiscal

increasingly encouraged to play leading and

scale has grown sufficiently, and both mon-

cooperative roles in the international com-

etary and credit policy and fiscal policy are

munity.

well established in terms of their respective

The roles of the Bank of Korea in the fu-

areas and roles, operating them in a mutually

ture will not differ significantly from those
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of today. Therefore, in order to efficiently

and credit policy may show limitations due

prepare for the future to come, it is neces-

to the increased risk of financial imbalance

sary to cope with internal and external envi-

when interest rates are so low. Accordingly,

ronmental changes characterized by uncer-

in the future, the Bank of Korea needs to seek

tainty in a preemptive, active, and creative

ways to improve the current inflation target-

manner, based on lessons learned from past

ing regime, operate the inflation targeting

experiences. Ultimately, the following efforts

regime in consideration of financial stability,

should be made for the Bank to evolve into an

and utilize other monetary policy instru-

advanced global central bank that is trusted

ments than the Base Rate.

by the public.

In addition, in order to faithfully carry

First, the Bank of Korea should expand

out its role as a policy institution for financial

its policy capabilities to become a central

stability, the Bank has to secure appropriate

bank that the public can trust and upon

policy measures. With the recent decline in

which it can rely. To this end, the operation-

potential growth rates, and growing internal

al framework of the Bank’s monetary and

and external uncertainties, maintaining a

credit policy should be continuously im-

continuous growth trajectory and financial

proved. Central banks in major countries are

stability is of paramount importance. The

expanding discussions on improving their

Bank of Korea will need to urgently address

monetary and credit policy framework to se-

the accumulation of financial imbalances re-

cure policy instruments and enhance policy

sulting from rising household debt in order

effectiveness in response to low growth, low

to seek both economic growth and financial

inflation, and low interest rates. Since the

stability in a harmonious way. Against this

Bank of Korea faces the same situation as do

backdrop, expectations are growing for the

central banks in major countries, a thorough

Bank of Korea to play a bigger role in main-

examination of the operational framework

taining financial stability in the wake of the

of monetary and credit policy is required.

global financial crisis and the COVID-19

In particular, even though the Base Rate was

pandemic. Taking this into account, the

lowered to a level close to the effective lower

IMF Financial Sector Assessment Program

bound, inflation is expected to remain below

(FSAP) recently recommended that the Bank

the target, thus resulting in escalated con-

of Korea reinforce its role in the macropru-

cerns over policy capacity and effectiveness.

dential policy framework centered around

There is also the possibility that the opera-

the Macroeconomic and Finance Meeting.

tional framework for the existing monetary

However, with regard to the Bank’s respon-
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sibility for maintaining financial stability,

ships and presenting best practices. In addi-

there is a lack of practical policy instruments

tion, living up to its status in the internation-

to ensure financial stability. Therefore, the

al community, the Bank should continue to

Bank of Korea must raise its standing while

expand exchanges and cooperation projects

playing a leading role in consultative bodies

among central banks in developing countries

of related institutions that determine finan-

by sharing its accumulated experience and

cial stability policies. At the same time, it is

knowledge.

necessary to actively engage in possible areas

Third, the Bank should transform itself

of macroprudential policy and strive to de-

into a digital central bank by actively tak-

velop new policy instruments in the future.

ing advantage of recent developments in in-

Second, the Bank of Korea should evolve

formation and communication technology.

into an advanced central bank that can stand

Most of all, it should actively engage in the

on par with central banks in major countries.

development of a central bank digital cur-

Participation in the global network of cen-

rency (CBDC). Research into crypto-assets

tral banks provides advantageous opportu-

and CBDCs and related discussions at inter-

nities to preemptively tackle global financial

national organizations have already begun

instability. For example, as the Governor of

and should be further expanded, setting the

the Bank of Korea has served as a member

direction of the relevant design and techno-

of the Board of Directors at the Bank for

logical research, legal reviews, and cooper-

International Settlements (BIS) since Jan-

ation among central banks. In addition, the

uary 2019, the Bank of Korea has been able

payment and settlement systems should con-

to consult directly and more easily with cen-

tinue to be improved in line with innovations

tral banks in major countries on matters of

in the payment and settlement sector.

mutual interest and pending issues, which

Fourth, the Bank should further in-

contributed greatly to the prompt conclusion

crease its research capacity, enhance its ef-

of the Korea-U.S. currency swap agreement

ficiency and accuracy in the compilation of

in response to the COVID-19 outbreak in

statistics, and thereby improve its public ser-

2020. The Bank of Korea needs to exercise its

vices. Above all, as Korea’s leading research

increased influence in major international

institute, the Bank should lead discussions

organizations and conferences, such as the

and present responses on a wide range of top-

BIS, the IMF, the G20, the FSB, the EMEAP

ics, such as pandemics, changes in the glob-

group and ASEAN+3, by taking the lead in

al value chain, the spread of financial inno-

advancing agendas, assuming chairman-

vation, and climate change. To this end, the
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Vision

Strategic
Directions

Strategic
Objectives

Strategic
Tasks

The Bank of Korea: Taking the lead in stabilizing
and developing the national economy

Agility

Collaboration

Expertise

Pursue Innovation in a Flexible
and Swift Manner

Bolster Synergy
Through Collaboration

Reinforce Policy and
Research Capability

Expansion of
Policy Arena and
Policy Instruments
1. Pursuing improvement
of monetary policy
framework
2. Strengthening the
financial stability role
3. Studying and
preparing for the
introduction of CBDC
4. Advancing economic
statistics services
5. Responding to
new financial and
economic issues

Enhancement of
Research Quality

Active Pursuit of
Digital Innovation

6. Setting up a high-level
Research Committee
7. Establishing a special
research fellow system
8. Expanding the role
of the Economic
Research Institute

9. Launching the Office
of Digital Innovation
10. Appointing the Chief
Digital Strategy
Officer (CDSO)
11. Improving the
work process and
environment

Phased Restructuring
of Management
System
12. Recalibrating the job
rotation system
13. Revamping the evaluation
and remuneration system
14. Streamlining the decisionmaking process
15. Seeking to nurture
a healthy and agile
organizational culture
16. Restructuring
management system
over the mid-to long-term
horizon

BOK Mid- and Long-term Strategic Plan (BOK2030)

Bank must completely overhaul its research

rea’s Economic Statistics System should be

system and establish a research support sys-

upgraded to enhance convenience for statis-

tem utilizing digital innovations. In addition,

tics users.

in order to improve the efficiency of compil-

Lastly, the Bank of Korea should reshape

ing statistics and increase the convenience of

itself through innovative internal manage-

statistical usage, it is necessary to establish a

ment. It should comprehensively promote

new economic statistics system. The process

core values, such as a decision-making pro-

of producing statistics should be further sys-

cess that enables flexible and swift responses,

tematized by expanding the computeriza-

a sound and dynamic organizational culture,

tion of basic data acquisition and statistics

collaboration and an evaluation system to

production processes, and by reinforcing the

enhance the synergic effects of collaboration,

error verification system. Also, for use by the

and a personnel system designed to improve

general public, the website of the Bank of Ko-

the expertise of employees.
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APPENDICES

A Former Governors
B Members of the Monetary Policy
Board
C Executive Officers and Auditor
D Head Office, Overseas Representative
Offices, and Regional Branches

A

Former Governors

1

2

3

Yong Suh Koo

Yoo Taik Kim

Chin Hyung Kim

From Jun. 5, 1950 to Dec. 18, 1951

From Dec. 18, 1951 to Dec. 12, 1956

From Dec. 12, 1956 to May. 21, 1960

4

5

6

Eui Hwan Pai

Ye Yong Chun

Chang Soon Yoo

From Jun. 1, 1960 to Sep. 8, 1960

From Sep. 8, 1960 to May. 30, 1961

From May. 30, 1961 to May. 26, 1962
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A

B

C

D

Former Governors

Members of the Monetary
Policy Board

Executive Officers and
Auditor

Head Office, Overseas
Representative Offices,
and Regional Branches

7

8

9

Pyong Do Min

Jungwhan Rhi

Se Ryun Kim

From May. 26, 1962 to Jun. 3, 1963

From Jun. 3, 1963 to Dec. 26, 1963

From Dec. 26, 1963 to Dec. 25, 1967

10

11

12

Jin Soo Suh

Sung Whan Kim

Byonghyun Shin

From Dec. 29, 1967 to May. 2, 1970

From May. 2, 1970 to May. 1, 1978

From May. 2, 1978 to Jul. 5, 1980
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13

14

15

Joon Sung Kim

Yeung-Ki Hah

Chang Nak Choi

From Jul. 5, 1980 to Jan. 4, 1982

From Jan. 5, 1982 to Oct. 31, 1983

From Oct. 31, 1983 to Jan. 7, 1986

16

17

18

Sung Sang Park

Kun Kim

Soon Cho

From Jan. 13, 1986 to Mar. 26, 1988

From Mar. 26, 1988 to Mar. 25, 1992

From Mar. 26, 1992 to Mar. 14, 1993
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A

B

C

D

Former Governors

Members of the Monetary
Policy Board

Executive Officers and
Auditor

Head Office, Overseas
Representative Offices,
and Regional Branches

19

20

21

Myung Ho Kim

Kyung Shik Lee

Chol-Hwan Chon

From Mar. 15, 1993 to Aug. 23, 1995

From Aug. 24, 1995 to Mar. 5, 1998

From Mar. 6, 1998 to Mar. 31, 2002

22

23

24

25

Seung Park

Seongtae Lee

Choongsoo Kim

Juyeol Lee

From Apr. 1, 2002 to Mar. 31, 2006

From Apr. 1, 2006 to Mar. 31, 2010

From Apr. 1, 2010 to Mar. 31, 2014

From Apr. 1, 2014
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B
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Members of the Monetary Policy Board

Appendices
B Members of the Monetary Policy Board

A

B

C

D

Former Governors

Members of the Monetary
Policy Board

Executive Officers and
Auditor

Head Office, Overseas
Representative Offices,
and Regional Branches

From the left,
Member Sangyong Joo,
Member Yoon-Je Cho,
Member Seungbeom Koh,
Chairman Juyeol Lee,
Member Jiwon Lim,
Member Young Kyung Suh,
Member Seungheon Lee
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C

278

Executive Officers and Auditor

Appendices
C Executive Officers and Auditor

A

B

C

D

Former Governors

Members of the Monetary
Policy Board

Executive Officers and
Auditor

Head Office, Overseas
Representative Offices,
and Regional Branches

From the left,
Deputy Governor Joonsuk Bae,
Deputy Governor Jongseok Park,
Deputy Governor Sangdai Ryoo,
Senior Deputy Governor Seungheon Lee,
Governor Juyeol Lee,
Auditor Hohyun Jang,
Deputy Governor Kyuil Chung,
Deputy Governor Hwanseok Lee,
Director General of the Reserve
Management Group Seok Jun Yang
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D

Head Office, Overseas Representative Offices,
and Regional Branches

London

Frankfurt
Beijing
Seoul Tokyo
Shanghai
Hongkong
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Appendices
D Head Office, Overseas Representative Offices, and Regional Branches

A

B

C

D

Former Governors

Members of the Monetary
Policy Board

Executive Officers and
Auditor

Head Office, Overseas
Representative Offices,
and Regional Branches

New York
Washington, D.C

Head Office
Add. 67, Sejong-daero, Jung-gu, Seoul, 04514, Rep. of KOREA
Tel. 82-2-759-4114 / Fax. 82-2-759-4060
E-mail:bokdplp@bok.or.kr

Overseas Representative Offices
New York Representative Office : repo@bokny.org
Add. 780 Third Avenue (23rd floor) New York, N.Y. 10017, U.S.A.
Tel. 1-212-759-5121~3 / Fax. 1-212-758-6563

London Representative Office : londonrep@bok.org.uk
Add. 8th Floor, Tower 42, 25 Old Broad Street, London EC2N 1HQ, U.K.
Tel. 44-20-7382-0580 / Fax. 44-20-7256-7668

Representative in Washington D.C : bokdc@bok.or.kr
Add. 1667 K Street, N.W., Suite 450, Washington D.C. 20006, U.S.A.
Tel. 1-202-463-7152 / Fax. 1-202-463-7155

Beijing Representative Office : beijing@bok.or.kr
Add. 3509C, China World Trade Center Tower 2, N0.1 Jianguomenwai
Avenue, Beijing, P. R. China, 100004
Tel. 86-10-6505-9877 / Fax. 86-10-6505-9878

Frankfurt Representative Office : bokffm@bok.or.kr
Add. Messeturm 29. OG. Friedrich-Ebert-Anlage 49, 60308
Frankfurt am Main, Germany
Tel. 49-69-7434-870 / Fax. 49-69-7434-8729
Tokyo Representative Office : tokyo@bok.or.kr
Add. Rm. 837, Shin Kokusai Bldg., 3-4-1, Marunouchi, Chiyoda-Ku,
Tokyo,100-0005, Japan
Tel. 81-3-3213-6961/ Fax. 81-3-3213-6959
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Representative in Hong Kong : bokhgkon@netvigator.com
Add. Room 3404, Gloucester Tower, The Landmark, 15 Queen’s Road
Central, Hong Kong, China
Tel. 852-2526-6508 / Fax. 852-2868-5276
Representative in Shanghai
Add. 505, Shanghai IFC Tower 2, No.8 Century Avenue,
Pudong Shanghai, China, 200120
Tel. 86-21-5031-7126 / Fax. 86-21-5031-7128
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Head Office

Head Office
9

16
11

(Temporary Office)

Seoul

7

6

Regional Branches
5

1. Busan

2. Daegu & Gyeongbuk
4

3

3. Mokpo

4. Gwangju & Jeonnam

5. Jeonbuk

6. Daejeon & Chungnam
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A

B

C

D

Former Governors

Members of the Monetary
Policy Board

Executive Officers and
Auditor

Head Office, Overseas
Representative Offices,
and Regional Branches

8
13

7. Chungbuk

8. Gangwon

9. Incheon

10. Jeju

11. Gyeonggi

12. Gyeongnam

13. Gangneung

14. Ulsan

15. Pohang

16. Gangnam

15
2
14

12

1

Bank of Korea:
A Seventy-Year History

283

BANK OF KOREA

A SEVENTY-YEAR HISTORY

Development of the Korean Economy
and the Bank of Korea
1950—2020

Publisher

Lee, Juyeol
Governor, Bank of Korea

Editor

Hwang, Inseon
Director General, Communications Department

Publication date December 2020
Editorial Design

DANI Communications

Print

Youngeun Printing Co.,Ltd.

ISBN

979-11-5538-553-1 (03320)

Copyright ⓒ BANK OF KOREA. All Rights Reserved
Reproduction for educational and non-commercial purposes is
permitted provided that the source is acknowledged. An electronic
copy of this book is available on the website(www.bok.or.kr/eng).

