Preface

Financial institutions are a core part of the economic system, underpinning
financial and real transactions and supporting economic development. In order to
deepen understanding of Korean financial institutions, the Bank of Korea presents
this updated version of Financial Institutions in Korea, first published in 1975 and
later revised in 1986, 1993, 1999, 2005, and 2011.
Korea’s financial system has seen many changes since publication of the 2011
edition of this book. First, as a result of international discussions following the
global financial crisis on preventing a recurrence of system risk and setting up a
macroprudential system, Korea has adopted the Basel III regulatory framework as
well as regulations governing systemically important banks. After the savings bank
crisis, moreover, regulations on the soundness of secondary financial institutions
were strengthened, and with growing interest in the corporate governance of
financial companies and the protection of financial consumers, related legal
systems were modified. Finally, the fusion of finance and information technologies
has created new types of services, and the use of such fintech innovations in
areas such as easy payment and P2P is gradually increasing.
The Bank of Korea has supplemented areas of the book that required revision
in light of such developments. In the context of changes to the post-crisis financial
system and the recent introduction of fintech, the book describes the strengthening
of macroprudential policy as seen in changes to financial regulations, to rules
governing the corporate governance of financial firms, and to restrictions on bank
ownership. Moreover, this revised edition aims to improve understanding of the
overall financial system by focusing on three elements-financial infrastructure,
financial institutions, and financial markets-and structuring the text accordingly.
It is hoped that this book will be of use in furthering understanding of Korean
financial institutions. Special gratitude goes to Professors Hong Bum Kim, Soon
Seop Jeong, and Ham Jun Ho for providing their insightful views and comments.
December 2018
Shin Woon
Director General
Financial Stability Department
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Changes to the Korean Financial System

Establishing an Autonomous Financial System
A modern banking system was first introduced to Korea in June 1878 with the
opening of the Busan branch of Japan’s First National Bank. It proceeded to evolve
with the succeeding establishment of banks based on domestic capital such as the
Bank of Chosun (1896), Hanseong Bank (1897) and Daehan Cheonil Bank (1899).
However, the political and economic circumstances of the time hampered the
establishment of an autonomous financial system, which was in the end postponed
by the Japanese annexation of Korea to the years following Korea’s liberation in 1945.
For a number of years even after liberation, sociopolitical confusion caused the
Korean economy to suffer a prolonged period of price surges and disorder in its
credit system and financial structure. As a result, the government of the Republic
of Korea, founded in 1948, hastened to embark on a reorganization of the financial
system. Firstly, to create a secure system for the central and commercial banks
that form the base of a financial system, Bank of Korea Act and the Banking Act
were legislated and promulgated in May 1950. In June of that same year Bank of
Korea was founded. Promptly thereafter, however, on June 25, the Korean War
erupted and caused enforcement of the Banking Act to be suspended and
reorganization of the financial system to be delayed.
After a cease-fire with the North was reached in 1953, specific plans were
crafted for efforts by the banking sector to facilitate reconstruction in the
post-war economy as well as to restructure the autonomous banking system. The
Banking Act accordingly came into force in 1954. With bank privatization also being
promoted, government-owned commercial bank shares were sold to a handful of
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conglomerates, resulting in the negative effect of banks coming to serve as the
private vaults of major shareholders and as sources of political funding.
In addition, as part of the financial support system for the war recovery efforts,
the Chosun Industrial Bank was reorganized and reestablished in January 1954 as
the Korea Development Bank. Only with the establishment in 1956 of the
Agricultural Bank, as the agriculture system began to recuperate, and the Korea
Stock Exchange, designed to foster the development of capital markets, was the
foundation for an autonomous financial system fully laid.

Building a Development Finance System
In the 1960s, at the onset of Korea’s Five-year Economic Development Plans,
the financial system was reorganized in order to more efficiently support these
designs. Stock in commercial banks, which had been privatized in the late 1950s
and then monopolized by a handful of conglomerates, reverted to the government
as a step in the process of retrieving illegally accumulated wealth. With the full
1962 revision of Bank of Korea Act the government began to exert much greater
influence over financial institutions, and in order to encourage development
funding a large number of specialized banks were created. These included the
National Agricultural Cooperative Federation (1961), the Industrial Bank of Korea
(1961), Kookmin Bank (1963), the Korea Exchange Bank (1967), and the Housing
and Commercial Bank (1969). Also, in order to settle in place a system for attracting
the private capital needed for economic development, local banks such as Daegu
Bank and Busan Bank were formed (1967). As a consequence, the Korean financial
system was transformed into one designed to efficiently aid governmental economic
development programs, i.e., a financial system for growth.
In the 1970s, as a corollary of rapid growth, the Korean economy encountered
challenges such as severe weakening of the financial structures of businesses and
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rising inflation pressures. In addition, the balance of international deficit
payments widened due to worsening conditions in the global economy, including
instability in the international currency system. For these reasons, the government
in 1972 enforced the August 3 Emergency Economic Measures, and aggressively
promoted the conversion of private loans into government-insured loans, together
with the diversification of financial structures. As a result, the Short-term
Financing Services Act, the Mutual Savings and Finance Company Act and the
Credit Unions Act, collectively referred to as the Three Acts Related to the
Legalization of Private Financing, were enacted (1972), as well as the Merchant
Banks Act (1975) later. These measures led to the creation or reorganization of a
variety of non-bank financial institutions, including investment and financial
service companies, mutual savings and finance companies, credit unions and
merchant banks.
Moreover, to facilitate the collection of funds through direct financing, even the
stock market became subject to extensive reorganization. To promote initial public
offerings and dispersion of the ownership of shares, the Public Corporation
Inducement Law was enacted (1972), a measure followed by the foundations of a
specialized securities investment trust company, Korea Investment Trust (1974),
as well as of the Securities and Exchange Commission and the Securities
Supervisory Board (1977), thereby establishing a supervisory and regulatory system
for the securities market.

Seeking Conversion to an Autonomous Market System
In the 1980s, an accumulation of assorted structural concerns stemming from
the process of rapid growth, such as chronic inflation and a defective financial
industry, was exposed. This prompted the government to adjust its basic economic
policy objective from pursuing growth to achieving stability. At the same time,
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there was an intensification of efforts designed to shift the direction of economic
management towards greater respect for the role of the market. As part of this
effort, policies were introduced to promote financial liberalization and openness.
To better establish an autonomous management system for banks, between 1981
and 1983 all nationwide banks were privatized and regulations and mandates
restricting their internal managerial autonomy reduced. Also, as a result of the
easing of restrictions on financial market entry in order to foster competition
among financial institutions, two nationwide banks (Shinhan Bank and KorAm
Bank), twelve investment and financial services companies, fifty-eight mutual
savings and finance companies and one investment trust company were created in
1982 and 1983. The establishments of new financial institutions resumed in 1988
and 1989, resulting in the foundation of the eighth nationwide bank, Donghwa
Bank, and of two banks specializing in services for small and medium-sized
enterprises, Dongnam Bank and Daedong Bank. A large number of non-bank
financial institutions were established as well, including five local investment trust
companies and eleven local leasing companies.
At the same time, the services provided by financial institutions were also
diversified. In the case of banks, services related to credit cards, general sales of
commercial paper (CP), repurchase agreements (RPs) and certificates of deposit
(CDs) were introduced, while the phasing-in of mutual installment deposits and
trust banking services was allowed. At investment companies and securities
companies, meanwhile, new financial instruments such as factoring, CP, cash
management accounts (CMAs) and bond management funds (BMFs) were developed
and introduced in succession.
Regarding management of the currency, a steady transition took place from a
direct to a more indirect method of regulation. Starting in the early 1980s, to lay
a foundation for interest rate liberalization, measures were taken to reduce the
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interest rate gaps between guidance policy finance and general finance by
introducing a differential system for bank lending rates and liberalizing the
issuance rates on general financial market instruments. In particular, a wide range
of interest rate liberalization measures were adopted in December 1988, including
the abolition of regulations setting upper limits on lending rates excluding those
on guidance policy loans and on rates on long-term deposits with maturities of
two years and longer. However, an increasing destabilization of prices triggered
by this interest rate liberalization produced adverse effects such as excessive
widening of the gap between deregulated and managed interest rates. The interest
rate liberalization measures thus had to be withdrawn prior to achievement of the
expected results, resulting in a de facto continuation of regulated interest rates
from that point on.
Also in the 1980s, financial liberalization was accompanied by a gradual opening
of the financial markets to overseas interaction. Foreign banks were allowed to
open additional branches, and select international life insurance companies
established branches or formed joint ventures or local subsidiaries in Korea.
Beneficiary certificates for the exclusive use of foreigners, companies specializing
in foreign investments and indirect foreign investment in Korean securities were
also authorized.

Promoting Financial Liberalization and Openness
Despite such efforts to shift to a more autonomous market system, governmental
regulation and involvement in the financial sector persisted even into the 1990s.
As a result, the structural issue of the financial industry’s low competitiveness and
efficiency remained unresolved. In addition, mounting pressure from developed
nations such as the U.S. to open the Korean financial markets led to expanded
awareness of the need to hone the competitiveness of the domestic financial

6

1. Changes to the Korean Financial System

industry. Accordingly, the government devised a plan to promote accelerated
financial liberalization and openness.
Firstly, the Merger and Conversion of Financial Institutions Act was enacted in
March 1991, resulting in the conversion of eight investment financial companies,
through merger or independently, into two nationwide banks (Hana Bank and
Boram Bank) and five securities firms. As part of a plan to develop merchant banks
into investment banks, the Merchant Banks Act was amended in December 1995,
adding bill brokerage services to the range of services offered by merchant banks,
as well as securities trading, trading on consignment, and trade brokerage and
surrogate services. In July 1996, 15 investment financial companies were converted
into merchant banks. In December 1995, through a revision of the Securities
Investment Trust Business Act, securities firms and investment trust companies
were permitted mutual entrance into their respective fields through the creation
of subsidiaries. Asset management services and sales services were separated, so
that investment trust businesses could develop over the long term into general
asset management businesses.1) In the case of banks, the Peace Bank of Korea was
founded in November 1992, mainly to provide financial support to wage earners.
Two specialized banks, Kookmin Bank and the Housing and Commercial Bank, were
reorganized as commercial banks in January 1995 and August 1997, respectively.
Meanwhile, in April 1995, a hire-purchase finance system was introduced for
lending capital to consumers intending to purchase high-end products such as
durable goods, housing and machinery and then repay these loans in installments.
The range of services offered by financial institutions expanded continuously,
resulting in the distribution of new types of RPs, cover bills, and government and
1) Specifically, new enterprises established investment trust management firms tasked exclusively with asset management, and the
sales of beneficiary certificates were consigned to securities firms. However, existing investment trust companies were left to
autonomously determine whether or not to separate their management services from their sales services. If separated, the main
company was to be converted into a securities firm, which would then establish an investment trust management company
as its subsidiary.
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public bonds at tellers’ windows and the issuance of debentures being added to the
services offered by banks. Securities firms were allowed a gradual limited
expansion of foreign exchange services, including the depositing, withdrawal,
exchange, purchase and borrowing of foreign currency. Meanwhile, insurance
companies were authorized to sell government and public bonds at tellers’ windows,
and investment trust banks were allowed to broker money market funds. To
heighten their positions as mainstays of their local communities, mutual savings
and finance companies were permitted to offer banking services such as installment
savings deposits. Once restricted to securities firms and banks, allowing of RP
services between financial institutions was expanded in November 1994 to include
all financial institutions participating in the call markets.
Meanwhile, a four-phase financial liberalization plan was finalized and
announced in August 1991, with the goal of once again pursuing the unrealized plan
from the 1980s of liberalizing interest rates. Through the carrying out of
deregulation measures in the first three stages of the plan the majority of interest
rates had been liberalized by 1997, with the exception of select day-trading rates
such as those on the demand deposits of banks and corporate free deposits of less
than seven days, as well as some rates on government loans.
Greater financial sector openness toward overseas markets was actively pursued,
and beginning in January 1992 international actors were allowed to make direct
investment in listed Korean shares within certain limits. In this way, a new era
of openness in the stock market was launched in earnest.
In August 1993, introduction of the Real-name Financial Transaction System, a
core project for financial reform, was completed based on the Presidential Financial
and Economic Emergency Order on Real Name Financial Transactions and Guarantee
of Secrecy. It thus became compulsory for all business with financial institutions
to be conducted on a real-name basis, which further meant that better protection
had to be provided for confidentiality of information on financial transactions.

8

1. Changes to the Korean Financial System

Promoting Financial Reform for Overcoming the 1997 Currency Crisis and
Financial Advancement
Since the 1990s, Korea had been carrying out a variety of measures designed
to develop its financial system, but before fully accomplishing financial
liberalization and greater openness it was forced to suffer through the currency
crisis of late 1997. This occurred because financial liberalization and openness were
being promoted in the absence of appropriate financial infrastructure, and
excessive competition between financial institutions led to a reckless inflow of
capital and excessive lending. The management of financial institutions as a result
eroded, and the financial reforms conducted from 1998 were focused on
enhancement of the financial infrastructure in order to speed up the restoration
of sound management at financial institutions and simultaneously bring about the
positive effects of financial liberalization and openness.
Firstly, insolvent financial institutions were resolved through methods such as
liquidation or mergers and acquisitions, based upon judgments as to their
survivability. As a result, the number of banks fell from 33 in late 1997 to 19 in
June 2005. The number of merchant banks, meanwhile, which had once been almost
30, was reduced to just 2 at that point, with most of them having been liquidated
due to poor management. This was also the fate of many financial institutions
targeting the lower income brackets, such as mutual savings banks. Through this
process of financial institution resolution, the government raised and then injected
public funds worth around 160 trillion won and took a leading role in determining
the survivability of financial institutions and selling insolvent ones.
At the same time, the government worked actively to enhance the financial
infrastructure in order to allow the ongoing efforts for financial liberalization and
openness to produce the expected results. Regarding greater financial openness,
measures to liberalize foreign currency exchange were enforced in December 1997,
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by transitioning from a managed floating to a free floating exchange rate system
and through the all-out deregulation of overseas remittances. Meanwhile, the
limits on foreign investment in stocks were lifted in May 1998.
In addition, an easing of regulations was carried out through expansion of the
scope of services able to be offered by financial institutions, together with
liberalization of interest rates. To reinforce the competitiveness of financial
institutions and permit more diverse financial services, regulations on the services
they were allowed to provide were relaxed considerably. In 2000, the Financial
Holding Company Act was enacted. Banks were authorized to sell beneficiary
certificates in September 1998, and in August 2003 bancassurance, or the Bank
Insurance Model, was introduced. In January 2004, the Indirect Investment Asset
Management Business Act was enacted, promoting the sale of indirect investment
securities and expanding asset management by indirect investment agencies. There
occurred a simultaneous easing of the criteria for establishing financial institutions
such as insurance companies and securities firms, and of the regulations on asset
management and branches. In December 2004, by abolishing regulations on demand
deposit interest rates, implementation of the Four-step Interest Rate Liberalization
Plan begun in 1991 was finally completed.
To prevent flawed management at financial institutions from reappearing,
regulations regarding sound financial institution management were tightened.
After the Prompt Corrective Action (PCA) System was imposed on banks, merchant
banks and securities firms in April 1998, the system was gradually expanded to
cover insurance companies (June 1998), mutual savings banks (December 1999) and
credit unions (December 2003). Following reinforcement of the criteria for
classifying the assets of financial institutions based upon their levels of soundness
in July 1998, a minimum period of three months of overdue payment replaced the
previous six months as the criterion for assets “requiring caution”. In January
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2000, the Forward Looking Criteria System, a system for classifying assets
according to their levels of soundness taking into account the future repayment
capacities of borrowers, was introduced to banks. It was later also applied to
merchant banks (June 2000) and to insurance companies (September 2000).
Next, as part of the drive to increase management transparency and ensure a
more responsible management system, the accounting and disclosure systems at
financial institutions were reinforced. In November 1998, the reliability of
accounting systems was elevated by a shift of the methods for evaluating securities
owned by financial institutions to a fair-value basis, and the disclosure period for
accounting information and management reports on banks, securities and
insurance firms was reduced from one half-year to one quarter (January 2000).
The same was later done for asset management companies (January 2004). In
January 2005, a securities-related group litigation system was introduced as a
measure facilitating relief against damages caused by the falsification of disclosure
documents, use of insider information or market manipulation.
Furthermore, in order to encourage the emergence of sound financial capital and
promote responsible management at financial institutions, efforts to improve the
ownership and governance structures of financial institutions were undertaken. In
April 2002, the Banking Act and the Financial Holding Company Act were revised,
to ease restrictions on the ownership of financial institutions through changes such
as a raise in the percentage limit of individual possession of a bank’s or bank
holding company’s voting stock from 4 to 10 percent. In 1999, to prohibit major
shareholders from exercising undue influence, stricter regulations on the trading
and granting of credit to major shareholders were imposed. The criteria for a
financial institution becoming a major investor and its minimum capital
requirements were also specified. In January 2000, to improve the existing external
audit system, an obligation was imposed on banks and merchant banks, as well
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as at securities firms, insurance companies and asset management firms of
minimum sizes or larger, to introduce board systems centered on outside directors
and install audit committees.
Meanwhile, in the capital markets, the opening of the Korea Futures Exchange
took place in April 1999, and of the Free Board (the Third Market) for trading
over-the-counter stocks outside the Korea Stock Exchange and the KOSDAQ
(Korea Securities Dealers Automated Quotation) market in March 2000. In addition,
the Electronic Communication Network (ECN) was inaugurated in December 2001,
enabling transactions in 250 types of stocks traded on the KOSPI and KOSDAQ
exchanges after the closure of those two standard markets. In January 2005, the
Korea Stock Exchange, KOSDAQ and the Korea Futures Exchange were united into
the Korea Stock and Futures Exchange, which was renamed the Korea Exchange
(KRX) in February 2009. Furthermore, a succession of systems designed to
facilitate the raising of funds through direct financing were introduced: the
Asset-backed Securities (ABS) System (September 1998), the Corporation-type
Investment Beneficiary Certificate System (December 1998), and the Mortgage Loan
System (April 1999).

Reorganization of Regulations on the Capital Markets and Financial
Investment Sector
After the currency crisis the government pushed steadily ahead with financial
opening, financial regulatory easing and improvement of the financial
infrastructure, together with financial structural adjustment, and as a result
reaped outcomes including financial market stability, heightened external
credibility, and a system for ensuring financial institution management soundness.
On this basis, from the mid-2000s it devoted efforts toward financial system
improvement, to promote the financial industry as a growth industry capable of
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creating high value-added and high quality employment.
Firstly, in August 2007, six existing laws addressing the capital markets,
including the Securities and Exchange Act, the Indirect Investment Asset
Management Business Act and the Trust Business Act, were bundled into the
Financial Investment Services and Capital Markets Act (enforced in February 2009;
hereafter “the Capital Markets Act”). By encouraging financial innovation and
competition through the reorganization of regulations on the capital markets and
financial investment enterprises, as well as expanding the direct financing market
through measures such as the cultivation of large-scale investment banks and
revitalization of the capital markets, this newly unified Act aimed to create a
foundation fostering harmony within the existing system of indirect financing
centered around banks. Businesses operated by financial investment houses were
sorted into six categories — investment trading, investment brokerage, collective
investment, trust, discretionary investment, and investment advisory — and
individual entities became required to either receive selective approvals or be
registered in one or several of these categories in order to operate financial
investment services. In this regard, categorized services considered highly likely
to have conflicts of interest with each other were prohibited from sharing
information on transactions, prevented from having the some executives working
at more than one of them, and allowed only limited collective access to one
another’s offices. Furthermore, financial investment services with more than 2
trillion won in inherent assets and over 6 trillion won in investments were required
to appoint non-executive directors and install auditing committees. The Act defines
financial investment products as all financial instruments that entail the
possibility of generating losses from their original amounts, based upon the
all-inclusive concept. Financial investment products were classified into
securities, listed derivatives and over-the-counter (OTC) derivatives. Securities
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were then further divided into debt securities, equity securities, beneficiary
certificates, securities depository receipts, investment contract securities and
derivatives-linked securities (DLS). This expansion and systemic reorganization of
the capital markets since the mid-2000s has led to a remarkable growth in new
securities-related institutions. From 2005 to 2010, 11 financial investment dealers
(securities firms) and 39 collective investment service providers were created.
Notably, as of end-2010 the number of collective investment services providers
stood at 80, a 2.6-fold increase from the 31 that existed at the time of the 1997
currency crisis.
Moreover, the development of capital markets and the efforts of financial institutions
to diversify their businesses influenced an expansion of newly-established financial
holding companies. From 2001, financial holding companies began to be created
centered around banks. The KDB Financial Group was re-founded in October 2009,
by converting the Korea Development Bank (KDB) from a specialized bank to a
company limited by shares. This meant that the KDB was now in principle subject
to the Banking Act, and also that its range of services could be expanded to the
scope of a commercial bank, allowing it a basis for competing with commercial
banks. As for the number of entities, seven bank holding companies and two
non-bank holding companies were established by 2010.
Meanwhile, after the 1997 currency crisis, a considerable decline in the number
of banking facilities providing small-scale loans to the underprivileged for living
expenses, through the liquidation of insolvent financial institutions and processes
of mergers and acquisitions of banks, caused an increase in the lending business.
In response, the government worked to repair the related systems in an effort to
protect the underprivileged having poor credit histories from usurious interest
rates and illegal dealings with unregistered private and institutional money
lenders. In 2007, to protect financial consumers from unregistered money lenders,
the government reenacted the Interest Limitation Act, which had been abrogated
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in 1998. Plans to invigorate microfinance services, which can increase the financial
access of the underprivileged, were also actively carried out.

Table I - 1

Changes in Numbers of Financial Institutions
1998-2004
1997

Financial holding
companies

Newly
established

-

3

Merger

2)

-

2005-2010
Newly
established

3)

Exit

-

6

Merger

2)

Exit

-

3)

2010

-

9

Banks

33

-

9

5

-

1

-

18

Merchant banks

30

1

7

22

-

1

-

1

Securities
4)
companies

36

19

4

8

11

4

-

50

Asset management
companies4)

31

24

2

6

39

6

-

80

Life insurance
5)
companies

31

4

5

9

1

-

-

22

Non-life insurance
companies

14

4

1

2

1

1

-

16

Mutual savings
banks

231

13

28

103

6

1

13

106

Credit unions

1,666

9

107

502

5

39

69

962

Total

2,072

77

163

657

69

53

82

1,264

Notes: 1) Excludes branches of foreign financial institutions
2) Numbers of financial institutions ceasing to exist following mergers.
3) Includes revocations (and applications for revocations) of licenses, bankruptcies and liquidations
4) Financial investment services providers under the Capital Markets Act
5) Excludes Postal Insurance
Source: Financial Supervisory Service

Tightened Financial Regulations and Consumer Protection
Since the financial crisis in 2008, there have been global changes made to diverse
policies that had been implemented to grow the financial industry, as financial
regulations were strengthened due to criticisms over the excessive leverage of
financial institutions and the argument that supervisory institutions were
responsible for the crisis. Korea has also quickly responded to this global trend,
influenced by the savings bank crisis in 2011.
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First, in December 2013 Korea started the phased introduction of Basel Ⅲ-based
capital regulations on domestic banks to improve their financial soundness.
Specifically, the minimum capital that banks are required to hold in relation to
risk-weighted assets was set at different levels (4.5% for common equity, 6.0% for
core capital and 8.0% for total equity) and the capital recognition standards were
tightened by type of capital (common equity, additional Tier 1 capital, Tier 2 capital
and capital deductions). Moreover, the liquidity coverage ratio (LCR) was
introduced in 2015, and capital conservation buffers and capital surcharges for the
banks that are systematically important (Domestic Systemically Important Banks,
or D-SIBs) in 2016. From 2018, regulations on the net stable funding ratio (NSFR)
and leverage ratio were implemented.
Meanwhile, with the importance of the establishment of sound financial company
governance being highlighted after the financial crisis, related systems were
established. First, the Act on Corporate Governance of Financial Companies was
enacted in July 2015 to induce the sound management of financial companies. This
law defines the basic matters regarding the governance of financial companies such
as banks, financial investment companies, insurance companies, mutual savings
banks, credit specialized financial companies and financial holding companies,
including the qualification of executives and the structure and operation of their
boards and internal control systems. Moreover, the separation of industrial and
financial capital was strengthened to prevent side effects such as the concentration
of economic power and conflicts of interest. In August 2013, the Banking Act and
Financial Holding Companies Act were amended to strengthen the restriction on
the holding of shares of non-banking entities (industrial capital) for banks and
financial holding companies from 9% to 4% of outstanding shares issued with
decision-making rights.
Along with stronger regulations, there was also a need for greater protection
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of financial consumers after the crisis. In May 2012, the Financial Supervisory
Service (FSS) established the Financial Consumer Protection Division by separating
the financial consumer protection area from the supervision/investigation areas.
Through this, the FSS sought to prevent damages to financial consumers by
investigating financial instruments unfavorable to financial consumers and
providing information on cases of conflict arbitration and on matters that require
attention when engaging in financial transactions. Moreover, it strengthened
consumer damage relief through introducing a collective dispute mediation system,
and it operates the Financial Consumer Protection Association to carry out
consumer protection and the mediation function of soundness supervision. In
addition, the Code of Financial Consumer Protection was amended four times to
further improve consumer rights. The 2013 amendment dealt mainly with the
designation of a person with general responsibility for financial consumer
protection within financial companies and the creation of a financial consumer
protection system covering the development, sales and ex post facto phases of
financial instruments. This was followed in 2014 by an amendment focusing on the
protection of the financially vulnerable class, and in March 2016 by an evaluation
of the status of consumer protection. The code was improved in December 2016 by
implementing a more active financial consumer protection system, including the
prevention of misselling by refining the incentive system for the executives and
staff of financial companies and by allowing more comprehensive access to financial
company data in the case of dispute mediation with financial consumers. Moreover,
a portal site for financial consumer information, FINE, was launched to allow
services including the comparative search of financial instruments and inquiries
about financial transaction details, financial information, financial statistics and
corporate disclosures.
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Overview of the Current Financial System

Financial Infrastructure
Financial infrastructure indicates the legal system or institutions that do not
directly participate in financial transactions but rather support and oversee the
financial markets and institutions in order to ensure smooth transactions. It
comprises the central banking system, the payment and settlement systems, the
financial supervisory system, the deposit insurance system and the stock exchange
system, etc.
The central banking system includes the central bank as well as its organization,
decision-making system and sphere of business. As the lender of last resort with
the right to issue banknotes and coins, the central bank performs the function of
imposing reserve requirements on the deposits of financial institutions and if
necessary supplies financial institutions with needed funds. These functions
contribute to stabilization of prices and the financial system. Bank of Korea,
founded on June 12, 1950, serves as Korea’s central bank.
The payment and settlement system performs the function of settling claim and
obligation established through real economic and financial transactions. It consists
of payment methods, participant institutions, laws related to payment and
settlement systems and financial market infrastructure. Payment methods include
cash and non-cash instruments such as bills, checks and credit cards. Participant
institutions can be divided into institutions that provide payment services,
institutions operating financial market infrastructure and the Bank of Korea. In
order for the payment and settlement system to operate safely and efficiently, a
variety of laws, business regulations and standard procedures should be established
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to comply with participant institutions. This includes not only the rules set by the
central bank, regulations set by individual financial institutions and financial
supervisory institutions, but also business regulations and procedures set by
institutions operating financial market infrastructure. Financial market infrastructure
refers to the infrastructure that performs functions such as payment, clearing,
settlement, and information storage in the financial market. Depending on its
function, financial market infrastructure can be classified as payment systems,
securities settlement systems, central counterparties, central securities depositories,
and trade repositories.
The financial supervisory system aims to protect the properties of finance
customers and promote financial transactions by ensuring that institutions conduct
financial intermediation fairly, as well as by fostering sound management. For this
purpose, financial supervisory institutions perform the function of approving the
establishment of financial institutions, drafting regulations to be followed by
financial institutions in conducting their business, and overseeing regulatory
compliance. Korea applies an integrated financial supervisory system, in which the
Financial Services Commission (FSC) and the Financial Supervisory Service (FSS)
supervise nearly all financial institutions. The FSC deliberates on and determines
important matters concerning financial supervision, including supervisory financial
policies and the licensing of financial institutions, while the FSS implements the
decisions of the FSC and examines and supervises financial institutions. In
addition, Bank of Korea and the Korea Deposit Insurance Corporation serve in
partial supervisory roles with limited functions of financial oversight, such as
requesting inspections by and conducting joint examinations with the FSS.
The deposit insurance system is a type of insurance system through which, when
a financial institution is unable to pay the principal or interest it owes due to poor
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management, a deposit insurance institution remits a portion or all of the principal
and interest in the place of that financial institution. The deposit insurance system
serves as a financial safety net, protecting small-scale depositors from the reckless
management of financial institutions and preventing bank runs. The deposit
insurance system in Korea was organized in 1996 with establishment of the Korea
Deposit Insurance Corporation. Currently, insured financial institutions include
banks, insurance companies, merchant banks and mutual savings banks. However,
local cooperatives of agricultural and fisheries cooperatives, credit unions and
community credit cooperatives are protected by proprietary funds based on related
legislation, as their aim is mutual aid among cooperative members. Postal savings
and insurance are not covered by the Korea Deposit Insurance Corporation because
payment in these systems is guaranteed by the government in accordance with
related legislation.
A stock exchange system establishes and operates markets for securities and
in-house derivatives to be traded reliably and efficiently, including the sale,
liquidation and settlement of securities and in-house derivatives, while also
monitoring the markets. In Korea's stock exchange system, the Korea Stock
Exchange, KOSDAQ stock market, Korea Futures Exchange and KOSDAQ Committee
were merged into the Korea Exchange (KRX) to enhance market integration and
coordination. All trading of stocks, bonds, exchange-traded funds (ETFs),
exchange-traded notes (ETNs), and derivatives takes place through the KRX.

Financial Institutions
Financial institutions serve mainly as intermediaries for savings and investment
between savers and borrowers, and are commonly divided into six categories: banks,
non-bank depository institutions, financial investment services providers, insurance
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companies, other financial institutions, and public financial institutions.2)
To elaborate on the financial institutions making up each category under this
classification, banks are divided into commercial banks and specialized banks.
Commercial banks consist of nationwide and local banks and branches of foreign
banks. Commercial banks are composed of nationwide banks (including online
banks), local banks and Korean branches of foreign banks. Special banks are
financial institutions established under a special act rather than the Banking Act,
and their main enterprises are banking businesses. Specialized banks include the
Korea Development Bank, the Export-Import Bank of Korea (Korea Eximbank), the
Industrial Bank of Korea, Nonghyup Bank, Suhyup Bank and others.3)
Non-bank depository institutions mainly concern themselves with taking
deposits and lending, similar to banks, but are established for more limited
purposes. This makes them subject to different regulations concerning the raising
and management of funds than those on banks. That is, the scope of their business
activities is narrower than that of banks, payment and settlement services are
either non-existent or provided in a limited manner, and the focuses of their
businesses are restricted in advance in accordance with each financial institution’s
unique features. Non-bank depository institutions include mutual savings banks,
credit cooperatives including credit unions, community credit cooperatives and
mutual banking entities, and merchant banks.
Financial investment services providers include all financial institutions that
primarily conduct the business of trading marketable securities in the direct
2) This classification is not by type of business, but rather focuses on the actual systems of financial institutions. It was not designed
by dividing financial businesses into the banking business, financial investment business, insurance business, etc., and then
categorizing financial institutions in accordance with the businesses they perform. Instead, based upon the Acts applicable to
them, financial institutions providing similar services are grouped together. This classification of financial institutions is somewhat
different from the system used by the International Monetary Fund (IMF), according to which the important classification criterion
is the possession of the monetary liability regardless of the system.
3) In classifications of financial institutions that take into consideration the characteristics of the raising and operation of funds, the
Korea Development Bank and the Export-Import Bank of Korea can be categorized as development institutions distinct from
commercial banks, but in this book they all fall under the grouping of specialized banks according to the institutional standards.
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financing markets. They consist of investment dealers and brokers (securities and
futures companies), collective investment services providers, investment advisory
and discretionary investment services providers, and trust services providers.4)
Insurance companies are those institutions that underwrite and operate
insurance against death, disease, old age, or a variety of accidents including fires.
In consideration of the features of the institutions and their businesses, they are
categorized into entities providing life insurance, non-life insurance, postal
insurance, mutual aid,5) and others. Non-life insurance companies consist of
property and casualty insurance companies, reinsurance companies, and guarantee
insurance companies.
Other financial institutions include institutions mainly operating financial businesses
that are difficult to classify among the financial institutions in the four aforementioned
categories. They include financial holding companies, credit-specialized financial
companies (leasing, credit card, installment financing, and new technology venture
capital companies), venture capital companies (small and medium-sized enterprise
establishment investment companies), lending businesses and securities finance
companies.
Public financial institutions refer to those that are established with specific
individual functions for policy goals and do not directly participate in financial
transactions. Examples in this category are the Korea Trade Insurance Corporation,
Korea Asset Management Corporation and Korea Investment Corporation.

4) Banks may provide partial securities services, including the buying and selling of government and public bonds, but such business
is rarely considered to be a main task of banks. Banks are thus not included among securities-related institutions.
5) Mutual aid includes institutions that sell insurance to the public, including mutual aid entities of fisheries cooperatives, credit unions
and community credit cooperatives.
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Table I - 2

Financial Institutions in Korea
(As of end-2017)

Classification

Commercial Banks
Banks
Specialized Banks

Nationwide Banks
Local Banks
Branches of Foreign Banks
KDB
Korea Eximbank
IDK
NACF
NFFC

Mutual Savings Banks
Non-bank
Depository
Institutions

Credit Cooperatives
Postal Savings
Merchant Banking Corporations
Dealers and Brokers

Financial
Investment
Services
providers

Credit Unions
Community Credit Cooperatives
Mutual Banking

Collective Investment Services
Providers
Investment Advisory and
Discretionary Investment Services
Trust Services

Securities Companies
Future Companies

Non-life insurance companies

Other
Financial
Institutions

Public
Financial
Institutions

Credit-specialized Financial
Companies
Venture Capital Companies
Securities Finance Companies
Lending Businesses
Korea Trade Insurance Corporation
Korea Housing Finance
Corporation
Korea Asset Management
Corporation
Korea Investment Corporation
Korea Inclusive Finance Agency

79
898
1,315
1,358
1
1
55
5

179
Bank/Securities/Insurance/Real Estate Trust

Property and Casualty Insurance Companies
Reinsurance Companies
Guarantee Insurance Companies

Postal Insurance
Mutual Aid Associations
Financial Holding Companies

8
6
38
1
1
1
1
1

215

Life Insurance Companies
Insurance
companies

Number

Bank Holding Companies
Non-bank Holding Companies
Leasing/Credit Card/Installment Financing/New
Technology Venture Capital Companies
SME Establishment Investment Companies

56
25
19
10
3
1
3
8
1
97
120
1
8,084
1
1
1
1
1
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Meanwhile, the share of each financial business among the total assets of
financial institutions shows that as of the end of 2017, banks (including trust
accounts) account for the largest share with 51.8 percent, followed by insurance
companies with 20.2 percent and credit cooperatives with 10.0 percent. This is
followed by collective investment services with 8.6 percent, investment dealing and
brokerage services with 6.8 percent and postal savings with 1.2 percent.
The share of banks (bank accounts) among total assets has continued to increase
after the foreign currency crisis with the recovery of soundness and the preference
for safe assets by economic agents, but it is declining in the long term, affected
by low returns. Among the non-bank institutions dealing with deposits, the share
of credit cooperatives remains stagnant and that of mutual savings banks has
decreased, due in part to the savings bank insolvency crisis. Meanwhile, the share
of insurance companies is continuously increasing due to uncertainty about the
future and the rising interest in retirement planning, and the share of investment
dealing and brokerage services has also increased as the capital market recovers
after the financial crisis.
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Total Assets of Major Financial Institutions

Table I - 3

(as of period-ends)

1995
Amount
Banks

2000
%

Amount

Unit: billion won, %

2010
%

Amount

2017
%

Amount

%

595,826

62.9

982,178

63.4

1,884,114

54.3

2,983,132

51.8

Bank accounts

450,061

47.5

887,681

57.3

1,716,889

49.5

2,602,228

45.2

Trust accounts

145,765

15.4

94,497

6.1

167,225

4.8

380,904

6.6

1)

45,912

4.8

21,273

1.4

24,242

0.7

12,147

0.2

Merchant banks

Mutual savings banks

32,612

3.4

24,196

1.6

91,271

2.6

62,422

1.1

Credit cooperatives

75,910

8.0

145,065

9.4

360,863

10.4

575,444

10.0

Credit unions

13,217

1.4

20,959

1.4

48,763

1.4

83,873

1.5

Community credit
cooperatives

20,729

2.2

37,061

2.4

92,101

2.7

153,228

2.7

Mutual bankings

41,964

4.4

87,045

5.6

219,999

6.3

338,343

5.9

6,986

0.7

24,496

1.6

55,392

1.6

69,224

1.2

Postal savings
Insurance companies

86,584

9.1

163,562

10.6

539,291

15.5

1,161,097

20.2

Life insurance
companies

69,677

7.4

120,730

7.8

408,495

11.8

832,827

14.5

Non-life insurance
companies

12,711

1.3

28,049

1.8

98,987

2.9

277,097

4.8

Postal insurance

4,196

0.4

14,783

1.0

31,809

0.9

51,173 1)

0.9

Investment dealers
and brokers

27,801

2.9

42,033

2.7

189,384

5.5

393,367

6.8

Collective investment
3)
services providers

75,972

8.0

146,717

9.5

325,279

9.4

497,192

8.6

947,603

100.0

1,549,520

100.0

3,469,836

100.0

5,754,025

100.0

Total

Note: 1) As of end-2016
Sources: Financial Supervisory Service, Financial Statistics Information System, Bank of Korea

Financial Markets
Financial markets refer to venues where those with supply and demand for
capital systematically engage in financial transactions. They include not only
physical locations like specific spaces and buildings such as goods markets but also
abstract locations where financial transactions are conducted organically through
information systems and other means. Firstly, the financial markets are divided
into the direct and the indirect financial markets, depending upon whether or not
the transactions are conducted through financial intermediaries. The indirect
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financial markets are exchanges where funds are brokered through deposits and
loans; the deposits and loans market is a good example. Financial transactions are
carried out by entities such as banks, non-bank depository institutions, collective
investment services providers, and trust services providers that provide funds by
lending money or by buying direct securities with funds raised through indirect
securities such as certificates of deposit and beneficiary certificates. Financial
transactions into direct financial markets are undertaken as the fund providers
purchase direct or primary securities issued by the end consumers of the funds,
such as financial debentures or corporate bonds. Accordingly, the direct financial
markets, which do not depend on financial intermediaries, play more active roles
and are more diversified than the indirect financial markets.
In accordance with the maturities of the financial instruments involved, the
direct financial markets are generally divided into the money markets6) and the
capital markets.7) Additionally, they can be divided into the foreign exchange
markets and the derivatives markets, in consideration of the features of the
financial instruments concerned.
The money markets are those markets where financial instruments that expire
within one year are commonly transacted in order to maintain the balance of the
supply of and the demand for short-term funds. Currently, money markets in Korea
include the call market, markets for repurchase agreements (RPs), certificates of
deposit (CDs), commercial paper (CP), and the electronic short-term bond market.
The capital markets are those where the means to raise long-term funds, such
as stocks and bonds, are issued and transacted. These are usually categorized into
the stock market and the bond market. Stock markets are where stocks —
marketable securities representing equity interests in corporations — are traded.
6) Also called the short-term financial market
7) In addition, direct financing markets can be divided into the bond market and the stock market in accordance with the legal
features of the securities, into the primary market and the secondary market in line with the financial instruments’ transaction
phases, and into the face-to-face market and the off-board market in accordance with the transaction location.
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Among the stock markets, the secondary markets include face-to-face markets
(marketable securities market, KOSDAQ and Korea New Exchange) and the
over-the-counter market (K-OTC). The bond market is where long-term bonds
with maturities greater than one year are issued and traded. The secondary bond
market is also divided into face-to-face markets and an over-the-counter market,
and currently, most bond transactions are through simple brokerage by securities
companies. The face-to-face markets include the general bond markets and the
KRX trading system for government securities, while the capital markets include
markets for monetary stabilization bonds (MSBs), issued by Bank of Korea, and
asset-backed securities (ABSs), referring to stocks that are issued based on illiquid
assets, such as real estate, receivables and mortgages.
The foreign exchange market is where the trading of foreign currencies occurs
between foreign currency purchasers and suppliers. It is divided between the
customer market, where foreign currency is traded between general consumers and
foreign exchange banks, and the interbank market, where foreign currency
transactions among foreign exchange banks take place. However, the foreign
exchange market most commonly refers to the interbank market, as this is where
the basic exchange rate is determined.
The derivatives market is where financial derivatives whose value is decided by
the fluctuating value of their underlying financial assets can be traded. The
derivatives market in Korea consists of the market for equity, interest-rate and
foreign-exchange derivatives, together with the credit derivatives market and the
derivative-linked securities market.
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Structure of Financial Markets in Korea

2. Overview of the Current Financial System

Meanwhile, the size of the financial markets in Korea has increased continuously,
owing to the nation's economic growth, the government's fostering of the capital
market and its policy of economic openness, the infrastructure reorganization
carried out following the 1997 Asian currency crisis and improvements in financial
transaction techniques by economic players. As of the end of 2017, the total volume
of the financial markets in Korea, including the short-term financial and capital
markets, amounts to 3,925.7 trillion won — a 25-fold increase from the total of
158.3 trillion won in 1990. The ratio of the financial markets to GDP in Korea rose
from 0.80 in 1990 to 2.27 at the end of 2017.

Table I - 4

Financial Market Trends in Korea
(as of period-ends)

1990(A)

2000

Unit: trillion won

2010

2017(B)

B/A

Money market

44.3

138.8

264.8

431.7

9.7

Capital market

114.0

638.8

2,352.7

3,494.0

30.6

Financial market

158.3

777.6

2,617.5

3,925.7

24.8

GDP

197.7

635.2

1,265.3

1,730.4

8.8

0.80

1.22

2.07

2.27

-

Financial market /GDP

Sources: Bank of Korea, Korea Exchange
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Changes to Financial Structure in Korea
As a variety of types of financial businesses, including banking, securities and
insurance, have been introduced in response to changes in demand for financial services
by economic players with the development of industrial structures and income growth,
the Korean financial structure has diversified. Financial assets showed remarkable
growth in terms of quantity; while no more than 27 trillion won at the end of 1975, they
had increased to 16,515 trillion won by the end of 2017, up a remarkable 600 times over
four decades. As a result, the financial interrelations ratio (financial assets/national
income), which demonstrates the extent of financial accumulation, rose significantly from
2.62 in 1975 to 9.54 in 2017.
When examining the degree of contribution to the 6.93 increase in the ratio by the
different types of financial assets during the 1975-2017 period, the contribution of shares
and equities was the highest at 1.72, followed by bonds (1.43), currency/deposits (1.37)
and loans (1.11). By economic sector, the increases in the assets of financial institutions
(3.41) and individual investors (1.59) led this financial accumulation.
Table I - 5

Financial Assets and Financial Interrelations Ratio
1975(A)

Financial assets (trillion won)
Financial interrelations ratio
Currency & deposits
Insurance & pensions
1)
Bonds
By
Shares & other equities
Financial
Loans
Instrument
Government loans
Trade credits
Other
Financial institutions
Government
By
Corporations
Economic
Sector
Individual investors
Foreign investors

27.5
2.62
0.46
0.02
0.05
0.34
0.59
0.12
0.12
0.92
0.86
0.31
0.48
0.53
0.44

1985
312.2
3.58
0.64
0.11
0.38
0.30
0.97
0.08
0.24
0.85
1.48
0.22
0.66
0.72
0.50

1995

2005

2017(B)

1,851.8
4.32
1.04
0.19
0.73
0.36
1.04
0.05
0.17
0.73
2.08
0.21
0.69
1.09
0.24

6,199.0
6.74
1.22
0.33
1.31
1.23
2.21
0.17
0.25
1.02
3.04
0.57
1.02
1.54
0.56

16,515.5
9.54
1.83
0.70
1.49
2.06
1.69
0.12
0.37
1.29
4.27
0.91
1.50
2.12
0.75

B-A
6.93
1.37
0.68
1.43
1.72
1.11
0.00
0.26
0.37
3.41
0.60
1.02
1.59
0.31

Note: 1) Government and public bonds, corporate bonds, financial bonds, commercial paper and beneficiary
certificates
Source: Bank of Korea Flow of Funds Accounts
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2. Payment and Settlement Systems
3. Financial Supervisory System
4. Deposit Insurance System
5. Stock Exchange
6. Other Financial Infrastructure Institutions
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Central Bank System

1. Bank of Korea
(1) History
Bank of Korea, the nation’s central bank, was established on June 12, 1950 with
paid-in capital of 1.5 billion won subscribed to by the government. In actuality
this capital was needless: unlike with other private enterprises, the central bank’s
right to issue banknotes and coins creates no occasion for paid-in capital as an
underlying asset for business activities. Even in the case of financial loss, the
government is required by law to compensate for that loss. In this regard, Bank
of Korea Act was revised in 1962 to convert the Bank into a special juridical person
without capital.
Upon its foundation in 1950, the Bank, as prescribed by Bank of Korea Act, was
vested with a reasonable degree of exclusive authority over the formulation and
implementation of monetary and credit policy. However, after the Act was amended
in 1962 to lend effective support to the government-led growth policy by expanding
the role of the government in formulating and implementing monetary and credit
policies, the Bank experienced a marked decline in its neutrality and functions. The
Monetary Policy Board, the Bank’s supreme policy-making body, was renamed the
Monetary Board of Korea, and a markedly higher percentage of government-appointed
members joined it. Moreover, the right of the Minister of Economy and Finance
to request reconsideration of Board findings was appended, along with a right of
the government to examine the Bank’s undertakings and to give institutional prior
approval of the Bank’s budget.
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Designed to concentrate limited resources on strategic industries deemed highly
effective for the promotion of economic growth, the amendment of Bank of Korea
Act contributed somewhat to the economy’s explosive growth in the 1960s and
1970s. This so-called “condensed economic growth” driven under financial controls
produced a number of adverse side effects, however, such as the relative
backwardness of the financial industry. For this reason, the need for strengthening
the Bank’s independence has been an ongoing issue since the late 1980s, together
with the drive for financial liberalization. This eventually led to dual revisions to
the Act, in 1997 and 2003, intended to reinforce the independence of the Bank and
the impartiality of its monetary and credit policies. Select older systems were
amended through the first amendment of the Act in 1997: the Monetary Board of
Korea reverted to the Monetary Policy Board and the Chairmanship of the Board
shifted from the Minister of Finance and Economy to Bank of Korea Governor.
However, it was at the same time decided to transfer the Bank’s duty of banking
supervision to the integrated financial supervisors, significantly reducing the
Bank’s responsibility for financial stability. Through the 2003 revision, the Senior
Deputy Governor of Bank of Korea was repositioned as an ex officio member of
the Monetary Policy Board, and the range of the Bank’s budget requiring prior
government approval was scaled back from its expense budget to its salary expense
budget only.
As awareness of the importance of macroprudential policy grew in the aftermath
of the 2008 global financial crisis, Bank of Korea Act was revised once again on
August 31, 2011, in an effort to heighten the Bank’s role in financial stability.
Details of this revision include: 1) the Bank’s responsibility for financial stability
in formulating and implementing monetary and credit policy is specified in the
object clause to focus on financial stability; 2) the Bank was tasked with producing
a Macro-financial Stability Report at least two times per year for submission to
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the National Assembly; 3) the Bank’s access to information was improved by it
being granted the right to order non-bank financial institutions to submit needed
materials and by stipulating a mandatory period for joint BOK-FSS examinations
of financial institutions by Presidential Decree; and 4) the Bank was better
empowered to take vigorous action against factors causing financial instability by
providing effective emergency liquidity assistance and expanding the debts subject
to reserve requirements beyond deposits. Besides these effects, the amendment
enhanced the Bank’s currency management function, improved its net surplus
funding system, and strengthened its accountability by obligating it to submit a
balance sheet certified by external auditors to the National Assembly.

(2) Organization
Bank of Korea is composed of the Monetary Policy Board, which deliberates on
matters related to monetary and credit policy as well as the operation of the Bank;
the executive body, which is composed of the Governor, Senior Deputy Governor,
Deputy Governors, the departments within the head office, and regional branches;
and as well as the Auditor, who conducts continuous auditing of the Bank's
activities.

A. Monetary Policy Board
As the policymaking body of Bank of Korea, the Monetary Policy Board consists
of seven members: Bank of Korea Governor and Senior Deputy Governor ex officio
and five appointed members. The latter are appointed by the President of the
Republic of Korea upon the suggestions of recommending institutions1) based on
rich experience or expertise in the financial economy or related industries. All five

1) The Minister of Economy and Finance, the Governor of Bank of Korea, the Chairman of Financial Services Commission, the
Chairman of Korea Chamber of Commerce and Industry, and the Chairman of Korea Federation of Banks
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appointees serve as standing members. The members serve for terms of four years,
excepting Bank of Korea's Senior Deputy Governor who serves ex officio for three
years, and can be reppointed. The Chair of the Monetary Policy Board is the
Governor of Bank of Korea. The Chair represents the Board and presides over its
meetings. When the Chair is not able to perform the role for unavoidable reasons,
a member that has been preselected by the Board serves as the acting chair.
The Monetary Policy Board deliberates and decides on basic matters related to
the management of Bank of Korea, including its budget, organization, structure
and staff compensation, as well as on matters related to the Base Rate, the issuance
of Bank of Korea banknotes, policies on deposits and credits, the operation of the
open market, the payment and settlement systems and examinations of financial
institutions. With regard to agendas, decisions are made based on the attendance
of five or more members and a majority of the attending members, except for
special occasions.
The general meetings of the Monetary Policy Board are divided into regular and
special meetings. In principle, regular meetings are held on Thursdays of every
second and fourth week of the month. When it is recognized by the Chair to be
necessary or when requested by two or more members, the Chair may convene a
special meeting.
In 2017, the Monetary Policy Board adjusted the number of regular meetings from
twelve times to eight times per year to insure an appropriate horizon for its
monetary policy decisions as well as to strengthen their linkages with its economic
outlooks, and changed the purposes of the other four meetings to discussion of
financial stability. At the other regular meetings, the Board deliberates on matters
such as those related to credit and deposit policies and the examinations of
financial institutions, and on basic matters related to management of Bank of
Korea, including budget, organization and structure.
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Meanwhile, the minutes of each general meeting of the Monetary Policy Board
are recorded and safeguarded. Moreover, to enhance transparency and
responsibility in the policy decision-making process, the minutes regarding
monetary and credit policy are published on the first Tuesday two weeks after the
meeting, and decisions on the direction of monetary policy are disclosed through
press releases immediately after the meetings.
As the decisions of Bank of Korea on monetary policy are made through decisions
by the Monetary Policy Board, the sudden replacement of members2) may undermine
the reliability of monetary and credit policy. Therefore, a staggered term system3)
of Board members was introduced through the amendment of Bank of Korea Act
in 2018.

B. Executive Officers and Auditors
The executive officers of Bank of Korea include the Governor, Senior Deputy
Governor and five Deputy Governors. The Governor is appointed by the President
following deliberation by the Cabinet Council and confirmation hearings at the
National Assembly;4) the Governor serves for a term of four years and may be
reappointed for a single consecutive term. The Senior Deputy Governor is appointed
by the President upon recommendation of the Governor for a term of three years
and may be reappointed for a single consecutive term.
As Chair of the Monetary Policy Board, the Governor is entitled to participate
2) In one case, four members of the Monetary Policy Board were replaced within a single year, as three new members were
appointed to replace three members whose terms expired in April 2012, and another new member replaced a member whose
term had expired in 2010 without a candidate recommendation being given at that time.
3) Among the four members of the Monetary Policy Board to be appointed in 2020, the terms of the two members recommended
by Bank of Korea Governor and the Minister of Economy and Finance were reduced temporarily from four years to three years,
and when a successor is not appointed despite a predecessor's term having expired, the successor's term will be regarded
as having begun upon the term expiration of the predecessor. This therefore prevents a scenario in which more than half of
the members of the Board are replaced in one year from 2020.
4) Bank of Korea Act was amended in 2012 to secure transparency and objectivity in appointments and improve political neutrality
and independence, which are the most important qualifications of Bank of Korea Governor, by ensuring that the appointment
of the Governor go through confirmation hearings at the National Assembly.
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in the Board’s decision-making process regarding monetary policy, execute its
policies, and exert the authority granted by Bank of Korea Act as the representative
of Bank of Korea. Moreover, the Governor is obliged to keep the Board informed
about current matters considered worthy of its attention, and furnish materials
and opinions necessary for the Board’s process of deliberation and resolution.
The Senior Deputy Governor participates in the Monetary Policy Board’s
decision-making process together with the Governor and assists in performance
of the Governor’s duties in the overall operations of the Bank. When the Governor
is unable to perform assigned duties owing to unavoidable circumstances, the
Senior Deputy Governor steps in as acting governor. The Deputy Governors are
appointed by the Governor for a term of three years, and their main role is to
support the Governor and Senior Deputy Governor.
Furthermore, there is one Auditor within Bank of Korea. The Auditor is
appointed by the President upon recommendation of the Minister of Economy and
Finance, and the term of an Auditor is three years. The auditor inspects the
operations of Bank of Korea on a regular basis and reports the results to the
Monetary Policy Board.

C. Departmental Organization
As of the end of 2017, Bank of Korea has 17 departments and there are 16
domestic branches of the Bank across Korea and also 5 overseas representative
offices in operation.
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Ⅱ. Financial Infrastructure

Bank of Korea Organizational Structure
(as of end-2017)

(3) Major Activities
A. Formulating and Implementing Monetary and Credit Policy
Inflation Targeting
Bank of Korea has adopted inflation targeting as the monetary policy operation
system. This means that monetary and credit policy is operated so that the inflation
rate remains close to the inflation target in the mid-term.
Bank of Korea reviews the operational status of the inflation target four times
a year to improve the transparency and reliability of monetary and credit policy
and explains the results through its Monetary Policy Report, which is a legal report
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submitted to the National Assembly.
Moreover, when the consumer inflation rate exceeds the inflation target by ±0.5
percent for six months in a row, the Bank employs various means, including press
conferences, to explain the causes of the deviation from the inflation target, the
consumer inflation forecast, and the operational direction of monetary and credit
policy to achieve the inflation targets.

Base Rate Decisions
To carry out monetary and credit policy, the Monetary Policy Board sets the Base
Rate by holding eight meetings per year to decide the direction of monetary policy.
When making Base Rate decisions, the Board considers overall economic conditions,
including the inflation rate in the mid-term, Korea's financial stability conditions,
and changes in the monetary policies of major countries.

Credit and Deposit
Bank of Korea conducts credit and deposit activities for financial institutions
in its operation of monetary and credit policy. The Bank’s current credit activities
include the Bank Intermediated Lending Support Facility,5) a standing lending
facility6) and intraday overdrafts,7) and credit activities include current accounts,
a standing deposit facility8) and a monetary stabilization account.9)
5) This is a lending system whereby Bank of Korea supplies funds at a low interest rate in proportion to lending performance
to induce the expansion of loans by financial institutions to SMEs and others. With programs including new growth engine
development and job creation support, trade finance support, stabilization of SME lending, support for small-scale business
owners, and support for regional enterprises, is managed on a monthly basis and the interest rate is around 0.50-0.75 percent,
depending on the program.
6) This is standing lending system whereby financial institutions can make up for fund shortages that occur in the supply and
demand of funds. The maturity of standing lending is one business day and the interest rate is the Base Rate +1%p. This
facility also plays the role of ensuring that the call rate does not diverge excessively from the Base Rate.
7) This is a system to provide support in case of a temporary shortage of funds for payment during business hours and is operated
by means of automatic support with no interest for the shortage amount for payment. While there is no limit in lending, interest
is imposed on the excess amount when the shortage payment exceeds 25 percent of capital (the rate is the average yield
of 3-year government bonds subtracted by the call rate), and loans not repaid by the end of business hours are converted
to standing loans without separate request procedures.
8) This is a standing deposit facility whereby financial institutions can deposit their excess funds at Bank of Korea. The maturity
is one business day and the interest rate is the Base Rate -1 percent.
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Open Market Operations
Bank of Korea leverages diverse means of carrying out open market operations,
including the issuance of monetary stabilization bonds to maintain the call rate
at the Base Rate decided by the Monetary Policy Board, and the trading of RPs
and deposits in monetary stabilization accounts, to flexibly adjust liquidity.

9) This serves the function of complementing monetary stabilization bonds as a means to adjust general liquidity. It is operated
based on competitive bidding, targeting banks that are subject to repurchase agreements.
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General Principles of Monetary Policy Operation
Bank of Korea Act stipulates the goal of monetary policy as follows: “The Bank shall
contribute to the sound development of the national economy through ensuring price
stability, while giving due consideration to financial stability in carrying out its monetary
policy.” In order to enhance the transparency, predictability and effectiveness of
monetary policy, the Bank will carry out its task by setting specific targets and objectives
in accordance with this goal.
Bank of Korea maintains a flexible inflation targeting system to effectively achieve price
stability, which is the primary objective of monetary policy. The inflation target is currently
set at 2.0% in terms of consumer price inflation (year on year). The inflation target is
meant to be achieved over a medium-term horizon, since there is a lag in monetary
policy transmission and since consumer price inflation is affected not only by monetary
policy but also by various other factors at home and abroad, which entail transitory and
irregular impacts. The Bank conducts its monetary policy in a forward-looking manner,
while considering symmetrically the risks of inflation remaining persistently above or
below the target. The path of convergence of inflation toward the target is assessed on
overall inflation and growth outlooks as well as their uncertainties and risks, and on
financial stability conditions. The Bank conducts its monetary policy to support real
economic growth to the extent that this does not hinder attaining the inflation target over
the medium term.
In ensuring price stability over the medium term, the Bank pays careful attention to
the impact of monetary policy on financial stability. As persistent financial imbalances
could undermine macroeconomic stability, paying due attention to financial stability in
conducting monetary policy is consistent with the rationale behind flexible inflation
targeting. The Bank examines, assesses and announces financial stability conditions on
a regular basis, to prevent excessive buildup of financial imbalances that may be brought
about by monetary policy implementations. Since there are limits to maintaining financial
stability solely by monetary policy, which affects the whole economy indiscriminately,
monetary policy needs to be complemented by macroprudential policies to prevent the
accumulation of financial imbalances.
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B. Maintaining Financial Stability
Examination of Financial Stability Status
Bank of Korea analyzes and examines financial stability in Korea from diverse
perspectives and proposes responses to faithfully fulfill its responsibility of
maintaining financial stability. While regularly analyzing and examining10)
financial stability conditions to anticipate potential risks in the financial system
and issue early warnings of the same, it carries out research on pending issues
related to financial stability to conduct effective macroprudential policies in
response to changes in internal and external policies. Moreover, it conducts joint
examinations to identify factors causing vulnerability in the financial system and
actively engages in discussions on domestic and overseas policies related to
financial stability.

Macroprudential Foreign Exchange Policies
In response to increasing uncertainties within and outside Korea, Bank of Korea
continually examining the conditions in which macroprudential policies in the
foreign exchange sector are carried out, including through analyzing major risk
factors in international financial markets and foreign currency markets, while
inducing the improvement of soundness in the foreign currency loan structure
through limits on forward exchange positions11) and charges on foreign currency
soundness.12) Moreover, it frequently examines the foreign currency liquidity of
financial institutions and makes efforts to improve macro-soundness in the foreign
exchange sector through, for example, examination of foreign exchange banks or
foreign currency brokers and consultation with relevant agencies.
10) Bank of Korea's Monetary Policy Board holds financial stability meetings in March, June, September and December, publishes
its financial stability reports in June and December and examines macro-financial stability conditions in March and September.
11) Domestic banks: 40 percent or less, foreign bank branches: 200 percent or less
12) 10bp is imposed on financial institutions' balances of foreign currency liabilities with a remaining maturity of one year or less,
and a discounted rate is applied when the weighted average maturity of foreign currency liabilities is subject to charges (more
than two years - three years or less: 2bp discount, more than three years - four years or less: 3bp discount, more than
four years: 4bp discount).
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Currency Swaps
Bank of Korea maintains a currency swap network with the central banks of
major countries for financial stability and international financial cooperation.
Through these currency swaps, Bank of Korea is equipped13) at multiple levels with
global financial safety nets that may be used in response to instability in the
international financial market.

C. Note Issuance
Bank of Korea is the only institution issuing lawful currency (notes and coins)
in Korea, thus providing the currency service required to support the smooth
economic activities of the people of Korea. It not only stably supplies currency
based on the currency demand of the Korean people but also issues special currency
to commemorate and publicize national events and other subjects.
Currency undergoes the repeated process of manufacture,14) issuance,15)
distribution, collection16) and inspection,17) and Bank of Korea discards18) currency
that is categorized during inspection as damaged.
13) Foreign exchange reserves, as a country-level financial safety net, are the first line of defense used as a top priority to be
leveraged when a country faces a shortage of foreign currency liquidity. They can also serve as self-insurance to prevent
a crisis. While it is possible to utilize the fund support provided by international monetary and financial organizations like the
IMF when there is a shortage of foreign exchange reserves, the credit offering conditions or the stigma effect following fund
support can become issues. In contrast, currency swaps are convenient in that foreign currency can be utilized freely within
the limits set by countries with their own currency as security, while paying interest or fees. As part of the global financial safety
net, currency swaps are assessed to have contributed during the global financial crisis to containing additional impacts of the
crisis and mitigating shocks.
14) Upon an order from Bank of Korea for manufacturing of notes, the Korea Minting and Security Printing Corporation manufactures
and supplies notes, which are received and stored in vaults by Bank of Korea.
15) Issuance of notes refers to supply of unissued notes stored in Bank of Korea vaults to the market through withdrawal of deposits
and loans by the government and financial institutions. The value of the notes issued by Bank of Korea is accounted for as
debts of Bank of Korea.
16) Collection refers to the inflow of notes to Bank of Korea through the deposit of cash in Bank of Korea by financial institutions
or the payment of funds to the national treasury by the general public via Bank of Korea.
17) Inspection refers to the activities of organizing the notes, including checking the numbers and values of the notes collected,
extraction of counterfeit money, whole-value/half-value/nullity judgment, and categorization based on the level of usage and
damage. Bank of Korea generally conducts inspection with automatic inspection machines, while notes with severe damage
and coins that cannot be inspected by machine are manually examined by inspectors.
18) Notes that are categorized as usable are kept in vaults for re-issuance, but damaged and suspended notes are incinerated.
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D. Payment and Settlement
Bank of Korea operates BOK-Wire+,19) which is a fund settlement system among
financial institutions. BOK-Wire+ is operated as a hybrid settlement method20)
where an algorithm for simultaneously processing bilateral or multilateral payment
instructions is applied. Moreover, it reduces operational risks while decreasing the
workloads at financial institutions through direct access among servers21) and the
straight through processing (STP)22) of call transactions.
Bank of Korea provides support for financial institutions experiencing temporary
intraday shortages of settlement funds, through intraday overdrafts and the
intraday RP system for smooth fund settlement. Intraday overdrafts are
automatically executed upon request for payment or settlement in excess of the
balance in the institution’s current account at Bank of Korea. However, interest
is imposed on loans in excess of the free limit (25 percent of equity capital) to
prevent excessive reliance on intraday overdrafts, and when the loan cannot be
repaid during the day, it is converted to a standing loan (overnight lending).
Meanwhile, the intraday RP system provides support in cases of intraday temporary
shortages of funds by utilizing RP for financial institutions that cannot borrow
19) Based on the perception that it is difficult to respond to the changing financial and economic environment with the existing
net settlement system focusing on bill clearing due to the fast growth of the scale of financial transactions and settlement, in
December 1994 Bank of Korea established and operated the BOK-Wire system based on the Real Time Gross Settlement
(RTGS) method. With the substantial increase in settlement amounts since then, the Bank established and continues to operate
a new BOK-Wire+ system that added hybrid settlement to the existing RTGS.
20) BOK-Wire+ consists of a hybrid system that provides real-time bilateral and multilateral offsetting in addition to the pure RTGS
system. RTGS deals with loans from and repayment to Bank of Korea, payment related to transactions of the government and
public bonds, net settlement and CLS fund transfers. The hybrid system deals with payment processes appropriate for real-time
bilateral and multilateral payment due to frequent mutual transactions, including general fund transfers, call fund transfers and
simultaneous payment of securities funds. Simultaneous bilateral payments are generally conducted upon entry of payment
instructions, and simultaneous multilateral payments are conducted every 30 minutes. All related stand-by payment instructions
are carried out at the same time when payment is possible within the deposit balance of institutions and net payment limits
after calculation of the expected net amount of inflow and outflow by institution.
21) Under this method, BOK-Wire+ is directly linked with the servers of financial institutions, and the fund transfer instructions of
each branch are directly transferred to Bank of Korea's server. This method can prevent operational risks that can occur in
the process of re-entering transfer details through BOK-Wire+ terminals.
22) By receiving the details of call transaction settlement and providing them to participating institutions through direct links between
BOK-Wire+ and the servers of fund brokerage companies, transaction settlement, fund supply, and repayment are processed
without separate entry of call transaction settlement details by financial institutions.
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from Bank of Korea. Support is limited to purchase transactions of certain bonds,
including government bonds and monetary stabilization bonds, by financial
institutions that are designated by the Korea Exchange and the Monetary Policy
Board. Those that fail to repay the intraday RP support funds during the business
day pay an interest rate that is 1%p above the standing lending rate.
Moreover, Bank of Korea monitors the payment and settlement systems to ensure
safe and efficient payment and settlement. It carries out the selection and
categorization of the payment and settlement systems subject to monitoring, the
collection and analysis of data related to payment and settlement, the evaluation
of the safety and efficiency of the payment and settlement systems subject to
monitoring, requests for improvement of the payment and settlement systems
subject to monitoring, and any measures required in case of emergency. To this
end, it divided the payment and settlement system subject to monitoring into the
systemically important payment and settlement systems23) and other payment and
settlement systems. It evaluates the systemically important payment and
settlement systems every two years on their safety and efficiency. It evaluates the
other payment and settlement systems only when monitoring is assessed to be
necessary, including when there are material changes that impact their safety and
efficiency.

E. Tasks Relating to Foreign Exchange Policies
At its inception, Bank of Korea was responsible for affairs relating to foreign
exchange policies, including their formulation and execution as well as foreign
exchange control. With the enactment of the Foreign Exchange Control Act in
December 1961, however, and the subsequent revision of Bank of Korea Act in May
23) This refers to the payment and settlement systems that, when not operating normally, can cause extensive ripple effects in
the domestic and international financial systems or the collapse of the financial systems. They include BOK-Wire+, the bill clearing
system, the interbank network, the electronic financial network, the institutional investor settlement system, the securities market
settlement system, the KOSDAQ settlement system, the derivatives market payment system and the CLS system.
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1962, these responsibilities were transferred to the government.
Pursuant to the current Foreign Exchange Transactions Act, the Minister of
Economy and Finance holds final responsibility and authority for foreign exchange
policies. The Governor of Bank of Korea is commissioned to exercise a portion of
this authority by the Minister of Economy and Finance. Hence, Bank of Korea
carries out regulations such as on limits on futures exchange positions and charges
on foreign currency soundness to prevent the translation of excessive short-term
foreign loan increases and rapid inflows and outflows of foreign funds to system
risk.
Moreover, Bank of Korea holds and manages the foreign exchange reserves that
comprise Korea's foreign reserves assets. The foreign exchange reserves are
managed under the basic principles of prioritizing safety and liquidity while also
improving profitability. To preserve the value of the investment assets, the Bank
strictly limits investment in assets with high credit risks, including uncollectable
principal and interest, and maintains a high level of liquidity by investing in assets
that are immediately cashable in the international financial markets. Moreover, it
also makes efforts to improve profitability in consideration of the costs of
maintaining foreign exchange reserves. Foreign currency assets are divided based
on management purposes into cash assets24) and investment assets, and investment
assets are divided again into direct investment assets25) and consignment assets.26)

24) To promptly respond to the frequent inflows and outflows of foreign currency funds on a daily basis and to temporary demand
for foreign currency, the Bank operates short-term financial instruments, including short-term government bonds and deposits,
that entail minimal transaction costs when sold and can be immediately cashed. When there are substantial changes of cashable
assets due to inflows and outflows of funds, the Bank maintains an appropriate level through quick fund transfers from direct
investment assets.
25) To acquire a stable profit while maintaining a high level of liquidity, the Bank manages mostly long-term and short-term bonds,
including government bonds, government agency bonds, corporate bonds and asset-backed bonds, issued in major international
currencies.
26) The Bank consigns operation of some assets to international asset management entities and the Korea Investment Corporation
to improve profitability through leveraging external expertise and diversifying investment methods. Most investment is in high-rated
bonds and blue-chip stocks that are easily cashable.
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F. Research and Statistical Compilation
Bank of Korea conducts multi-faceted research to support the efficient operation
of monetary and credit policy. The scope of research encompasses diverse areas,
including the analysis and forecast of domestic and international economic trends,
money and finance, growth, inflation, employment, and the global economy, and
the results of such research are published in a number of reports and books.
In addition, as a national statistics agency, Bank of Korea compiles a wide range
of economic statistics that are frequently used in the establishment and analysis
of national policies, including (i) the monetary and banking statistics traditionally
compiled by central banks such as monetary and liquidity indicators, deposit and
credit interest rates, and household credit; (ii) the five major national economic
statistics — GDP, the input-output tables, the national balance sheet, the flow
of funds accounts and balance of payments; and (iii) other statistics such as the
International Investment Position, producer price index, export and import price
indexes, financial statement analysis, business survey index and consumer survey
index.

G. Treasury Deposits and Securities
Bank of Korea carries out its responsibility as the government’s bank by
managing treasury deposits. In sum, as the depository of treasury funds, the Bank
receives treasury deposits, including taxes, and disburses national expenditures as
needed by government. These transactions are managed based on the government’s
accounting system. Moreover, Bank of Korea has established and operates an
electronic system for real-time transfers of treasury funds. In addition, Bank of
Korea serves as the bank of the government, including through providing
temporary loans to the government when the government confronts temporarily
fund shortages.
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Moreover, Bank of Korea issues monetary stabilization bonds and trades or lends
government and public bonds for the efficient operation of monetary policy.
Moreover, through consignment by the government, it is responsible for the
issuance, repayment and registration of government bonds and treasury bills and
also carries out various securities activities, including custodial services for
securities on behalf of foreign central banks.

H. Analysis and Supervision of Financial Institution Management
Bank of Korea takes charge of collecting and analyzing materials relating to the
management of financial institutions. In a bid to more efficiently carry out these
responsibilities, the Bank may in addition ask the Financial Supervisory Service
to conduct independent or joint examinations of financial institutions, and many
also require financial institutions to submit required materials. The Bank may also
investigate and confirm the operations and asset conditions of financial institutions
to which it has extended emergency credit.

I. Transactions and Exchanges with International Financial Organizations
Under the Act on the Measures for Admission to International Financial
Institutions, Bank of Korea undertakes, on behalf of the government or as a central
bank, a wide range of cooperative affairs relating to transactions and exchanges
with a variety of types of international financial organizations.
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2

Payment and Settlement Systems

1. Overview
Payment and settlement refers to the actions of economic entities to settle their
claim-obligation relationships arising from diverse economic activities using
means of payment. “Payment” refers to the act of transferring monetary claims to
the rightful recipient by presenting cash, check or card, or through transfer from
an account. “Settlement” refers to the settlement of the difference remaining after
the offsetting of credit and debt occurring from the use of non-cash means of
payment, through transfer between the current accounts at the Bank of Korea of
the financial institutions involved. The payment and settlement system is the part
of the financial system infrastructure that covers payment methods, participant
institutions, laws related to payment and settlement systems, financial market
infrastructure.27)
Payment methods include cash, bills, checks, credit cards and account transfers,
and can be categorized into paper-based payment methods that use bills, checks,
and giro slips, and electronic payment methods that include credit-, debit- and
prepaid-card services and account transfers.
Participant institutions can be divided into institutions that provide payment
services, institutions operating financial market infrastructure and the Bank of
Korea. Representative institutions that provide payment services include banks,
postal offices, financial investment business entities and credit card companies.

27) What is referred to here as settlement is a complex concept that means both settlement and clearing. The offsetting of the
credit and debt arising from payments between financial institutions is called clearing, and the finalization of a debtor-creditor
relationship by a financial institution through a transfer of the total debt or unpaid difference into its Bank of Korea current deposit
account is called settlement (in the narrower sense).
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However, with the advancement in the convergence of finance and IT, participation
by non-financial companies including telecommunications companies, mobile
device manufacturers and IT-related companies is expanding. Institutions
operating financial market infrastructure in charge of payment and settlement
refer to the Korea Financial Telecommunications and Clearings Institute (KFTC),
the Korea Exchange (KRX), the Korea Securities Depository (KSD) and institutions
that operate businesses related to foreign exchange settlement. The Bank of Korea
operates the nation’s large-value payment system, and simultaneously plays a
pivotal role in the payment and settlement systems by issuing currency and by
providing final settlement services and funding to alleviate shortages of funds as
lender of last resort, as well as by supervising, improving and expanding the
payment and settlement systems.
In order for the payment and settlement system to operate safely and efficiently,
a variety of laws, business regulations and standard procedures should be
established to comply with participant institutions. This includes not only the rules
set by the central bank, regulations set by individual financial institutions and
financial supervisory institutions, but also business regulations and procedures set
by institutions operating financial market infrastructure.
Financial market infrastructure refers to the infrastructure that performs
functions such as payment, clearing, settlement, and information storage in the
financial market. Depending on its function, financial market infrastructure can
be classified as payment systems, securities settlement systems, central
counterparties, central securities depositories, and trade repositories.
Payment systems are categorized based on the nature of the transaction in
question into the large-value payment system that deals with large amounts of
funds and the retail payment system that deals with a large volume of small funds.
The large-value payment system is mostly for payments in transactions of large
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amounts, but there is no minimum amount set in the actual payment directions.
As the payment of funds is made based on fund transactions or transactions of
securities or foreign currency among financial institutions, it is also called the
interbank fund transfer system. As such payments involve large amounts per case
and the time of the payment is important, the large-value payment system is
usually operated directly by the country‘s central bank. Meanwhile, the retail
payment systems are mostly for processing the small-amount payments of
corporations or individuals and is characterized by its broad scope of transactions
and large number of transactions. Payments related to account transfers, payment
cards, checks and giros are processed mostly in the retail payment system. In
Korea, the Korea Financial Telecommunications and Clearings Institute operates
the major retail payment systems.
There are three settlement methods: the net settlement method, of settling only
the difference remaining after the credit and debt between financial institutions
is offset, based on the total transaction amount during a certain period; the gross
settlement method, of settling the entire transaction amount without calculating
or offsetting credit and debt; and the mixed settlement method, which combines
the advantages of the former two methods. Under the net settlement method only
the net difference in a debtor-creditor relationship between financial institutions
is settled, and so the frequency and value of such settlements are reduced. Due
to differences in time between the point of payment and the point of final
settlement, however, the problem of settlement risks emerges. The gross settlement
method is meanwhile advantageous in that it minimizes settlement risk since
payment and settlement occur at the same time. However, these individualized
settlements take place with greater frequency and in larger volumes. The net
settlement method is accordingly used in the retail payment systems that process
transactions having small monetary amounts but with high frequency, such as
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transactions between financial institutions and their customers, while the gross
settlement method is used in the large-value payment system that processes
transactions having large monetary amounts but low frequency.
The payment and settlement systems act as a catalyst for economic activity by
enabling the smooth flow of the monetary settlements that accompany it. There
are various risks inherent in the payment and settlement processes, however, and
if these risks are not adequately controlled the entire financial system can be
destabilized. In this regard, payment and settlement systems are recognized as an
important part of the financial infrastructure.

2. Means of Payment
The means of payment are largely divided into cash and non-cash means of
payment. Non-cash means of payment can be categorized in more detail based on
their characteristics into bills, checks, payment cards and account transfers.
Non-cash means of payment can be divided into paper-based payment means and
electronic payment means. Paper-based payment means include bills, checks and
slip giros, and electronic payment means include payment cards, interbank
remittance, CD/ATM, and account transfers using online banking and mobile
banking. Recently, there has been an active conversion from paper-based to
electronic methods based on the development of information and communications
technology.

(1) Cash
Cash is the most universal payment method and is divided into bills and coins.
Most of the currency issued is in the form of bills, and large bills account for a
very high proportion of issuance. Cash has traditionally been used as an important
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payment method for small-amount transactions, but its share of usage is in decline
as diverse electronic payment methods including credit cards and online banking
have become more widespread.

(2) Bills/Checks
Bills/checks are certificates where issuers promise payment of a certain amount
or consign its payment. It used to be the representative payment method of
corporations, but there have been many harmful consequences in cases in which
the nonpayment of bills of buyer companies led to bankruptcies of small- and
medium-sized suppliers in succession. In response, electronic payment methods to
replace the credit functions of bills, such as the Corporate Procurement Loan
System (2000) and the Electronic System of Secured Loan of Credit Sales (2001),
were developed.28) Moreover, the use of bills/checks is in decline due to the
increasing use of electronic payment methods, including credit cards, and the
issuance of 50,000 won bills.

(3) Account Transfers
Account transfers refer to payments through money transfers among deposit
accounts instead of the direct exchange of payment methods between payers and
receivers. The channels used for account transfers include bank windows, CD/ATM,
online banking and mobile banking.

(4) Payment Cards
Credit card payment is a payment method that is issued by credit card companies
with certain qualifications, including the securing of affiliated stores, so that card
28) The Ministry of Justice introduced the electronic bill system (2005) with the purpose of reducing all costs involved in issuing
and distributing promissory notes and the risks of counterfeiting and falsification.
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holders can purchase goods or services on credit or receive loans such as cash
services or card loans based on the card applicant's credit standing or future
income. Pre-paid card payment is a payment method where customers purchase
cards with a certain amount of funds stored on them from card issuers, and the
amounts used for purchases of goods or services are automatically subtracted from
the stored amount and paid. Debit card payment is a payment method where the
purchase amount is withdrawn from the customer's account and automatically
transferred to the seller's deposit account upon the purchase of goods or services.
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Mobile Payment and Settlement Service
With the development of information and communications technology and the
popularization of smartphones, the usage of mobile-based payment and settlement
services is rapidly expanding. While the use of mobile banking services in the banking
sector is on the rise, online-specialized banks specializing in mobile banking were
launched in 2017, which led to the rapid increase of mobile banking-registered
customers. Moreover, the use of simple payment or simple remittance services provided
by electronic financial business entities or non-financial companies is rapidly increasing
based on the expansion of online shopping and the remittance of small amounts.

Use of Mobile Banking Services

Table Ⅱ - 1

Number of Customers
(as of period-ends, thousand)

Number of uses
(daily average, thousand)

Amount of use
(daily average, billion won)

2014

2015

2016

2017

60,107

76,561

78,362

90,893

31,158

42,393

52,948

58,565

1,832.6

2,496.2

3,140.7

3,963.0

Source: Bank of Korea

Table Ⅱ - 2

Use of Simple Payment and Simple Remittance Services
(daily average)

2016
Number of use (thousand)
Simple Payment
Amount of use (billion won)
Number of uses (thousand)
Electronic financial business operators
Simple
Financial companies
Remittance
Amount of use (billion won)
Services
Electronic financial business operators
Financial companies

858.8
26.0
143.5
133.0
10.4
6.8
6.6
0.2

2017
2,124.3
67.2
682.5
649.9
32.6
35.1
33.7
1.5

Change
1,265.5
41.2
539.1
516.9
22.1
28.3
27.1
1.3

(147.4)
(158.4)
(375.8)
(388.6)
(212.2)
(417.3)
(410.0)
(670.4)

Note: Figures in ( ) indicate the rate of change
Source: Bank of Korea
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3. Payment and Settlement System
(1) Large-value Payment System: BOK-Wire+
The large-value payment system of Korea is BOK-Wire+,29) which began
operation in April 2009. This system plays a pivotal role in the payment and
settlement systems of Korea by interconnecting the computer systems of the Bank
of Korea and financial institutions and processing large-value fund transfers
between financial institutions in real time, and by handling final settlement of
interbank credit and debt in the retail settlement systems at designated times.
The system also contributes to the reduction of settlement risks in securities and
foreign exchange transactions through links to the Delivery versus Payment (DvP)
and Continuous Linked Settlement (CLS) systems.
Large-value fund-transfer transactions requested by financial institutions at
midday are processed as soon as they are received. The net settlement cases
requested by the Korea Financial Telecommunications and Clearings Institute
(KFTC) are processed at predetermined dates, however, after calculating the
multilateral net settlement amounts, the repayment of call moneys marked with
specific repayment dates, and the retrieval of treasury funds received by financial
institutions.

29) As the volume of settlement through BOK-Wire (which began operation in December 1994) increased significantly, this put
a substantial burden on financial institutions’ midday liquidity for settlement and caused a substantial increase in settlement
cases. The Bank of Korea then improved its network (which had been using a Real-time Gross Settlement (RTGS) Method)
in terms of settlement risk management by introducing a Mixed Settlement System (which it renamed BOK-Wire+).
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Settlement Amount in BOK-Wire+ by Fund Type

Table Ⅱ - 3

(daily average)

Among participant institutions

Unit: billion won

2012

2013

2014

2015

2016

2017
307,712

213,544

220,026

230,267

257,425

285,231

Call money

48,205

50,848

43,933

31,405

27,689

27,234

Stock funds

69,921

79,839

93,497

115,556

143,155

167,283

15,932

15,748

14,883

18,439

19,314

19,334

30,223

30,814

35,113

41,523

37,073

42,514

18,840

13,307

14,180

16,912

16,829

16,861

30,424

29,469

28,661

33,590

41,169

34,487

12,588

12,691

13,648

14,835

14,550

15,335

226,133

232,717

243,915

272,260

299,780

323,048

Foreign currency funds
Customer funds
Net funds

1)

2)

Others
Between participant institutions and BOK
4)

Total

3)

Notes: 1) Large-value funds remitted to receivers using BOK-Wire+ by general individuals or corporations
2) Final payment among participant institutions is processed on a net basis.
3) Transactions of government/public bonds, the supply/receipt of national funds, BOK loans etc.
4) Excluding foreign currency fund transfers

(2) Retail Payment Systems
The retail payment systems include the Check Clearing System, the Giro System,
the financial information networks, and BANKPAY PG, and because numerous
small-volume payments are processed through them a net settlement method is
usually employed.

“Check clearing” occurs when numerous banks gather at a clearing house at a
particular time and exchange bills and checks received by one bank but issued by
another, and then settle the payments. Recently, with the development of
information technology and enforcement of the Issuance and Negotiation of
Electronic Bills Act, fewer bills and checks are being exchanged in paper form,
while in an increasing number of cases only the electronic information recorded
on bills and checks is exchanged — separate from the actual bills and checks. The
differences that occur from the clearing of bills and checks between participant
banks are settled through the participant banks’ current accounts opened in the
BOK.
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The Giro System is a payment and settlement system through which giro-based
account transfers are batch processed at payment and settlement intermediation
centers. It is a convenient way of processing large-volume payment transactions
such as electric/telephone bills and purchase payments.
The financial information networks are payment and settlement systems that
provide customers with financial transaction services and transaction information
by connecting the computer systems of financial institutions and the KFTC. They
also constitute the core of the retail settlement systems of Korea. The financial
information networks currently in operation are the Cash Dispenser Network, the
Interbank Funds Transfer Network and the electronic financial information
networks.
As a payment and settlement system used in e-commerce online, BANKPAY PG
is divided into the B2C and B2B payment and settlement systems, depending upon
the counterparties involved.

(3) Securities Settlement Systems
Securities settlement refers to the finalizing of the credit/debt relationship
arising through the transaction of stocks or bonds in the securities markets
between buyers and sellers through delivery and payment and involving clearing
and settlement.30)
The securities settlement system is a series of steps that includes sales
confirmation, clearing and payment and the keeping of bills that enable such
securities settlement. Securities settlement is carried out in the DvP method that
ensures that the settlement of securities and money takes place at the same time
to reduce the potential risks that may occur from one of the parties not performing
30) Clearing refers to the series of processes where sales contract conclusion is confirmed, and errors are corrected and subtracted
to calculate data for settlement. Settlement refers to finalizing the credit/debt relationship based on securities transactions through
final exchange of securities and money based on the settlement data confirmed through the clearing process.
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the contract as the securities delivery time and payment time are different. DvP
can be categorized into three types. The DvP1 method is where the settlement of
both securities and money are simultaneously processed by transaction case based
on aggregate amounts. The DvP2 method is where securities are settled by
transaction case in the aggregate amount while money is settled through
subtractions by the participating institutions at the time of finalizing the delivery
of securities. The DvP3 method is where the settlement is simultaneously finalized
with balances after subtractions of multiple parties for both securities and money.
The Korean securities settlement system consists of the clearing organization,
the central securities depository and the settlement bank. The clearing
organization is in charge of sales confirmation and the calculation of settlement
details of securities and money among the transaction parties. In Korea, the Korea
Exchange (KRX) serves as the clearing organization for the face-to-face market,
with the Korea Securities Depository (KSD) serving as the clearing organization
for off-board transactions. Some clearing organizations are serving as central
counterparties (CCP) that play the role of buyers for the sellers of the concluded
sales contracts and the role of sellers to buyers. The central counterparty reduces
the risk management burden of participating institutions by providing guarantee
services while saving the settlement liquidity through multilateral netting among
transaction parties. In Korea, the KRX serves as the CCP in the face-to-face
market, and as for the over-the-counter market, the KSD serves as the CCP for
securities transactions among institutional investors and the KRX serves as the
CCP for KRW interest rate swap transactions.
The central securities depository is an institution that receives concentrated
deposits from clients and processes the transfer of securities or the transfer of
rights including the establishment of pledge right by keeping the transfers in the
depositor account book, rather than delivering the actual securities. In Korea, the
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KSD serves as the central securities depository.
Settlement banks process the settlement of money based on securities
transactions; central banks and commercial banks fall into this category. In Korea,
the Bank of Korea's financial network is used for most payments in face-to-face
markets (such as for stocks, government bonds and RP) and over-the-counter
securities transactions (such as for stocks, bonds and RP) but commercial banks'
deposit accounts are used for the payment of some transactions.
The securities settlement systems include the Securities Market Settlement
System and the KOSDAQ and KONEX Market Settlement System, operated jointly
by the KRX and KSD, and the Institutional Settlement Systems for Bonds and for
Stocks operated by the KSD.
In the KOSDAQ and KONEX Market Settlement System, after the KRX decides
the securities and payment amounts to be transferred on settlement day by each
securities firm through clearing,31) the securities and payment amount are settled
simultaneously, the former by book entry through a KSD depository account and
the latter by fund transfer through the KSD account opened in the designated ban
k.32) Meanwhile, settlement through the Institutional Settlement System for Bonds
is performed on a case-by-case basis, and that through the Institutional
Settlement System for Stocks by the entities involved in the transactions, both
under management of the KSD. The securities are transferred in the face-to-face
market through a KSD account, while the payment amount is settled at the same
time as the securities through the KSD’s account with the Bank of Korea.

(4) Foreign Exchange Settlement System
“Foreign exchange settlement” refers to the creditor-debtor relationship that
31) The settlement amount is calculated through the sum of transaction amounts in the securities market and the KOSDAQ and
KONEX markets.
32) The government bonds are settled through BOK-Wire+.
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arises when a foreign exchange transaction in the foreign exchange market is
settled through the transfer of different currencies. Foreign exchange transactions
consist of transactions on exchange, which are processed through Seoul Money
Brokerage Services, Ltd. or Korea Money Brokerage Corp., and over-the-counter
(OTC) transactions, which are processed through direct contact between the parties
involved in the transactions. Transactions on exchanges are carried out by
telephone order, during which information on market conditions provided in real
time by an intermediary firm is first considered and the transaction then ordered
or made via a direct telephone line; or by an electronic order through the electronic
brokering system of an intermediary firm. OTC transactions that do not pass
through an intermediary firm mostly occur directly between dealers who decide
firsthand on the prices and terms of the transactions via means such as a Reuters
dealing machine.
When funds involved in foreign exchange transactions between institutions that
provide foreign exchange services are settled in Korean won, they are usually
processed through the current deposit accounts of the institutions established at
the Bank of Korea. Institutions that sell foreign currencies make settlement
through their own correspondent banks or CLS Bank using BOK-Wire+.
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Payment and Settlement Systems in Korea

2. Payment and Settlement Systems

4. Institutes Operating Financial Infrastructure
(1) Korea Financial Telecommunications and Clearings Institute
A. Overview
The Korea Financial Telecommunications and Clearings Institute (KFTC) was
established as a non-profit incorporated association in June 1986, in order to
connect the separately-operated computer networks of individual banks by
unifying the nationwide clearing houses and bank giro management houses, which
were in exclusive charge of bill clearing and giro services, respectively. Interbank
shared networks were established later starting with the CD/ATM System in 1988,
followed by the IFT System, the Electronic Banking System, the CMS System, the
Electronic Funds Transfer at the Point of Sale (EFT/POS) system, BANKLINE and
the K-CASH System.

B. Organization
The organization of the KFTC consists of the general meeting,33) a meeting of
all general members; and the board of directors, which includes the KFTC president
and eight non-executive board members. The KFTC executives consist of the
president, the deputy president, three managing directors and an auditor.
Related to the activities of the KFTC, the Bank of Korea and banks based on
the Banking Act can be members, associate members or special participating
institutions, and institutions that operate financial businesses or businesses
related to finance can become special participating institutions by gaining approval
of the General Assembly, the top decision-making body. Currently, there are 10
institutions that are members, 12 institutions that are associate members and 84
special participating institutions.
33) The general meeting is composed of the Governor of the Bank of Korea and the CEOs of Korea Development Bank, Nonghyup
Bank, Shinhan Bank, Woori Bank, Standard Chartered Korea, KEB Hana Bank, Industrial Bank of Korea, KB Bank and Citibank
Korea.
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C. Major Activities
The KFTC operates the financial information networks, the Check Clearing
System, the Giro System and most other retail payment systems in Korea, and
co-develops new payment and settlement systems with banks.
Through operation of the interbank shared networks that connect all financial
institutions, financial customers can conveniently use various payment and
settlement services such as cash withdrawal, account transfer, wire transfer,
financial transaction information inquiry services, and cross-border ATM
networking services without going to the specific banks at which they have their
accounts.
The KFTC provides financial institutions with exchange and settlement services
related to bills and checks, and operates bankruptcy and transaction suspension
systems. Unlike with the bill clearing system in the past, when clearing was
processed by exchanges of physical bills, bills are nowadays exchanged without
their actual physical transfer but simply by electronically recording the information
on the them, and for this the Cashier’s Check Truncation System, Bills and Checks
Truncation System, Electronic Bond Management System, and Bill Information
System are in operation.34)
Regarding the Giro System, the KFTC is a payment and settlement intermediation
center that acts as a settlement center between financial institutions, giro-using
institutions and their customers so that the giro payments can be made into or
from the accounts of the receivers or payers. Giro services can be separately
classified in accordance with the related fund transfer methods into paper-based
giro services, direct debits, standing orders, direct deposit services and Internet
giro services, and payments between the financial institutions involved are settled

34) The KFTC has installed clearing houses in 50 districts nationwide for physical exchanges of bills, but due to introduction of
the Bills and Checks Truncation System there is now only one clearing house, located in Seoul.
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by the multilateral net settlement method.
Moreover, the KFTC carries out the development of a common computing system
among financial institutions including for public certifications, the management
of common codes, apartment application and the standardization of payment and
settlement. It in addition provides electronic assistance to enable sharing of
information on joint businesses between financial institutions.
KFTC's average daily payment and settlement volume increased greatly to 21.3
million cases of 62 trillion won in 2017, up from 1.28 million cases of 4 trillion
won in 1986 when it was established.
Volume of Settlement thorough Retail Payment Systems

Table Ⅱ - 4

(daily average)

Classification

2012

Check Clearing System
Giro System
HOFINET
Financial
Information
Networks

2013

Unit: billion won

2014

2015

2016

2017

17,192

14,965

12,561

10,166

9,075

8,220

915

963

1,006

996

991

1,009

32,403

34,365

37,843

43,944

45,621

46,933

IFT Network

3,581

3,745

4,247

4,683

4,796

4,822

CD Network

796

838

901

953

932

923

CMS Network

437

378

380

389

423

443

BANKLINE

4.1

4.4

3.5

4.1

8.2

10.4

EFT/POS Network

0.1

0.0

0.0

0.0

0.0

0.0

20

18

17

16

15

15

55,347

55,277

56,959

61,151

61,858

62,375

BANKPAY PG
Total

Source: Korea Financial Telecommunications and Clearings Institute

(2) Korea Securities Depository
A. Overview
The Korea Securities Depository (KSD) is a securities depository and a settlement
institution. Korea’s securities depository and settlement system was introduced
after the securities market expanded in scale and increased in volume in the early
1970s, in order to lower the risk of securities getting lost or stolen in physical
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distribution and simplify and enhance the efficiency of sales transaction settlement
services, by amending the Securities and Exchange Act in 1973 to add clauses
regarding central deposit and book-entry clearing services so that the KRX could
provide these services. The Korean Securities Settlement Corporation (KSSC) was
established in 1974, and as the KRX entrusted it with these services in 1975 the
KSSC began to provide securities depository and settlement services in earnest.
In 1994, as the KSSC became the central securities depository in line with the
Securities and Exchange Act, its Korean name was changed to the Securities
Depository, and then to Securities Depository and Settlement in 2005, and to Korea
Securities Depository and Settlement as of 2009. In English, however, it is referred
to as the Korea Securities Depository.

B. Organization
The KSD Board of Directors, the decision making body, is composed of a CEO,
an Auditor, a Senior Managing Director and four Non-executive Directors. There
are six divisions including the Strategy & Planning Division, IT Services Division,
Deposit & Settlement Services Division, Investment Support Division, Global
Securities & Fund Division and Management Support Division, with twenty-five
departments under them.

C. Major Activities
As the central securities depository, the KSD mainly provides services such as
the central deposit of listed securities, book-keeping entry, securities clearance
and settlement services. On behalf of depositors, the KSD also settles matters such
as the exercising of rights regarding deposited securities, and on behalf of
securities issuing houses acts as their agent in all matters related to securities
such as the issuance of securities and the payment of dividends. The KSD in
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addition also provides services related to funds, to the registration of bonds and
debentures, and to the management of collateral.

Securities Depository and Settlement Services
The KSD receives securities deposits by opening accounts for entities such as
banks, financial investment business entities, insurance companies, foreign
securities depository organizations, and institutional investors. In the cases of
general corporations and individual investors, the KSD receives securities deposits
indirectly through financial investment business entities (investment brokerage
business entities). To enhance the efficiency of their safekeeping and management,
deposited securities are not categorized by depositor but rather kept together by
type, and the legal relationships between rights and duties are made clear by
recording the depositors’ names, addresses, types and quantities of the securities,
and causes for fluctuations in quantity, in the depositors’ account books. As of
the end of 2017, the securities deposited in KSD include stocks, bonds, CDs, CP
and electronic short-term debentures, and they amount to a market capitalization
of 4,036 trillion won.
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Volumes of Deposited Securities
(market capitalization as of period-ends)

Unit: billion won

2012

2013

2014

2015

2016

2017

Stocks

1,234,225

1,305,725

1,350,898

1,474,491

1,544,211

1,918,998

Bonds

1,457,001

1,533,746

1,647,282

1,769,574

1,822,974

1,923,354

Short-term financial instruments1)

127,977

140,936

152,623

158,714

180,003

194,161

Total

2,819,203

2,980,407

3,150,803

3,402,779

3,547,188

4,036,513

Note: 1) CD, CP and electronic short-term debentures
Source: Korea Securities Depository

When a securities sale has occurred, the KSD first receives the transaction
information from the KRX and the institutions involved in the sale, then confirms
that the buyer has deposited the full payment, and finally settles the securities
at the same time as the payment through book-entry between accounts. For this
purpose, the KSD operates SAFE+ (Speedy, Accurate, Faithful, Efficient), a
securities depository and settlement information network that connects to
customers’ computers as an electronic system of services.
Looking at the securities settlement services of the KSD by the market
concerned, in the face-to-face markets the KSD operates the Securities and the
KOSDAQ and KONEX Market Settlement Systems, providing securities settlement
services through BIS DvP Model Ⅲ (simultaneous net settlement of securities and
fund transfers). In the off-board markets, it provides securities clearance and
settlement services by operating the Institutional Settlement System for Bonds and
the Institutional Settlement System for Stocks. Settlements are processed on a
case-by-case basis for bonds, and simultaneously by each entity involved in stock
transactions.

Services Related to Foreign Securities Transactions
When a Korean investor invests in foreign currency securities to keep the
deposited foreign currency securities overseas the KSD designates a global
custodian or an international securities depository as the foreign custodial
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organization to process settlements. As of November 2017, the KSD provides deposit
and settlement services for foreign currency securities with regard to 38 countries
and markets. Moreover, as the standing representative of foreign investors, it
provides services including investment registration, the opening of depositors'
accounts and accounts at banks/securities companies, and settlement services
related to dividend and principal/interest as well as exercising decision-making
rights on their behalf.35)
When a Korean company issues a depositary receipt in a foreign securities
market, the KSD takes custody of the underlying shares. When a foreign company
issues a depository receipt in Korea, however, the KSD designates an organization
in a foreign market to hold the underlying shares in the name of the KSD and to
act as the custodian of them.

35) The custodial institutions and standing representatives that foreigners can designate include foreign currency banks, investment
traders, collective investors and foreign custodial institutions as well as the KSD.
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Financial Supervisory System

1. Overview
Financial supervision in its narrow sense refers to permitting the establishment
of financial institutions, enacting a variety of regulations that financial
institutions must comply with as they conduct financial activities, and monitoring
the status of such compliance. Financial supervision is a method of regulating the
management

of

financial

institutions through permissions,

prohibitions,

restrictions, and recommendations relating to the business activities of financial
institutions. Such regulation is necessary is due to the asymmetry of information
that occurs when reliance on market autonomy causes an increase in unfair and
unsound financial transactions, leading to the instability of financial institutions
and fewer transactions. Therefore, the goals of financial supervision are to protect
the property of financial consumers and to reinvigorate financial transactions by
ensuring that financial institutions engage in fair financial brokerage practices and
maintain sound management.
Such micro-level financial supervision includes formal permission, regulation,
inspection and restriction, and is divided largely into ① structural regulations,
including limitations on entry and regulations on prices and business scope; ②
prudential regulations, including limitations on capital ratio and liquidity ratio;
and ③ business conduct regulations, including those on management information
and the disclosure of financial instruments. Such micro-level regulations are in
contrast with macro-level soundness policies aimed at promoting the stability of
the overall financial system following the global financial crisis.
Korea’s financial supervisory system has long maintained a decentralized form,
in which different types of financial businesses such as banking, securities and
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insurance were governed by various financial supervisory institutions. The
decentralized nature of the system reflected the fact that Korea’s financial system
is based on specialized banking; as the financial industry originally expanded its
range of activity from banking to securities and insurance, regulatory supervisory
organizations were created accordingly. Until the 1960s virtually all financial
institutions were banks, and financial supervision was undertaken by two
organizations: the Ministry of Finance, in charge of the legislation and revision of
finance-related laws, and Bank of Korea, charged with the overall supervision of
banks including authorizing the banking business and regulation, investigation and
sanctions in relation to banks’ management soundness. From the 1970s, the
securities and insurance markets expanded greatly, and multiple non-bank financial
institutions such as merchant banks and mutual savings and finance companies were
established. As a result the Securities and Exchange Commission, Securities
Supervisory Board, Insurance Supervisory Board and Non-bank Supervisory
Authority were established to take over the supervisory role from the Ministry of
Finance, which had previously supervised all financial institutions other than banks.
This decentralized financial supervisory system was transformed into an integrated
system immediately after the Asian currency crisis, however, in order to respond to
the trends of financial liberalization and provision of diverse financial services by
financial institutions. The Financial Supervisory Commission and its executive organ,
the Financial Supervisory Service, were established in accordance with the Act on
the Establishment, etc. of Financial Supervisory Organizations, which took effect
from April 1998. This consolidated the various financial supervisory institutions for
banking, securities, and insurance into a unified organization.
As the Act on the Establishment, etc. of Financial Supervisory Organizations was
amended to become the Act on the Establishment, etc. of Financial Services
Commission in April 2008, the financial supervisory institutions in charge have now
become the Financial Services Commission (FSC) and the Financial Supervisory
Service (FSS). In addition to the traditional function of creating supervisory policy,
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the FSC now assumes the function of policy-setting for the domestic financial
industry, a duty previously carried out by the Ministry of Finance and Economy
(currently renamed the Ministry of Strategy and Finance). Further, as the
chairperson of the FSC was from that time banned from concurrently assuming the
position of Governor of the FSS, the separation of the supervisory policy-setting
function from its execution function between the financial supervisory institutions
has become clearer.
In addition to those financial supervisory institutions, such institutions as Bank
of Korea, the Korea Deposit Insurance Corporation and the Ministry of Strategy
and Finance (all holding limited ranges of supervisory functions) form the financial
supervisory system. The Bank of Korea may, when the Monetary Policy Committee
deems it necessary for the implementation of its monetary and credit policies,
require that the FSS examine banks within a determined specific range and, when
necessary, may require that the FSS have employees of the Bank participate on
a joint basis with it in the examination of banks. The Bank may also request that
the FSS submit the investigation results or take corrective measures against
financial institutions as needed thereafter. Furthermore, when the FSC adopts
financial supervisory measures directly related to monetary and credit policy, the
Bank of Korea’s Monetary Policy Committee may if it has objections request that
the FSC reconsider them. Likewise, the Korea Deposit Insurance Corporation may
request that the FSS investigate financial institutions or allow its employees to
jointly participate in such investigations, if it considers such moves necessary to
protect depositors and maintain the stability of the financial system. If necessary
to protect depositors, the Corporation may also request that the FSS provide data,
such as on insured financial institutions, within a specific scope, and may carry
out independent investigations of insured financial companies and other financial
entities that are likely to become insolvent. Regarding the Ministry of Strategy and
Finance, its supervisory function was greatly reduced when the authority to
legislate and revise laws related to financial supervision was transferred to the
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FSC in accordance with the Act on the Establishment, etc. of Financial Services
Commission. Considering the Ministry’s role in international finance, however, and
the fact that it consults with the FSC on financial policy and has cooperative
relations with the FSC in terms of data provision, it is difficult to regard the
Ministry as apart from the financial supervisory system.

Figure Ⅱ - 3

Financial Supervisory System in Korea
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2. Organization
In accordance with the Act on the Establishment, etc. of Financial Services
Commission, which took effect from April 2008, the current financial supervisory
institutions comprise the Financial Services Commission (FSC) and the Financial
Supervisory Service (FSS). The purpose of these institutions is to contribute to
development of the nation’s economy by promoting advancement of the financial
industry and the stability of financial markets, by establishing a sound credit order
and fair financial transaction practices, and by protecting financial consumers such
as depositors and investors.
The FSC deliberates on and decides important matters related to financial
supervision, such as financial supervisory policy and the authorization of and
permission for financial institutions, while the FSS executes the matters
determined by the FSC and investigates and supervises financial institutions. In
this way, these two institutions are closely related to each other so that they appear
to be one organization. The FSC, a government organization under the Government
Organization Act, is however a separate organization from the FSS, a special
corporation without capital.

(1) Financial Services Commission
The Financial Services Commission is an administrative agency with a
representative system under the control of the nation’s prime minister. The
important matters deliberated on and decided by the FSC include: the domestic
financial policy and system, and legislation, amendment and abolishment of the
relevant laws and regulations; the supervision and investigation of, or sanctions
against, financial companies, and legislation, amendment and abolishment of the
relevant laws and regulations; and the authorization and permission for the
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establishment of, mergers between and conversion of financial companies and
transfers of business of financial institutions, along with legislation, amendment and
abolishment of the relevant laws and regulations. In addition, the FSC instructs on
and supervises the business, operation and management of the FSS, and deliberates
on and decides such matters as amendment of the articles of incorporation and
permission for the budgeting and settlement of accounts of the FSS.
The FSC is made up of five appointed members and four ex officio members. The
five appointed commissioners — one chairperson, one vice-chairperson, two
standing commissioners and one non-standing commissioner — are all appointed
by the president. The chairperson is recommended by the prime minister and the
vice-chairperson by the chairperson. The two standing commissioners are financial
experts recommended by the chairperson, while the non-standing commissioner is
recommended by the chairperson of the Korea Chamber of Commerce and Industry.
The terms of office of the appointed commissioners are three years, and they may
be reappointed only once. The ex officio commissioners meanwhile include the Vice
Minister of Economy and Finance, the Governor of the Financial Supervisory
Service, the President of the Korea Deposit Insurance Corporation, and the Senior
Deputy Governor of Bank of Korea.
The FSC holds regular meetings on the first and third Wednesdays of each month,
while extraordinary meetings may be held when at least three members so demand
or the chairperson recognizes it as necessary. The FSC passes resolutions with a
majority of the commissioners present and on the approval of a majority of those
present. To assist the FSC and carry out its business, the organization has its own
Planning and Coordination Bureau, Financial Policy Bureau, Financial Services
Bureau, and Capital Markets Bureau.
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Securities and Futures Commission
The FSC has established the Securities and Futures Commission within its
organization, for separate deliberation and decisions regarding the securities and
futures sector. The Securities and Futures Commission engages in prior
deliberation on major issues related to the investigation of unfair transactions in
the capital markets, business regarding corporate accounting standards and
accounting inspection, and the control, supervision and monitoring of the capital
markets, along with business entrusted it by the FSC.
The Securities and Futures Commission is composed of five commissioners
including its chairperson. The vice-chairperson of the FSC concurrently assumes
the position of chair of the Securities and Futures Commission, and the other
commissioners — one standing and three non-standing — are appointed by the
president upon recommendation of the FSC chair. The terms of office of the
commissioners, including the chairperson, are three years, and they may be
reappointed only once. The Securities and Futures Commission holds regular
meetings on the second and fourth Wednesdays of each month, while extraordinary
meetings may be held when at least two commissioners so demand or the
chairperson recognizes it as necessary. It passes resolutions with the approval of
three or more members.

(2) Financial Supervisory Service
The Financial Supervisory Service was established January 31, 1999, in
accordance with the Act on the Establishment, etc. of Financial Supervisory
Organizations, as a combination of four supervisory institutions: namely, the
Office of Bank Supervision, the Securities Supervisory Board, the Insurance
Supervisory Board, and the Non-bank Supervisory Authority. Unlike the FSC, the
FSS is a public corporation and, at the same time, a special corporation without
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capital. Its financial resources consist of contributions from the government and
the Bank of Korea, contributions and shares of expenses from financial companies
subject to inspection, and other revenues prescribed by other laws or articles of
incorporation. The purpose of establishment of the FSS as an independent public
corporation rather than a governmental organization was to ensure that its
supervision of financial companies is carried out in a fair and independent manner
with minimal government intervention.
The FSS has one governor, a maximum of four senior deputy governors, a
maximum of nine deputy governors, one chief executive auditor and one chief
accountant. Its governor is appointed by the president on the recommendation of
the chairperson of the FSC by way of resolution at the FSC. The senior deputy
governors are appointed by the FSC on the recommendation of the governor, while
the deputy governors are appointed by the governor. Just as with the governor,
the chief executive auditor is appointed by the president on recommendation of the
chairperson of the FSC by way of FSC resolution. The terms of office of the
governor, senior deputy governors, deputy governors and chief executive auditor
are three years, and they may be reappointed only once.
The FSS carries out the inspection and supervision of financial institutions,
under the instruction and supervision of the FSC or the Securities and Futures
Commission. Specifically, it engages in inspection of the businesses of institutions
and their financial statuses, imposes sanctions against them in accordance with
the inspection results, and supports the activities of the FSC and its subsidiary
institutions. The number of financial institutions subject to inspection stands at
3,012 as of the end of 2017, which includes nearly all financial institutions such
as banks, financial investment services providers, insurance companies, mutual
savings banks, credit unions, Nonghyup Bank and Suhyup Bank.
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3. Major Activities
(1) Structural Regulations
A. Authorizations and Permissions for Establishments, Mergers and Conversions
The FSC prevents any unqualified entity’s entry into the market and minimizes
the harmful effects caused by excessive competition or monopoly by taking charge
of the authorization and permission for establishment and operation of financial
institutions, mergers and acquisitions, and conversion of business types. Any
entity intending to establish a financial institution must accordingly first meet the
basic requirements stipulated in the individual financial laws, such as the Banking
Act, the Financial Investment Services and Capital Markets Act and the Insurance
Business Act, and must receive authorization or permission from the FSC. If it
intends to merge with or acquire other financial institutions or convert to another
category of financial business, it must receive authorization from the FSC in
accordance with the Act on the Structural Improvement of the Financial Industry.
In regard to the establishment of financial institutions, the FSC evaluates the
validity of their business plans, their capital adequacy and shareholder
composition, the capability and integrity of their management, and their material
facilities and expert human resources. It then decides whether to grant
authorization or permission. For mergers, acquisitions and conversions of financial
institutions, the FSC reviews whether a given measure facilitates rationalization
of the financial industry and financial restructuring, whether the measure
undermines the efficiency and sound credit order of the financial industry, whether
the measure restricts competition among financial institutions, whether the related
capital adequacy ratios and liabilities are at appropriate levels, whether the main
investors have sufficient capability to make investments, and whether the financial
institutions have sound financial statuses.
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B. Liquidation
In accordance with individual finance laws and the Act on the Structural
Improvement of the Financial Industry, the FSC engages in involuntary liquidation
of financial institutions, including autonomous terminations of business and forced
liquidations following administrative measures.
Financial institutions may autonomously terminate their engagements in
business through transfers of business, mergers, contract transfers or dissolutions,
but must receive prior authorization from the FSC before making any decision to
liquidate. This is not only because such liquidation may discourage financial
transactions or excessively restrict competition among financial institutions, but
also because financial consumers or investors might suffer undue property damage
during the liquidation process.
The forced liquidation through administrative measures taken by the FSC is
imposed on financial institutions that violate relevant regulations or fail to meet
the financial status requirement. The administrative measures include suspension
of business or revocation of authorization or permission. The FSC may suspend a
financial institution’s business for a certain period of time or revoke business
authorization or permission for a financial institution that commits serious
violations of regulations, such as receiving business authorization or permission
in a false manner or violating the specific stipulations and conditions of
authorization and permission, or corrective orders issued by the FSC. Furthermore,
if a financial institution has received prompt corrective action orders on the
grounds that its financial status does not satisfy certain standards or that it is
expected to fail, and it cannot carry out a management improvement plan or is
judged likely to fail to carry it out, then the FSC may liquidate it by means of
business suspension, revocation of business authorization or permission, or
contract transfer.
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Meanwhile, in the case of mutual savings banks and credit unions, the FSC may
participate in their business management in addition to taking prompt corrective
actions. When the results of examination of a business’s management indicate that
the business cannot be stabilized, the FSC may liquidate it through contract
transfer or liquidation.

C. Regulation of Ownership Structure
The financial industry naturally forms into either a monopoly or an oligopoly,
as the market entry of unqualified players and excessive competition are highly
restricted. The FSC thus strives to minimize consequential harm by regulating the
ownership structure of financial institutions.
The regulation of ownership structure is applied mainly to banks and bank
holding companies, in an effort to protect banks from control by industrial capital
since banks’ deposit and lending businesses as well as payment and settlement
services are of great importance in the financial system. The regulation of
ownership structure is imposed in the form of restrictions on the single ownership
of block shares and on ownership by firms specializing in non-financial businesses.

(2) Prudential Regulations
The FSC performs the business of regulating financial institution soundness in
order to maintain stability of the entire financial system and secure sound financial
institution management. Soundness regulation plays a key role in preventing the
poor management of financial institutions from causing damage to society and/or
minimizing its scale. In line with this purpose, soundness regulation takes the form
of evaluations of capital adequacy, asset quality, liquidity, the granting of credit
and business status, as well as of prompt corrective action.
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A. Capital Adequacy
The capital adequacy of financial institutions is of great importance to
maintenance of their managerial soundness for two reasons. First, as capital serves
as a buffer to offset unexpected losses, financial institutions having large-scale
capital are more likely to be able to avoid liquidation and survive. Second,
shareholders in financial institutions having large amounts of capital face the risk
of great loss should the institutions become insolvent, and these institutions
therefore tend to avoid riskier forms of asset management, which decreases the
possibility of their poor management.

Banks
In relation to the capital adequacy of banks, the FSC imposes the capital
adequacy ratio regulation36) set by the Bank for International Settlements (BIS)
under the Basel Ⅲ Accord. Under the FSC regulation, prompt corrective actions
are specified, including recommendations, demands and orders for management
improvement at banks whose BIS capital adequacy ratios fall short of 8 percent,
6 percent and 2 percent, respectively. The FSC may also approve a variety of risk
measurement methods for banks, examine every risk faced by banks, and require
high-risk banks to maintain at least 8 percent capital adequacy when necessary.
With the introduction of Basel Ⅲ, capital regulations incorporated the concept
of Tier 1 regulatory capital, and the minimum capital ratio system was revised to
include a common equity Tier 1 ratio (4.5 percent), Tier 1 capital ratio (6 percent)
and total capital ratio (8 percent). Based on the perception that the substantially
lower quality of capital incurred by diverse financial innovations to reduce capital
financing costs was the fundamental reason for the collapse of market trust in
36) The BIS capital adequacy ratio is a capital-regulating standard under the Basel I Accord, which adopted the concept of
risk-weighted assets to reflect changes in the overall financial environment. The standard was later revised to become Basel
II, in reflection of a broader range of risks faced by banks. The global financial crisis has since led to creation of the Basel
III Accord, which began to be phased in from 2013.

81

FINANCIAL SYSTEM IN KOREA

Ⅱ. Financial Infrastructure

banks, the capital recognition requirements were toughened. Moreover, Basel Ⅲ
newly established the concept of a capital buffer, referring to the sufficient amount
of capital required for banks to absorb losses or maintain the capital ratio at or
above the level of the minimum regulation ratio during crises. Capital buffers are
divided into capital conservation buffers aimed at absorbing losses and
countercyclical capital buffers aimed at the mitigation of procyclicality through the
accumulation of capital during periods of credit inflation and its use during periods
of recession. In the case of non-compliance regarding capital buffers, restrictions
are imposed on the disbursement of profits (dividends, management buyouts and
executive bonuses, etc).
Basel Ⅲ also saw the introduction of a leverage ratio requirement. This
regulation is aimed at preemptive management of excessive bank leveraging under
the notion that one of the major causes of the financial crisis was rapid
deleveraging. In addition, liquidity regulations were also introduced. Among these,
the liquidity coverage ratio (LCR) involves measuring the level of ownership of
high-liquidity assets in comparison to net cash outflow over a 30-day stress period
and the net stable funding ratio (NSFR) requires that banks hold enough stable
long-term funding to cover the duration of their long-term assets, with

“long-term” being defined as more than a year for both funding and assets.
Meanwhile, in line with the stricter capital regulations on banks that are
systematically important, Korea also ensured that domestic systemically important
banks (D-SIBs) accumulate additional capital.

Financial Investment Services Providers
The Financial Services Commission regulates the net capital ratio so that
financial investment services providers can prevent financial uncertainties caused
by a lack of liquidity or a rapid increase in losses and be able to repay investors
without issue even when their businesses are suspended.
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Type 1 financial investment services providers (investment dealers and brokers)
need to maintain their net capital ratio at 100 percent or higher, with the net
capital ratio referring to the ratio of net capital against the capital requirement.
Type 2 financial investment services providers (collective investment services
providers) should maintain their capital at minimum operating capital or higher,
with minimum operating capital referring to the sum of the capital needed to buffer
potential losses that can occur due to the violation of laws or collective investment
rules in the process of managing collective investment property and discretionary
investment property and the capital needed to buffer potential losses from market
price fluctuations in the process of investing the proprietary property of collective
investment services providers. Type 3 financial investment services providers (trust
services providers) need to maintain a net operating capital ratio of 150 percent
or higher, with net operating capital ratio referring to net operating capital against
the total risk amount. The total risk amount consists of the market risk amount,
credit risk amount and operational risk amount. “Market risk amount” refers to
potential losses that can be incurred by financial investment services providers due
to market fluctuations, such as in stock prices, interest rates and foreign exchange
rates, with marketable securities and other investments. “Credit risk amount”
refers to potential losses that can occur due to for example transaction
counterparts' nonperformance of contracts. “Operational risk amount” refers to
potential losses that can occur due to for example to inappropriate or incorrect
internal procedures, or poor management of the workforce, systems or external
events. Net working capital is calculated by subtracting assets that are not very
liquid and losses on valuation from net assets, which is total assets minus total
liabilities, and adding debts that have no repayment obligation or have
characteristics that complement capital.
With regard to the above, financial investment services providers must report
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any cases where their net capital ratio fails to meet the standards without delay
to the governor of the FSS, and must report the ratio or amount in question to
the governor on a monthly basis until they fulfill the standards and through the
20th day of the following month. Moreover, the FSC invokes prompt corrective
actions, including management improvement recommendations, demands and
orders in cases where the net capital ratio does not meet the regulatory standards.

Insurance Companies
The FSC enforces a risk-based capital (RBC) ratio system as part of its soundness
regulation to enable insurance companies to hold stable capital. The ratio is
calculated by dividing available capital by required capital. The FSC requires
insurance companies to maintain the ratio at a minimum of 100 percent.
Available capital (the numerator of the RBC ratio) is the risk buffer available
to cover any unpredicted losses that insurance companies may sustain; it is similar
to the solvency margin. Available capital is calculated by first aggregating an
insurance company’s core capital, which primarily consists of capital stock (paid-in
capital and capital surplus), retained earnings, and other accumulated
comprehensive income, and supplementary capital such as subordinated debt and
loan loss reserves, then deducting from the aggregate capital items including
prepaid expenses, deferred acquisition costs, and goodwill, and any capital
shortfalls of the insurance company’s subsidiaries. Required capital (the
denominator of the RBC ratio measuring the insurance company’s total risk) is
calculated from the insurance company’s underlying exposures to insurance risk,
interest rate risk, market risk, credit risk, and operational risk.
The FSC issues recommendations, demands or orders for management
improvement when the RBC ratio falls below 100 percent, 50 percent and 0 percent,
respectively. Furthermore, the FSC allows subordinate lending as well as dividend
payments to shareholders only when the ratio is 100 percent or higher.
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Financial Holding Companies
The Financial Services Commission mandates that financial holding companies
comply with the ratios related to capital adequacy. Bank holding companies are
required to maintain their common equity Tier 1, Tier 1 capital and total capital
ratios at or above 4.5 percent, 6 percent and 8 percent, respectively. Moreover,
to increase the bank holding companies' ability to absorb losses, they are required
to maintain the ratios at or above 7.0 percent, 8.5 percent and 10.5 percent when
capital conservation buffers are added. The FSC also requires additional
accumulation regarding additional capital and countercyclical capital buffers for
bank holding companies that are systematically important.
For non-bank holding companies, the required ratio is calculated by dividing
total capital by the net total equity capital amount. Here, “required capital” refers
to the minimum equity capital that a non-bank holding company should have in
order to meet the capital adequacy standards prescribed by the relevant laws. The
net total equity capital amount is calculated by subtracting a holding company’s
investments in its subsidiaries from its equity capital.
The FSC invokes prompt corrective actions by recommending management
improvements by bank holding companies whose common equity Tier 1, Tier 1
capital and total capital ratios fall short of 4.5 percent, 6 percent, and 8 percent,
respectively; demanding management improvement when they fall short of 3.5
percent, 4.5 percent and 6 percent, respectively; and ordering management
improvement when they fall short of 1.2 percent, 1.5 percent and 2 percent,
respectively. For non-bank holding companies whose ratio of net total amount of
equity against required capital is less than 100 percent, 75 percent and 25 percent,
it also invokes prompt corrective actions including management improvement
recommendations, demands and orders, respectively.
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Other Financial Institutions
The FSC requires that mutual savings banks meet the BIS standard capital
adequacy ratio; in other words, they must maintain their equity-to-risk-weighted
assets ratios at a minimum of 7 percent. As for large mutual savings banks with
1 trillion won or more in total assets at the end of the previous fiscal year, the
ratio must be maintained at 8 percent or higher. Moreover, the Commission may
invoke prompt corrective action by recommending, demanding or ordering
management improvement by mutual savings banks in the event that their BIS
capital ratios fall short of 7 percent, 5 percent or 2 percent, respectively (8 percent,
5 percent or 2 percent, respectively, for large mutual savings banks).
Credit-specialized financial companies are required to maintain their adjusted
capital ratios at a minimum of 7 percent (8 percent for credit card companies), with

“adjusted capital ratio” referring to the ratio of adjusted equity capital to adjusted
total assets. Adjusted equity capital is the sum of Tier 1 and Tier 2 subtracted by
deductible items. Adjusted total assets are total assets subtracted by total assets
minus cash, short-term deposits without security agreements, government/public
bonds of up to three months of maturity and deductibles. Credit unions are required
to maintain their ratios of net capital against total assets at 2 percent or higher.

B. Asset Quality Classification and Establishment of Allowance for
Doubtful Accounts
The FSC requires financial institutions to classify their assets in accordance with
asset soundness criteria and deposit certain percentages or higher of their
non-performing loans as allowance for doubtful accounts. The FSS reviews the
adequacy of financial institutions’ asset soundness classifications and allowances
for doubtful accounts deposited, and demands correction for those judged to be
inadequate. The asset soundness classification system aims to evaluate the degrees
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of credit risk for the assets of financial institutions, thereby preempting
investment in non-performing loans and prompting early normalization of
non-performing assets, with the ultimate goal of sound asset management.
Financial institutions are required to classify assets into one of five categories —
normal, precautionary, substandard, doubtful and estimated loss — in
consideration of debtors’ capabilities to repay their debts and the contents of their
financial transactions. Debtors’ capabilities to repay debt should be evaluated using
forward looking criteria (FLC), which sufficiently reflect debtors’ loan principal,
past interest repayment performance, and future debt repayment capabilities. The
FLC method was first applied to banks in December 1999, and its application has
been expanded step-by-step; most financial institutions currently employ it for
their asset soundness classification criteria.
The ultimate goal of asset soundness classification lies in depositing adequate
amounts of allowances for doubtful accounts in accordance with the collectability
of loans, and a financial institution should therefore establish a certain percentage
of each asset as allowance for doubtful accounts, as required by each category.
Here, the percentage of allowance for doubtful accounts varies slightly among the
different financial business types.
Troubled assets that belong to the categories of doubtful assets or estimated loss
by asset soundness classification should be accounted for early on as bad debt
expenses, in order to induce asset deleveraging and prevent overstatement of
assets. Here, recognizing bad debt expenses means subtracting loans judged to be
uncollectible from asset book values and recognizing them as losses; this occurs
when financial institutions apply for recognition of loans as bad debt to the FSS,
and the FSS then approves them as bad debt, or when the FSS demands such
recognition. Application for approval of loans as bad debt may be made by
specialized banks, securities companies, insurance companies, merchant banks,
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mutual savings banks, credit-specialized financial companies and commercial
banks, but the governor of the FSS may demand recognition of loans as bad debt
only to commercial banks.

C. Management Guidance and Control
Supervisory Evaluation
The FSS operates a system for supervisory evaluation to assess in a
comprehensive and uniform manner the financial conditions, business management
capabilities, and compliance with laws and regulations of financial institutions.
Meanwhile, the FSC invokes prompt corrective actions to recommend, demand or
order management improvements based upon the supervisory evaluation results.
Supervisory evaluation is performed largely via the CAMEL method. The CAMEL
method divides financial institutions’ supervisory evaluation items into the
categories of C (capital adequacy), A (asset quality), M (management), E (earnings)
and L (liquidity), and then reviews them by quantitative and non-quantitative
indicators and makes an overall evaluation of them.
The management conditions of the head offices and overseas subsidiaries of
commercial banks are evaluated with the CAMELS method, which makes its
evaluations using quantitative and non-quantitative indicators in six areas,
including the five areas mentioned above plus S (sensitivity to market risk).
However, the domestic branches of foreign banks and the overseas branches of
domestic commercial banks are evaluated with the ROCA method, which covers four
items (risk management, operational controls, compliance and asset quality), using
the relevant quantitative and non-quantitative indicators.
As for non-bank financial institutions, evaluation is performed through the
CAMEL method, and for financial holding companies, the areas are divided into
risk management, financial condition and impact, and a comprehensive assessment
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is made based on the results of each area.
As for financial investment services providers, with the Capital Market Act
taking effect, the system was revised to a supervisory evaluation system that can
be commonly applied to all financial investment services providers (excluding
exclusive investment advisory/discretionary investment services) and has been
applied since April 2009. This system divides the assessed areas into common
assessment areas and sector assessment areas. However, the supervisory
evaluation of collective investment services providers was abolished in April 2015
to reflect the unique characteristics of that sector. Common assessment areas (60
percent) are applied to all financial investment services providers in the same
manner and consist of the three assessment areas of capital adequacy, profitability
and business management. Sector assessment areas (40 percent) apply different
weights and evaluation items by sector based on the type of business and consist
of the two assessment areas of liquidity and asset soundness.
As for insurance companies, the supervisory evaluation method was changed to
the risk-based risk assessment application system (RAAS) from the CAMEL method
in September 2012. RAAS is a system in which a comprehensive risk grade is
calculated through dividing the scope into the seven areas of management risk,
insurance risk, interest rate risk, investment risk, liquidity risk, capital adequacy
and profitability, and conducting quantitative and non-quantitative assessments
in each area to comprehensively assess the risks and stress factors of insurance
companies.
Determination of a supervisory evaluation grade is carried out by deciding a
grade for each item and then deriving an overall grade based upon the results.
The grades for each item and the overall grade are categorized into grades 1
(strong), 2 (satisfactory), 3 (less than satisfactory), 4 (deficient) and 5 (critically
deficient).
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Capital Adequacy and Prompt Corrective Action

Table Ⅱ - 6

Prompt Corrective Action
Capital adequacy

MIR

MID

MIO

BIS capital adequacy ratio

< 8%

< 6%

< 2%

Tier 1 capital ratio

< 6%

< 4.5%

< 1.5%

CET1 capital ratio

< 4.5%

< 3.5%

< 1.2%

Nonbank financial holding
companies

Capital relative to required
capital

< 100%

< 75%

< 25%

Financial investment
services providers

Net capital ratio

< 100%

< 50%

< 0%

Net operating capital ratio

< 150%

< 120%

< 100%

Insurance companies

Risk-based capital ratio

< 100%

< 50%

< 0%

Banks and bank holding
companies

Merchant banks

Capital ratio

< 8%

< 6%

< 2%

Mutual savings banks

Capital ratio

< 7%

< 5%

< 2%

Specialized credit finance
companies

Adjusted capital ratio

< 7%

< 4%

< 1%

Credit card companies

Adjusted capital ratio

< 8%

< 6%

< 2%

Note: MIR = management improvement recommendation, MID = management improvement demand, MIO = management
improvement order
Source: Financial Supervisory Service

Table Ⅱ - 7
Supervisory rating
Financial holding
companies

Supervisory Rating and Prompt Corrective Action
MIR

MID

Composite rating of 3 and component rating
of 4 or 5 for either financial holding
Composite rating of 4 or 5
company or capital adequacy component

MIO
-

Composite rating of 4 and component rating Composite rating of 4 and component
Composite rating
Specialized credit
of 3 or better for either capital adequacy or rating of 4 or 5 for either capital
finance companies
of 5
asset quality component
adequacy or asset quality
Credit card
companies

Composite rating of 3 or better and
component rating of 4 or 5 for either capital Composite rating of 4 or 5
adequacy or asset quality component

-

Others

Composite rating of 3 and component rating
of 4 or 5 for either capital adequacy or Composite rating of 4 or 5
asset quality component

-

Note: MIR = management improvement recommendation, MID = management improvement demand, MIO = management
improvement order
Source: Financial Supervisory Service
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Prompt Corrective Action
The prompt corrective action system aims to strengthen the safety of the
financial system by executing proper management improvement measures on
troubled financial institutions, thereby normalizing their management or inducing
liquidation of those having no likelihood of normalization. The prompt corrective
action system is currently operated in accordance with the Act on the Structural
Improvement of the Financial Industry, and is binding on most financial
institutions including commercial banks, financial investment services providers,
insurance companies and mutual savings banks.
The FSC recommends, demands or orders financial institutions to improve their
management or submit relevant implementation plans if their financial conditions
do not meet set standards (for example, if their BIS ratios do not meet certain
levels), or if it is judged obvious that their financial conditions do not meet
adequate standards due to major financial incidents or huge non-performing loans.
Even if they do not meet such adequate standards, however, if it is judged that
they can meet them within a short period of time or if other equivalent reasons
are recognized, such action may be delayed for a fixed period.
For example, if a bank’s BIS capital ratio falls short of 8 percent in the total
capital ratio, 6 percent in the Tier 1 capital ratio or 4.5 percent in the common
equity Tier 1 ratio, or its capital adequacy or asset soundness assessment result
is grade 4 or lower while its comprehensive grade of supervisory evaluation is 3
or higher, a prompt corrective action of recommending management improvement
is imposed on the bank in line with the degree of the problem’s severity. A bank
to which improvement in management has been recommended or demanded must
submit a plan for management improvement reflecting the actions demanded of it
to the FSS within two months of the date of issuance of such recommendation or
demand, and obtain the FSC’s approval of this plan. A bank whose management
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improvement plan has been approved must submit quarterly reports on its
performance in plan implementation by the 10th day of the next month following
the end of each quarter, to the governor of the FSS, and if the governor judges
its implementation performance to be insufficient or that implementation is
impossible due to changed conditions, such as in the relevant systems, the governor
may take necessary measures such as demanding modification of the management
improvement plan or pushing implementation of the plan within a certain time
period.

(3) Business Conduct Regulations
The financial supervisory authorities’ task of regulating financial institutions’
business conduct differs in nature from their task of overseeing financial
institutions’ soundness. The task of regulating business conduct focuses on
financial institutions’ transparency, disclosure and investor protection, and its
objective is to protect financial customers and investors by ensuring fair
transactions. Traditionally, risk-based financial products were recognized as
objects of practical business conduct regulation, and business conduct standards
centering on securities-related regulations have been developed over a long time.
As banks have recently expanded their investment activities beyond their original
ones and actively sold risk-based financial products to retail customers, the
importance of business conduct regulation in the task of bank supervision has
grown.

A. Management Information Disclosure
If a financial institution is negligent in disclosure of management information
that should be periodically or punctually disclosed, through the making of false
disclosures or omission of material facts, the governor of the FSS may demand that
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it make corrective disclosures or redisclosures. Such management information
disclosure is done to provide information on the current business conditions of
financial institutions to an unspecified number of the general public along with
interested parties such as customers and shareholders, and aims to protect
financial customers from financial institutions’ unfair practices or insolvency, and
further to induce financial institutions to establish sound and responsible
management systems by way of strengthening the market discipline enforced by
their parties concerned.
Meanwhile, since January 2001 the FSS has implemented an electronic disclosure
system, in which those having duties of disclosure such as listed companies prepare
and submit disclosure documents in the forms of electronic documents through the
Data Analysis Retrieval and Transfer System developed and operated by the FSS,
and ordinary users may immediately read the submitted disclosure documents via
the Internet.

B. Notification and Explanation of Financial Transaction Conditions
The FSC and the FSS determine the disclosure content and methods, the methods
of providing information and data, and the forms of data to be provided in relation
to financial products. Financial product disclosure is done to provide customers
with information related to the transaction terms and conditions of financial
products, such as the agreed rates of interest, timing and methods of interest
payment, and transaction restrictions. The need for such disclosure is
ever-growing as the structures of financial products become more complex and
diversified and their content and transaction terms and conditions become more
difficult to understand merely through their names.
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C. Review of Standard Contract Terms and Conditions
The standard contract terms and conditions refer to the contents of a contract
that a financial company has prepared in advance before the signing of particular
individual contracts related to financial products with customers. In general,
financial institutions make a massive number of financial transactions with an
unspecified number of customers, and discussing the contents of each contract is
therefore inefficient. For promptness in transactions, they have standard contract
terms and conditions prepared in advance, and if a customer agrees to such terms
and conditions a financial transaction contract with that customer is considered
to have been reached.
The standard contract terms and conditions of financial transactions are
prescribed by the Commercial Act, the Regulation of Standardized Contracts Act,
and individual finance laws and relevant supervisory regulations. Financial
companies must report to the FSC or the governor of the FSS in advance when they
intend to formulate or modify their standard contract terms and conditions on
financial transactions and investment guidelines. After reviewing their proposals,
the FSC or the FSS governor may then recommend modification of the content of
the standard contract terms and conditions if it is judged that such modification
is necessary.

D. Matters Regarding Advertisements
In the case of advertising financial instruments, there are regulations to ensure
that advertisements clearly specify interest rates, subscription requirements,
supplementary costs and other matters that have a substantial impact on the rights
and obligations of the users of the financial instruments. Moreover, the use of
expressions that can cause misunderstandings or disputes is prohibited. These
include expressions that indicate superlatives or exclusiveness, expressions that
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can potentially cause disputes, and expressions that indicate matters as definite
although transaction conditions may vary with transaction counterparts or
expressions that can cause the misunderstanding that they can be applied to
everyone. In addition, the governor of the FSS can decide the necessary details
regarding other matters related to advertisement, such as methods and procedures.

E. Financial Dispute Settlement
The financial dispute settlement system is a system of suggesting reasonable
measures or settlement opinions after investigating and identifying arguments by
parties in dispute and matters of fact, thereby enabling dispute settlement by
interparty agreement rather than litigation, when a financial institution and its
financial customers (or other interested parties) are in dispute. This system was
first introduced in December 1987. At the time of its introduction there was a
financial dispute resolution organization for each type of financial business, but
with the establishment of the FSS in 1999 those financial dispute resolution
organizations were integrated into the Financial Dispute Settlement Committee
under the FSS.

(4) Examination
The FSS conducts examination of financial companies in order to ensure their
sound management and maintain a fair financial transaction order. Its
examinations are divided into off-site surveillance, to continuously monitor the
actual conditions of financial institution compliance with regulations, and on-site
examinations conducted at the financial institutions’ offices. Off-site surveillance
involves scrupulously analyzing and evaluating changes in financial institutions’
management conditions based on business performance reports they regularly
submit, and on-site examination is done to ascertain the results of monitoring or
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to determine whether institutions have appropriately complied with relevant laws
and ordinances, regulations and instructions.
Classifying examinations in accordance with their operation methods, they are
divided into full-scale examinations and partial examinations. A full-scale
examination is an examination performed on a financial company’s overall business
and financial conditions based on the FSS’s annual examination task plan.
Management condition assessments are usually conducted during the full-scale
examinations of head offices. A partial examination is performed on specific parts
of a financial company when necessary for the prevention of financial incidents,
establishment of financial order, or to meet a need prescribed by other financial
regulatory policies. When an annual examination plan is established, basic policies
for partial examinations are decided upon, including the directions of such
examinations, the expected number of branches to be examined, and the annual
number of personnel engaged in the examinations. When a quarterly examination
plan is established, detailed matters such as the selection of financial companies
or their branches and the adoption of parts to be examined are determined.
When conducting an examination, the FSS carries out the following processes:
1) off-site surveillance, 2) the establishment of examination plans, 3)
pre-examination preparations, 4) implementation of the examination, 5) reporting
of the examination results and execution of necessary measures, and 6) follow-up
management of the examination results.
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4

Deposit Insurance System

1. Overview
The deposit insurance system was introduced to protect depositors and maintain
the stability of the financial system. As a third party, a deposit insurance agency
pays insurance money on deposits when financial companies cannot respond to
deposit withdrawal requests by depositors for reasons such as improper
management. The system can prevent the instability of one financial institution
from spreading to the entire financial system by protecting general small
depositors, who are relatively marginalized in terms of having an access to the
management information of financial institutions, and by responding to the
insolvency of financial institutions.
As a special corporation without capital, the Korea Deposit Insurance
Corporation (KDIC) reimburses depositors all or parts of their principal and interest
entrusted to insolvent financial institutions, on behalf of institutions that have
become unable to repay that principal and interest due to reasons including
improper management.
The Korea Deposit Insurance Corporation was established in June 1996, based
on the Depositor Protection Act (DPA) promulgated in December 1995. Upon its
introduction, the KDIC served as a deposit insurance institution covering banks
only. Upon the December 1997 revision of the DPA (implemented on April 1, 1998),
however, separate deposit insurance funds targeting non-bank financial sectors
were also consolidated into the KDIC’s Deposit Insurance Funds. Since the local
member organizations of the National Federation of Fisheries Cooperatives and
credit unions were excluded from this coverage in January 2003 and January 2004,
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respectively, the financial institutions insured have included banks, investment
traders and brokers, insurance companies, merchant banks, mutual savings banks
and the Korea Federation of Savings Banks. The local branches of foreign banks,
the National Agricultural Cooperative Federation, and the parent organization of
the National Federation of Fisheries Cooperatives are also included.
The banks include all commercial and specialized banks subject to the Banking
Act, excluding the Export-Import Bank of Korea. Investment traders and brokers
authorized to deal with securities and all insurance companies except reinsurance
companies are included within the coverage.
Reguarding the financial products insured, the KDIC guarantees the principal
of and interest on deposit accounts, insurance contracts and deposited funds.
Certificates of deposit (CDs), financial investment products and bank-issued bonds
are not covered.
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Table Ⅱ - 8

Insured and Uninsured Financial Products
(as of Dec 2017)

Financial
Sector

Insured Financial Products

Banks

y Demand deposits (e.g. ordinary deposits, corporate deposits, temporary
deposits, checking deposits)
y Savings deposits (term deposits, time and savings deposits, housing
subscription deposits, and issued notes)
y Installment deposits (e.g. installment savings deposits, installment savings for
housing, and mutual installment deposits
y Foreign currency deposits
y Money trusts with principal guarantees
y Financial products subject to deposit protection which are incorporated into
individual savings accounts (ISAs)
y Deposits in defined contribution retirement pension accounts or individual
retirement accounts that are invested in KDIC-insured products

y Money that remains in cash in customer accounts which has not been used
to purchase securities, etc.
y Cash balance from deposits for stock margin loans (proprietary), deposits for
opening a margin account and deposits for margin loans
Investment
y Deposits in defined contribution retirement pension accounts or individual
Dealers
retirement accounts that are invested in KDIC-insured products
and
y Financial products subject to deposit protection which are incorporated into
Brokers
ISAs
y Money trusts with principal guarantees
y Cash deposits with securities finance companies made under Article 330(1)
of the Financial Investment Services and Capital Markets Act

Uninsured Financial Products

y CDs, repurchase agreements (RPs)
y Financial investment products (e.g.
beneficiary certificates, mutual funds,
money market funds (MMFs))
y Real fiduciary accounts (e.g. money
market trusts)
y Bank-issued bonds
y Some types of housing subscription
deposits

y Financial investment products (e.g.
beneficiary certificates, mutual funds,
MMFs)
y Subscription deposits, taxes withheld,
deposits for futures and options trading,
deposits for stock margin loans (KSFC)
y RPs, bonds issued by securities
companies
y Cash management accounts (CMAs),
wrap accounts, equity-linked securities,
equity-linked warrants, etc.
y Deposits for gold transactions in kind, etc.

y
y
y
y

Individual policies
y Policies of which the holders and
Retirement insurance
premium payers are corporate entities
Special policy conditions for variable insurance contracts
y Guarantee insurance or reinsurance
Guaranteed minimums for variable insurance contracts such as guaranteed
policies
minimum death benefits, guaranteed minimum accumulation benefits,
Insurance
y
Main contract of a variable insurance contract
guaranteed minimum withdrawal benefits, and guaranteed lifetime withdrawal
Companies
(excluding guaranteed minimums such as
benefits
guaranteed minimum death benefits,
y Deposits in defined contribution retirement pension accounts or individual
guaranteed minimum accumulation benefits,
retirement accounts that are invested in KDIC-insured products
guaranteed minimum withdrawal benefits, and
y Financial products subject to deposit protection which are incorporated into ISAs
guaranteed lifetime withdrawal benefits), etc.
y Monetary trusts with principal guarantees
y Financial investment products (e.g.
beneficiary certificates, mutual funds, MMFs)
y RPs, CDs, commercial paper, bonds
issued by merchant banks, etc.

Merchant
Banks

y Notes issued, CMAs

Mutual
Savings
Banks

y Ordinary deposits, savings deposits, term deposits, term installment savings,
y Bonds issued by savings banks
mutual installment deposits, notes issued, etc.
(subordinated bonds), etc.
y Cashier's checks issued by the Korea Federation of Savings Banks, etc.

Note: 1) Deposits of the central and local governments (including national and public schools), Bank of Korea, FSS, KDIC
and insured financial institutions are excluded from the scope of protection
Source: KDIC
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When the deposit insurance scheme was first introduced in June 1996, the KDIC
provided protection of up to 20 million won per depositor. However, through the
revision of the enforcement decrees of the Depositor Protection Act (DPA), the
Credit Management Fund Act, the Securities and Exchange Act and the Insurance
Business Act on December 5, 1997 in the immediate aftermath of the Asian currency
crisis, blanket guarantees were temporarily adopted for bankrupt insured financial
institutions through late 2000. As some other financial institutions suffering
liquidity deficits were competing to attract deposits by offering interest rates
higher than their capacities, the enforcement decree of the DPA was reformed in
July 1998 as follows: in the case of a deposit account opened after August 1998,
if its principal was below 20 million won, repayment of the principal and interest
up to 20 million won was guaranteed. If its principal exceeded 20 million won, only
the principal was covered.
In 2001, the deposit insurance system was shifted back from whole amount
protection to partial protection and the protection limit was raised from 20 million
won to 50 million won to mitigate the impact on the financial market. Therefore,
from January 1, 2001, in the case of insurance accidents by covered financial
institutions, up to 50 million won including principal and prescribed interest is
protected. With regard to insurance companies, up to 50 million won as the sum
of surrender upon termination (or matured endowment or accident insurance) and
other payments are protected.
From June 2009, the KDIC has also protected the funds managed under financial
instruments (bank deposits, interest rate-linked/interest rate guaranteed
insurance products, etc.) subject to deposit protection among the accumulated
funds of Defined Contribution (DC) Retirement Pensions or Individual Retirement
Pensions (IRPs) based on the Employment Retirement Benefit Security Act.
However, if a depositor had different covered deposits in the covered financial
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institutions where accumulated funds subject to protection are deposited, the sum
of accumulated funds subject to protection and other covered deposits was capped
at 50 million won. This raised the need to improve the deposit protection cap to
better protect the right of receipt for retirement pension plan subscribers. As a
result, through the revision of the enforcement decree of the Depositor Protection
Act in February 2015, the deposit protection cap of 50 million won is now applied
respectively to each accumulated fund subject to protection and other covered
deposits.

KDIC Coverage Limit

Table Ⅱ - 9
Period
Jan. 1, 1997 Nov. 18, 1997

Coverage Limit
y KRW 20 million per person

Nov. 19, 1997 Jul. 31, 1998

y Blanket guarantee for principal and interest

Aug. 1, 1998 Dec. 31, 2000

y Subscribed before Aug. 1, 1998: Blanket guarantee
y Subscribed on or after Aug. 1, 1998:
- Principal exceeding KRW 20 million: Principal only
- Principal of up to KRW 20 million: Up to KRW 20 million including principal and designated interest

Jan. 1, 2001 Feb. 25, 2015

y KRW 50 million per person (blanket guarantee for bank demand deposits made by December
31, 2003)

Feb. 26, 2015 Present

y KRW 50 million per person (reserves for DC and IRP plans* managed as financial instruments
eligible for deposit protection: KRW 50 million each)
* Including retirement insurance and retirement lump-sum payment trust

Source : KDIC

2. Organization
(1) Deposit Insurance Committee
The Deposit Insurance Committee is the highest decision-making body of the
KDIC and is composed of seven committee members: the chairman & president of
the KDIC, who serves as committee chairman, the vice chairman of the Financial
Services Commission (FSC), the vice minister of the Ministry of Strategy and
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Finance, and the senior deputy governor of Bank of Korea, all of whom serve as
ex officio members; and one member appointed by the FSC and two members
recommended by the Minister of Economy and Finance and the Governor of Bank
of Korea and appointed by the FSC. The appointed members’ term of office is three
years and can be renewed. The chairman of the Deposit Insurance Committee is
the chairman & president of the KDIC and all decision-making is concluded by the
attendance of a majority of members and the agreement of a majority of the
attending members. The Deposit Insurance Committee deliberates and make
decisions on amendments to the KDIC’s articles of incorporation, the KDIC's budget
and account changes and settlement, the establishment of basic guidelines on the
management of KDIC activities, the establishment of the management plan of the
Depositor Insurance Fund (DIF) and the DIF Bond Redemption Fund, the issuance
of DIF bonds and bonds of the DIF Bond Redemption Fund, transactions among fund
accounts, the designation of management methods, the setting of targets for the
DIF accumulation amount, the payments of the DIF and provisional payments, fund
support for financial resolution institutions and covered financial companies, and
other matters. In addition, the Deposit Insurance Committee may request that the
FSS governor participate in joint inspections of entities such as covered financial
institutions and financial holding companies.

(2) Board of Directors
The Board of Directors is the highest executive body of the KDIC and makes major
decisions on KDIC activities. It consists of one CEO & president, one vice president,
up to four standing executives and up to seven non-standing executives. Auditors
can state their opinions by attending Board meetings but do not participate in
decision-making.
The president of the KDIC is appointed by the president of the Republic of Korea
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through the recommendation of the nomination committee and agreement by the
chairman of the FSC. The standing executives are appointed by the president of
the KDIC and non-standing executives are appointed by the FSC chairman among
the candidates recommended by the nomination committee. Auditors are appointed
by the president of the Republic of Korea through the recommendation of the
nomination committee, followed by the deliberation and decision by the public
institutions committee and agreement by the Minister of Economy and Finance. The
term of the president is three years, and the executive and auditor terms are two
years and can be renewed for one additional year.
The Board of Directors deliberates and decides on matters including amendments
to the KDIC’s articles of incorporation; budget planning and the establishment of
and changes to operation plans; settlement of accounts; the establishment of and
changes to management goals; the enactment and opening/closing of major internal
regulations; executive compensation; the acquisition and disposal of basic
property; and major matters related to the management of the KDIC, including
organization and personnel matters and other matters recognized by the Board or
chairman as necessary.
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Major Responsibilities of the Deposit Insurance Committee

Table Ⅱ - 10
Category

Responsibilities
y
y
y
y

Resolution

y
y
y
y
y
y

y

Items for
Resolution

Decision

y
y
y
y
y
y
y
y

Amendment of the Articles of Incorporation
Budget compilation/modification and settlement of accounts
Issuance of Deposit Insurance Fund (DIF) Bonds and DIF Bond Redemption Fund Bonds
Reduction/deferment on the payment of part of or all contributions, deposit insurance
premiums and arrears charges
Decision on payment of deposit claims
Approval of advance payment of bankruptcy dividends
Provision of financial support to financial resolution institutions
Provision of financial support to insured financial institutions
Operational guidelines for the Deposit Insurance Committee
Request to the governor of the FSS to share examination findings on insured financial
institutions and financial holding companies and to allow KDIC’s participation in joint
examinations
Request to the FSC for necessary measures such as a P&A order or a bankruptcy filing
regarding insolvent financial institutions
Designation of insolvent financial institutions
Designation of insolvency-threatened financial institutions
Transactions between DIF accounts
Method of the Deposit Insurance Committee’s minutes disclosure
Necessary measures for DIF Bonds and DIF Bond Redemption Fund Bonds
Service fee payment for third-party services
Payment of interim deposit payoffs
Exceptions to the least-cost principle

Deliberation

y DIF operation plan
y Formulation and revision of rules and regulations on KDIC operations

Designation

y Management of surplus funds
- Purchase of designated securities
- Deposits at designated insured financial institutions

Items to Report

y Report of quarterly inspection results regarding business normalization MOUs

Source: KDIC

3. Major Activities
The KDIC manages and operates the Deposit Insurance Funds, receives insurance
premiums and makes deposit payouts, and resolves and supports distressed
financial institutions.
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(1) Management and Operation of Deposit Insurance Funds
Deposit Insurance Funds (DIFs) were created within the KDIC to support its major
activities: receipt of insurance premiums and making of deposit payouts, purchase
of debt such as deposits of insolvent financial institutions, contribution and
financial assistance to financial resolution institutions, and resolution of ailing
financial institutions. Upon its establishment, the KDIC held a single fund.
However, owing to widespread concern about accumulating public fund losses and
their redemption in the process of overcoming the 1997 Asian currency crisis, the
government announced the Public Fund Redemption Plan in September 2002. Based
upon this plan, the DPA was revised in December 2002 and a new fund, the DIF
Bond Redemption Fund, was established. The DIF Bond Redemption Fund was
utilized to settle the established fund’s debts through general assumption of the
existing fund’s assets and liabilities as well as other rights and obligations created
before January 1, 2003. The newly reformed DIFs were designed to be tasked with
only deposit insurance efforts related to insurance contingencies occurring after
2003. The KDIC’s funds hold separate accounts corresponding to the various
different financial sectors. These accounts are managed independently, so as not
to be affected by financial turmoil in other sectors.

A. Deposit Insurance Fund
Deposit Insurance Funds are capitalized from the following sources: insurance
premiums and contributions from insured financial institutions, contributions from
the government, funds raised through issuance of Deposit Insurance Fund bonds,
national properties granted to the KDIC by the government free of charge,
borrowing, funds raised by collecting claims on bonds acquired after repayment of
deposits, funds raised by collecting claims on purchased deposit bonds, funds
recovered from financial assistance provided for the resolution of failed financial
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institutions, investment profits from DIFs, and other revenues. These funds are
allocated for making deposit payouts, financing financial resolution institutions,
providing liquidity required for the resolution of failed financial institutions, and
reimbursing the principal of and interest on DIF bonds and loans. In January 2009,
the Target Fund System was introduced, and targets were set for the DIF for each
financial sector at a sufficient level for the KDIC to make up for future losses.
When the DIF target for a financial sector is achieved, the covered financial
institutions in the sector are exempted from insurance payments. In April 2011,
due to the savings bank crisis, a special account for the restructuring of mutual
savings banks was established to support the soundness of mutual savings banks'
accounts established in that sector’s fund; the special account is reflected in the
accounting as separate from other DIF accounts.

B. DIF Bond Redemption Fund
The DIF Bond Redemption Fund is raised through contributions from the Public
Fund Redemption Fund, funds raised by issuing DIF Bond Redemption Fund bonds,
and special contributions from insured institutions. In addition, as with the case
of the DIFs, borrowing from Bank of Korea, funds raised by collecting claims on
bonds acquired after repayment of deposits, funds raised by collecting claims on
purchased deposit bonds, funds recovered after provision of financial assistance
for the resolution of failed financial institutions, investment profits from the DIF
Bond Redemption Fund, and other revenues are other sources of the fund.
The DIF Bond Redemption Fund is used to reimburse the principal of and interest
on DIF bonds (those issued prior to December 31, 2002) and DIF Bond Redemption
Fund bonds, to make deposits and estimated deposit payouts, to finance financial
resolution institutions, to provide liquidity required for the resolution of insolvent
financial institutions, and to repay the principal of and interest on loans.
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Under the Public Fund Redemption Plan, the total debt principal that the DIF
Bond Redemption Fund is obligated to reimburse amounts to 82.4 trillion won.
Within this amount, 16.7 trillion won should be paid back with recovered money,
an additional 20 trillion won through special contributions from financial
institutions, and the remaining 45.7 trillion won, after being converted to
government bonds, should be reimbursed by means of contributions from the Public
Fund Redemption Fund. DIF bonds accounted for the largest share of the debt to
be reimbursed by the DIF Bond Redemption Fund, at 81 trillion won, and all had
been completely redeemed at maturity by end-2008.

(2) Receipt of Insurance Premiums and Making of Deposit Payouts
Each insured financial institution must pay the KDIC an annual insurance
premium, determined based on a rate prescribed by Presidential Decree within a
limit not exceeding 0.5 percent of its deposit balance. Differential premium rates
by type of institution are currently applied, within a range of 0.08 to 0.4 percent.
Under the February 2009 revision to the DPA, however, the KDIC has implemented
a differential premium system where different premium rates are applied to
financial institutions among similarly institution types, with differences not to
exceed 10 percent.

Table Ⅱ - 11

Insurance Premium Rates, by Type of Financial Institution
(as of end-2017)

Insured Financial Institutions - March 31,
1998
Banks
0.03
1)

Investment Traders and Brokers

April 1,
1998 0.03

Unit: %

Premium Rates (%)
July 25,
August 5,
1998 2000 0.05
0.10

June 9,
2009 0.08

June 27,
2011 0.08

Upper Limit
0.50

－

0.10

0.10

0.20

0.15

0.15

0.50

Insurance Companies

0.15

0.15

0.15

0.30

0.15

0.15

0.50

Merchant Banks

0.12

0.12

0.15

0.30

0.15

0.15

0.50

Note: 1) Securities companies prior to enactment of the Capital Markets Act in February 2009
Source: KDIC
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In the case of an insurance contingency occurring in which a KDIC-insured
financial institution is unable to satisfy its depositors, the KDIC reimburses
depositors upon request. To assuage depositor discomfort resulting from lengthy
suspension of repayment caused by such an insurance contingency, the KDIC may
provide as prepayment an amount of money determined by the KDIC within the
coverage limit. Additionally in the case of an insurance contingency, even prior
to the completion of liquidation or bankruptcy procedures the KDIC is allowed to
purchase deposits from depositors to ensure immediate payment of their claims.
In such a case, at the depositors’ request the KDIC pays the estimated value of
the deposits to them.

(3) Resolution and Financing of Insolvent Financial Institutions
A. Resolution of Insolvent Financial Institutions
The KDIC may arrange mergers, transfers of business or third-party takeovers
to which an insolvent financial institution or the financial holding company of a
failed institution is a party. The KDIC may in addition request that the Financial
Services Commission (FSC) take necessary measures related to an insolvent
institution, such as issuing an order for transfer of contracts or a petition of
bankruptcy.
Contingent on FSC approval, moreover, the KDIC may assume control of the
businesses or contracts of insolvent financial institutions, or establish a financial
resolution institution in the form of a corporation created to conduct resolution
work. Capital for the financial resolution institution is drawn solely from the
Deposit Insurance Funds of the KDIC. The resolution institution repays deposit
bonds and recovers loans. Its business period expires within five years, but can
be extended with permission from the FSC.
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B. Financial Support to Ailing Financial Institutions
The KDIC provides financial support to financial institutions in the following cases:

① When there is a request for fund support by those who intend to acquire or
merge with an insolvent financial institution or a financial holding company
that has an insolvent financial institution as a subsidiary, when there is a
request for fund support by those who intend to receive a contract transfer,
or when it is recognized as necessary to ensure the smooth merger of insolvent
financial institutions;

② When it is recognized that improvement to the financial structure of an
insolvent financial institution is necessary for depositor protection and the
stabilization of credit order; and

③ When the FSC requests that the government invest in an insolvent financial
institution or purchase marketable securities decided by Presidential Decree.
Financial assistance includes loans or deposits, asset purchases, debt guarantees
and takeovers of loans, contributions and investments. This assistance is
distributed under the Least Cost Principle and the Fair Loss-Sharing Principle. An
MOU on implementation of a business normalization plan is signed between the
KDIC and the insured financial institution being injected with public funds. The
MOU’s main contents include performance targets concerning financial soundness,
profitability and asset quality, as well as an implementation schedule. If an
institution receiving support funds fails to fully implement this MOU, the KDIC
may request a discharge, suspension of performance of duties, warning or caution
of its executive members, or disciplinary measures, or delivery of a caution to staff
of the institution.
Prior to December 31, 2002, the KDIC’s sources of financial assistance were
drawn from the DIF Bond Redemption Fund when insurance contingencies occurred
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or the Financial Services Commission or Deposit Insurance Committee declared a
financial institution insolvent. Since January, 2003 they have been funded from
DIFs in such cases.
The amount of funds provided by the KDIC in the form of investments,
contributions and deposit payouts from November 1997 through 2005 was 110
trillion won, and an additional 900 billion won was provided from 2006 through
June 2018, to bring the total to 110.9 trillion won. Out of this amount, 58.5 trillion
won has been retrieved, through withdrawals of money invested, bankruptcy
dividends, and sales of assets.

C. Inspection and Investigation of Insured Financial Institutions
The KDIC may demand data concerning the business and financial status of an
insured financial institution and its financial holding company, to the extent
deemed necessary to determine whether the institution is insolvent or threatened
with insolvency. If a suspicion of insolvency can be proven on the basis of the
information submitted, the KDIC may investigate the business and financial status
of the insured institution.
The KDIC may in addition request detailed information concerning an insured
financial institution from the governor of the Financial Supervisory Service (FSS),
as required for the protection of depositors. When needed to ascertain the facts
of materials offered by the FSS to determine whether there is a possibility of
insurance contingency on the part of an insured financial institution, the KDIC may
request that the FSS governor confirm the facts through examination of the
institution. If this is impossible, the KDIC may investigate the work and financial
status of the insured institution firsthand. When the KDIC uncovers a risk of
insurance contingency on the basis of such investigation, it may notify the
Financial Services Commission (FSC) of the risk and request that the FSC take
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appropriate measures.
In addition, the KDIC, by designating a particular scope for investigation, may
ask the FSS governor to investigate an insured financial institution and forward
the results to the KDIC, or ask the governor to allow KDIC staff to participate in
such investigation. The FSS governor must comply with such requests.

D. Insolvency-related Investigations and Accountability Claims
The KDIC may require an insolvent or insolvency-threatened financial
institution to claim damages against those responsible for its insolvency, such as
former and current executive members and staff at the institution and debtors who
have failed to repay their obligations to it. If the financial institution fails to
comply with such a request, the KDIC can subrogate the institution’s claim for
damages. Additionally, in order to demand damages or subrogate a claim for
damages, the KDIC may conduct an investigation into the business and financial
status of the related institution and of those considered accountable for its
insolvency. To this end, if called for the KDIC may be supplied with information
on the property and tasks of a default debtor by public agencies having such
information. Furthermore, since the May 2002 establishment of a special center
within the KDIC to receive reports on insolvency-related persons’ concealed
property, anyone may report the concealed domestic and overseas properties of
individuals related to financial institution insolvencies.
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Stock Exchange

1. Overview
Corporations issue shares through initial public offerings or increases in paid-in
capital. Corporations issue new shares for the long-term financing of equity on
the primary market, while transactions involving such shares take place on the
secondary market. An exchange serves as the center of the secondary market and
aims to ensure the smooth trading of a large amount of shares at fair prices.
In Korea, the Korea Exchange (KRX) is operated as the only stock exchange. A
corporation under commercial law, the KRX was established to promote the safety
and efficiency of transactions, including through the fair pricing and trading of
securities and listed derivatives. In January 2005, the existing stock exchange,
KOSDAQ, and the Korea Futures Exchange were integrated under a single exchange
with the name later changed to the Korea Exchange in February 2009.
The Korea Stock Exchange was founded as the Daehan Stock Exchange, a
not-for-profit corporation, in February 1956, and was reorganized as a corporation
upon enactment of the Securities and Exchange Act in April 1962. As the Securities
and Exchange Act was revised to address the expansion of securities markets and
globalization of capital markets, the Korea Stock Exchange was reformed in March
1988 as a corporate juridical person with a membership consisting of securities
companies. Since then it has dealt with matters such as opening and managing
securities markets, listing and managing securities, and maintaining fair trading.
As the demand for a domestic futures exchange as a means for coping with
fluctuating foreign exchange and interest rates in an open economy increased, the
Korea Futures Exchange was established in February 1999 following enactment of
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the Futures Trading Act in December 1995.
The KOSDAQ Stock Market was created in May 1996, as a venue for off-board
trading of unlisted stocks registered with the Korea Securities Dealers Association.
To promote fairness and transparency in operation of the KOSDAQ market, the
KOSDAQ Committee, its decision-making body, was established within the Korea
Securities Dealers Association.
Currently, the KRX is in charge of the opening and management of securities
markets, the KOSDAQ and Korea New Exchange (established in July 2013), as well
as of matters such as payments and settlements related to commodity trading and
transactions.

2. Organization
The headquarters and Derivative Market Division of the KRX are in Busan, and the
KOSPI Market Division and KOSDAQ Market Division are located in Seoul. The Board
of Directors of the KRX is comprised of the chair of the Board, the chair of the Market
Oversight Commission, five standing directors and eight outside directors. The Board
of Directors decides on issues regarding management goals; budgets and operational
plans; enactment, revision and revocation of important rules related to the KRX’s
operation and management; the handling of major assets; borrowing of large-scale
properties and long-term loans; contributions and investments to other corporate
bodies; and items to be submitted to the shareholders’ meeting.
Those intending to carry out transactions in securities and derivatives through
the KRX must be admitted by the KRX board of directors as members and be
qualified as approved investment traders and brokers. As of the end of June 2018,
the KRX consists of 82 institutions, 76 securities trading members and 46
derivatives traders.

113

FINANCIAL SYSTEM IN KOREA

Ⅱ. Financial Infrastructure

3. Major Activities
(1) Opening and Management of Securities and KOSDAQ Markets
The KRX engages in the businesses of listing securities, concluding transactions,
publicizing market prices, and improving market systems.
It evaluates whether or not to list securities. If mismanagement at securities-issuing
houses impacts the public interest or investor protection, or causes difficulty in
fair pricing and distribution of the related securities, the KRX takes actions such
as delisting or suspending transactions for a set period of time. In the case of
delisting, even though the securities may fall under the requirements for delisting,
their immediate delisting could result in considerable loss of property for the
investors concerned. The securities are therefore for the time being designated as
issues for administration, and earn grace periods. If the cause of their designation
as issues for administration is settled, the KRX lifts the designation.
The KRX opens and manages the securities markets — the stock markets, bond
markets, ETF/ELW markets and additional markets — and provides to the public
each market’s overall market prices, transaction trends and business performance
results, as well as information on foreign markets. The KOSDAQ market is opened
and operated with less stringent listing requirements than the stock market to
facilitate the financing of promising small- and medium-sized companies. Korea
New Exchange was established in 2013 for venture companies that are small but
have high growth potential.
The trading days and times for the securities and KOSDAQ markets are Monday
through Friday from 09:00 until 15:30. In addition, pre-hours closing price trading
takes place from 07:30 until 09:00, and after-hours closing price trading is allowed
in the period from 15:40 until 18:00. Only KRX members are allowed to trade
securities in the KRX market; individual investors may therefore trade in the KRX
market only through member companies. A member submitting an order to the KRX
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enters into a contract under the operating regulations of the KRX. The KRX notifies
the member company of the results of the trade, and the company then notifies
its client. The investor should pay the price or a bill of sale to the entrusted member
company before the third day (T+2) from the day of trading, and the member
completes the trade by settling the account with the KRX.

(2) Opening and Management of Derivatives Markets
The KRX opens, operates and manages derivatives markets, trades and settles
listed derivatives, publishes market prices, and determines the types and items of
trading. The derivatives markets are markets intended to efficiently absorb the
risks of fluctuation in prices and interest rates in the spot markets where many
derivatives, including stock indexes and individual stock futures and options, bond
futures, currency futures and options, and gold and pork belly futures are traded.
Trading days are Monday through Friday, and trading hours are generally from
09:00 until 15:15. However, in the case of contracts on their last trading day,
trading hours are from 09:00 until 14:50 for the stock commodity market and from
09:00 until 11:30 for the interest rate, currency and gold commodities markets
(except for mini-gold futures).

(3) Market Surveillance
To prevent and regulate unfair trading practices in the securities, KOSDAQ, Korea
New Exchange and derivatives markets, and to mediate conflicts both between
members and investors and between members themselves, the KRX operates the
Market Oversight Commission. This commission monitors the markets, reviews
abnormal trading and supervises members, conducts inter-market surveillance,
self-regulates trade-related disputes, determines disciplinary actions to be imposed
on members or employees as necessary, and enacts or revises related regulations.
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Other Financial Infrastructure Institutions

1. Credit Guarantee Institutions
(1) Korea Credit Guarantee Fund
A. Overview
The Korea Credit Guarantee Fund (KODIT) was established under the provisions
of the Credit Guarantee Fund Act, with the intention of facilitating the financing
of enterprises by means of providing standing guarantees for promising enterprises
lacking sufficient collateral and of establishing a sound credit order through
efficient management and appropriate use of credit information. KODIT was
embodied as a special legal entity in March 1975, with its services being temporarily
carried out in proxy by the Industrial Bank of Korea. It transitioned into an
independent organization in June 1976.
With the establishment of the Industrial Bank of Korea in August 1961, the Credit
Guarantee Reserve Fund System was introduced as the first credit guarantee
scheme in Korea. In the following years, enactment of the Small- and
Medium-sized Enterprise Credit Guarantee Act of March 1967, and implementation
of the August 3 Emergency Economic Measures of 1972, led to expansions of the
credit guarantee scheme. Enactment of the Credit Guarantee Fund Act in December
1974 then established the existing institutional framework for the scheme.

B. Organization
The organization of KODIT consists of a policy board responsible for setting
fundamental policies concerning its business operations, including preparation of
an annual operational plan; a board of directors in charge of deciding major issues

116

6. Other Financial Infrastructure Institutions

concerning its business; the chair and president serving as its representative
responsible for all business-related matters; an executive vice president; no more
than seven directors; and a chief executive auditor.

C. Major Activities
Credit Guarantees
KODIT offers eleven types of general credit guarantee services: guarantees for
bank loans, guarantees for payment guarantees of banks, guarantees for corporate
bonds, guarantees for taxes and duties, guarantees for bills, guarantees for loans
of non-bank financial institutions, guarantees for leases, guarantees for
execution,37) guarantees for commercial transaction liabilities, and guarantees for
acceptances of trade bills and secured guarantees. As of end-2017, the balance of
outstanding guarantees had reached 44.3 trillion won. Guarantees for bank loans
accounted for 86.0 percent of this, the largest proportion.
KODIT currently extends credit guarantees to all types of business sectors
excluding the liquor and gaming service sectors, but it is required to extend a
minimum 60 percent of its total guarantees to small- and medium-sized
enterprises (SMEs) based on the Enforcement Decree of the Credit Guarantee Fund
Act. At the end of 2017, guarantees for SMEs accounted for 99.7 percent of its
overall outstanding guarantee volume.

Table Ⅱ - 12

KODIT's Credit Guarantees, by Company Size
(as of period-ends)

1995
Small

2005

Units: billion won, %

2015

2017

8,175

(99.8)

28,993

(99.5)

40,964

(99.7)

44,270

(99.7)

Medium&large

16

(0.2)

160

(0.5)

137

(0.3)

120

(0.3)

Total

8,191

(100.0)

29,153

(100.0)

41,101

(100.0)

44,390

(100.0)

Note: Figures in ( ) indicate the percentages in the total amounts.
Source: KODIT
37) A guarantee for execution of contract refers to a guarantee that is used to substitute for the assorted security deposits required
when bidding on construction projects, delivery of goods and offering of services, or entering into the related contracts.
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The aggregate of outstanding credit guarantees by KODIT may not exceed 20
times its capital funds plus retained earnings carried forward. The ceiling on credit
guarantees for an individual company is 3 billion won including the general
guarantee of KOTEC.38)
KODIT employs a guarantee fee system closely linked to the guarantee grade of
applicants. The basic fee rate is differentially computed in accordance with the
corresponding rating of the applicant concerned. At that point, particular rates are
appended to the basic fee rate, for example for companies wanting coverage beyond
the standard guarantee coverage ratio. After that, particular rates can be
subtracted as benefits for companies satisfying various preferences. The final fee
rate ranges from 0.5 percent to 3.0 percent APR (3.5 percent for large companies)
of the guarantee.

Subrogation on Payments and Exercise of Right to Indemnity
When a guaranteed firm loses its ability to service its debt, KODIT performs
subrogation on payment of guaranteed claims with respect to a claim for the
performance of a surety obligation from creditors, including financial institutions,
and obtains a right to indemnity from the creditors which it exercises against the
debtor. The amount of subrogation on payment increased sharply following the Asian
currency crisis, and the recovery rate of subrogation reached 24.4 percent in 2017.

Table Ⅱ - 13

Subrogations on Payment and Recoveries by KODIT
1995

Units: billion won, %

2005

2015

2017
1,519

Subrogations on payment (A)

803

1,907

1,598

Recovery (B)

168

473

403

371

Recovery rate (B/A)

20.9

24.8

25.2

24.4

Source: KODIT

38) However, companies with weak credit or those regulated separately can be subject to a ceiling of 1.5 billion won, and the
general ceiling can be exceeded by funds or companies that are recognized by the FSC as necessary for the national economy.
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Credit Insurance
Credit insurance is a type of property insurance that covers unexpected losses
which may be experienced, due to the insolvency or default of debtors in business
transactions, by creditors that supply goods or services on credit.
Amid the growing concern regarding the likelihood of a wave of bankruptcies
after the Asian currency crisis, bill insurance service was introduced in September
1997 to provide compensation for property losses incurred by dishonored bills
received by SMEs from buyers in return for goods and services. In March 2004,
a receivables insurance service was introduced to insure accounts receivable as well
as bills. For more efficient operation of the bill and receivables insurance services,
SME receivables insurance accounts were established within KODIT in 2009 in
accordance with the Small- and Medium-sized Enterprises Promotion Act, and the
scope of insurance subscribers was expanded to all industries excluding some
inappropriate industries in 2015 to provide a broader social/economic financial
safety net.

D. Volume of Capital Funds
KODIT’s capital funds are its basic resources, and it is required that they be raised
from contributions by the government, financial institutions and enterprises. The
government contribution is decided through comprehensive consideration of factors
such as the annual guarantee operation plan and economic forecast, and financial
institutions contribute the amount equivalent to specified percentages that are
adjusted on a differential basis within limits not to exceed 0.3 percent per annum
of the average monthly balances of their loans that are subject to contributions.
As of the end of 2017, these capital funds stand at 5.1 trillion won.
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Contributions to KODIT and KODIT's Volume of Capital Funds
(as of period-ends)

1995
Capital fund
Total contributions
Government contributions
Contributions from financial institutions
Other contributions

Unit: billion won

2005

2015

2017

528

3,166

5,438

5,121

2,621

14,451

25,306

27,509

838

9,205

11,145

11,539

1,777

5,237

12,959

14,603

7

9

1,202

1,367

Source: KODIT

(2) Korea Technology Finance Corporation
A. Overview
The Korea Technology Finance Corporation (KOTEC) was established in April
1989 under the Financial Assistance to New Technology Businesses39) Act, with the
aim of promoting the growth of technologically robust SMEs and facilitating the
financing of enterprises lacking tangible collateral. Although the businesses of
KOTEC and KODIT are similar, in that both extend credit guarantees to enterprises
lacking sufficient collateral, KOTEC is unique in terms of targeting its guarantee
services toward new technology enterprises. In other words, KOTEC engages mainly
in the business of financing enterprises to which financial institutions are reluctant
to extend loans due to the high risk associated with technology development, as
well as their insufficient collateral.

B. Organization
The organization of KOTEC consists of its policy board, responsible for preparing
fundamental policies concerning business operations; a board of executive directors
tasked with deciding major issues concerning KOTEC business; the chair and
39) The new technology business refers to the development or commercialization of new technologies through their application,
including research for the development of products and processes and the commercialization of achievements from research
and development.
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president serving as the representative responsible for all business-related
matters; an executive vice president; no more than five directors; and one auditor.

C. Major Activities
Technology Credit Guarantees
KOTEC offers the following guarantee services: guarantees for loans, guarantees
for payment guarantee, guarantees for non-bank loans, guarantees for corporate
bonds, guarantees for payment guarantees of banks, guarantees for bills,
guarantees for execution of contracts, guarantees for debenture underwriting,
guarantees for securities in commercial transactions, and guarantees for special
purpose companies. New technology enterprises eligible for KOTEC guarantee
services are limited to those SMEs engaging in new technology businesses,
enterprises other than SMEs engaging in new technology businesses with less than
one thousand regular employees and total assets below 100 billion won, and
industrial technology research cooperatives. The aggregate outstanding credit
guarantees of KOTEC may not exceed 20 times its capital funds plus retained
earnings carried forward. The ceiling on credit guarantees for an individual
company is 3 billion won, and the amount is decided based on the credibility,
technology capacity and business feasibility of the company. For some funds, the
guarantee amount is up to 10 billion won. The guarantee fee rate is determined
within a range between 0.5 percent and 3.0 percent, by adding or subtracting a
particular rate to or from the basic fee rate adjusted in accordance with the
technology rating grade, depending upon the applicant’s current status or the type
of the guarantee product.
As of the end of 2017, the amount of outstanding KOTEC guarantees have reached
21.3 trillion won, with technology credit guarantees accounting for the largest
share of 99.9 percent of the total.40)
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KOTEC Credit Guarantees, by Type

Table Ⅱ - 15

(as of period-ends)

1995
Technology credit guarantees
General credit guarantees
Total

Units: billion won, %

2005

2015

2017

2,644

(75.4)

10,059

(89.0)

19,807

(99.8)

21,304

863

(24.6)

1,245

(11.0)

39

(0.2)

27

(99.9)
(0.1)

3,507

(100.0)

11,304

(100.0)

19,846

(100.0)

21,331

(100.0)

Note: Figures in ( ) indicate the percentages in the total amounts.
Source: KOTEC

Technology Appraisal
Technology appraisal is a system that examines the value, marketability and
business prospects of a relevant technology and indicates the estimated value of
the technology, grade of technological advancement, and opinions based on the
appraisal results. KOTEC established the Technology Appraisal Center in March
1997, to drive the business of technology appraisal, and then adopted the
Technology Appraisal Guarantee System in February 1999 to better evaluate
eligibility for guarantees based upon appraisal results. In September 2004, KOTEC
introduced the Technology Appraisal Certification System,41) to encourage the
expansion of support for SMEs through technology appraisal. In July 2005, it
developed the Korea Technology Rating System and has conducted a total of 614,448
cases of technology appraisal through 2017.
Technology appraisal can be classed into three categories: technology value
appraisal, feasibility assessment of technology, and comprehensive technology
appraisal. Technology value appraisal evaluates the value that has been or will be
realized through the relevant technology, while feasibility assessment evaluates
the technology value and business prospects of a company seeking to launch a new
business based on a specific technology or to expand investments in a current
40) General guarantees for non-new technology entities are exclusively dealt with by KODIT pursuant to the conclusion of the
Agreement for Guarantee Business Specialization and the Resolution of Redundant Guarantees with KODIT in December 2005.
41) The Technology Appraisal Certification System is a system through which a letter of certification is issued to a financial institution
stating an appraisal grade and the use and maturity of the certification, in order to ensure that the technology appraisal results
are utilized as the criteria for making investments in, loans to and transactions with enterprises.
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technology business. Comprehensive technology appraisal evaluates all of the
technologies held by an enterprise in relation to the overall aspects of its business,
such as its management environment and business prospects.

D. Volume of Capital Funds
KOTEC’s capital funds consist mainly of contributions from the government,
financial institutions and new technology venture capital companies. The
government's contribution is for the smooth financing of small- and medium-sized
technology enterprises who have weak security solvency. Financial institutions
contribute at end of every month amounts equivalent to specified percentages
(adjusted on a differential basis within limits not to exceed 0.3 percent per annum)
of the average monthly balances of their loans that are subject to contributions.
New technology venture capital companies make their contributions at the end of
every quarter — amounts equivalent to 0.3 percent per annum of their average
quarterly balances of loans subject to contributions. In 2017, KOTEC received
contributions of 576 billion won in total from the government and financial
institutions, and as of the end of 2017, the capital funds of KOTEC stood at 2.0
trillion won.

Table Ⅱ - 16

Contributions to KOTEC and KOTEC's Volume of Capital Funds
(as of period-ends)

1995
Capital fund
Total contributions

331

Unit: billion won

2005
798

2015

2017

2,295

1,972
15,274

1,025

7,642

14,097

Government contributions

397

4,801

6,478

6,609

Contributions from financial institutions, etc.

628

2,842

7,619

8,665

Source: KOTEC
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2. Credit Information Companies
(1) Overview
Credit information refers to certain information needed to determine the
creditworthiness and credit transaction capacity of a counterparty in a commercial
transaction, including financial transactions. The types of credit information
activities include credit inquiries, credit investigations and debt collections. Any
person intending to engage in a credit information business must obtain a license
from the Financial Services Commission for each business type, in accordance with
the Use and Protection of Credit Information Act. A company may be licensed to
engage in two or more operations of the credit information business. SCI Rating
& Information, Inc. is the only credit information institution engaging in all three
business types. As of the end of December 2017, there are 29 companies registered
as credit information companies in Korea.

(2) Major Activities
A. Credit Inquiries
The credit inquiry business refers to the collecting and processing of credit
information on individuals and corporations, the production of credit information
that indicates the credit rating and credit transaction capability of the credit
entities and the provision of this information to clients upon request. Credit
information includes data on credit transactions, the details of loan transactions,
information on loan defaults, details of loan guarantees, and public records
information. As of December 2017, there were six companies licensed to provide
credit inquiry services in Korea — NICE Information Service, Seoul Credit Rating
& Information, Inc., e-Credible, NICE D&B, Korea Credit Bureau, and Korea
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Enterprise Data. Among these, NICE Information Service42) and Korea Credit
Bureau43) serve as credit bureaus that collect personal credit information from
financial, corporate and public institutions44) and process that information into
the forms of credit scores that can be made available to customers including
financial institutions.

B. Credit Investigation
Credit investigation refers to the business of investigating the credit information
of individuals or corporations in order to provide it to clients upon the client’s
request. Through credit investigation services, clients are able to verify in advance
the credit statuses and debt-servicing capacities of counterparties, as well as to
conduct asset investigations for the purposes of identifying of any concealed assets
of debtors and preserving claims in cases of default or insolvency. A credit
investigation agency, upon request from a client, analyzes and organizes credit
information collected from written documents and on-site investigations, including
interviews and due diligence, prior to preparing a credit investigation report.

C. Debt Collection
Debt collection refers to the business of recovering claims on behalf of and with
the authorization of creditors, through investigation of the assets of debtors failing
to repay claims within agreed timelines, dunning or recovery of payments from
debtors. When the authority for collecting a creditor’s outstanding claims on a
debtor is delegated to a collection agency, that agency is required to inform the
42) NICE Information Service was established in November 2011, following the split-up of National Information & Credit Evaluation
and the merger of one part of it with Korea Information Service.
43) Korea Credit Bureau was established in February 2005 by a consortium of eight financial institutions ― Kookmin Bank, NH
Bank, Hana Bank, Samsung Card, LG Card, Woori Finance Holdings, Shinhan Financial Group and Seoul Guarantee Insurance.
44) Credit information on individuals is provided to financial institutions such as banks, credit card providers and insurance companies,
corporations such as telecommunications companies and retailers, and public agencies such as the courts and the National
Tax Service. They also obtain such information from the Korea Credit Information Services.
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debtor of the delegation of authority for claims collection and return any recovered
claims to the creditor. Claims which may be the object of debt collection are
monetary claims stemming from financial and commercial transactions between
companies or between companies and individuals, including financial liabilities and
payments for articles and services. To collect such debts, collection agencies should
ascertain the whereabouts of the debtors, conduct asset and credit investigations,
dun by mail, on the phone or through visits, and take legal actions for the
disposition of assets.

3. Credit Rating Agency
(1) Overview
The credit rating business refers to the business of conducting credit ratings on
financial investment products, corporations/collective investment vehicles and
other matters decided by Presidential Decree, assigning them with a credit rating
indicated by symbols and numbers, and providing such credit ratings to or making
them accessible to the issuers, claimers and investors of such securities and other
stakeholders. In Korea, a credit rating system for commercial paper was first
introduced in September 1985, and one for non-guaranteed bonds in March 1986.
Those who want to operate credit rating businesses need to receive licenses from
the FSC based on the Financial Investment Services and Capital Markets Act.45)
As of December 2017, there were four licensed credit rating agencies in operation

― Korea Ratings Corporation, Korea Investors Service, NICE Investors Service and
Seoul Credit Rating & Information, Inc.

45) In May 2013, to ensure the credible protection of investors through fair credit ratings on financial investment products, etc.,
the matters related to the scope of credit rating agencies and regulations on their entry and activities were transferred from
the Use and Protection of Credit Information Act to the Capital Markets and Financial Investment Business Act.
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(2) Major Activities
Credit rating agencies engage primarily in the business of assessing issuers and
guarantee institutions, and also provide services incidental to the credit rating
business, including assessment of the financial capacities of insurance organizations,
feasibility assessment on project financing, stock valuation, evaluation of the
economic profitabilities of companies and more.
Evaluation of securities refers to the assignment of a credit rating to the
commercial paper, non-guaranteed bonds and asset-backed securities (ABSs)
issued by companies and financial institutions. Commercial paper offered for sale
by a merchant bank must obtain ratings from two or more credit rating agencies.
When a securities company engages in trading commercial paper or acts as a broker
or an agent for such trading in the off-board market, it is only allowed to handle
commercial paper that has been rated by two or more credit rating agencies.
Non-guaranteed bonds may not be underwritten by financial institutions or
accepted into the trust assets held by banks without first receiving ratings from
two or more credit rating agencies. Ratings for ABSs are necessary in order for
special purpose companies to issue these securities based on assets transferred
from the asset holders.
The credit rating scale comprises six categories, from A1 to D, in the case of
short-term financial liabilities with a maturity of one year or less. The credit
rating of long-term financial debt with a maturity longer than one year ranges
from AAA to D in 10 categories based on the capability for timely repayment. For
ABSs the same scale is applied as for bond ratings.
Credit rating agencies also assess the issuers of debt obligations and guarantee
institutions. Issuer rating refers to the assignment of a credit rating to an issuer
based upon an evaluation of its overall capacity to repay its full financial
obligations. A guarantee institution rating is a credit rating determined for a

127

FINANCIAL SYSTEM IN KOREA

Ⅱ. Financial Infrastructure

guarantee institution’s ability to repay its guaranteed obligations by assessing
major rating factors including the business and financial risk of that institution.
Since only debentures for which the principal and interest payments have been
guaranteed by rated guarantee institutions are allowed to be incorporated into trust
assets, financial institutions intending to provide guarantee services must obtain
the appropriate ratings.

4. Financial Brokerage Companies
(1) Overview
Financial brokerage companies specialize in brokering transactions between
financial institutions. To establish a brokerage firm, authorization must first be
obtained from the Financial Services Commission as well as from the Minister of
Strategy and Finance to engage in the foreign currency brokerage business.
Currently, there are four domestic companies, including the Korea Money
Brokerage Corporation, Seoul Money Brokerage Services, Korea Inter Dealer
Brokerage and IPS Corp, and six foreign companies, including ICAP Foreign
Exchange Brokerage and Tullett Prebon.46)

(2) Major Activities
The transactions between financial institutions arranged by brokerage firms
include short-term interbank financial transactions maturing within 90 days (call
transactions), and trading of negotiable certificates of deposit, repurchase
agreements, cover bills and foreign exchange. They also broker the trading of call
46) Among them, three companies — Korea Money Brokerage, Seoul Money Brokerage Services and Korea Inter Dealer Brokerage
— deal with brokerage of both KRW and foreign currencies. Among these three, Korea Money Brokerage and Seoul Money
Brokerage Services have received authorization from the Ministry of Strategy and Finance as exchange rate notification institutions
to produce and make notification of the basic exchange rate of foreign currencies.
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loans in foreign currency and foreign exchange derivatives, as well as the
purchases and sales of bonds in the off-board market. In principle, brokerage firms
act as intermediaries to bridge transactions between lenders and borrowers in
return for certain commissions. In the case of the intermediation of call
transactions, however, in order to facilitate trading brokerage firms are allowed,
within a minimum range, to participate in transactions for their own accounts.
In order to ensure asset soundness, financial brokerage companies are not
permitted to borrow funds in excess of 10 times their equity capitals, and may not
offer their assets as security for others.
The financial brokerage companies' money brokerage performance shows that call
transactions have decreased since the reform of the call market by the government
in 2015,47) but the daily average of call transactions is worth around 20 trillion
won and average daily transactions are worth 25 trillion won for foreign currency
brokerages.

Table Ⅱ - 17

Money Brokerage Performance of Financial Brokerage Companies

Call transactions

1)

Forex transactions2)

Unit: trillion won

2014

2015

2016

2017

24.6

17.9

15.8

16.0

22.1

26.7

26.2

25.8

Notes: 1) Based on the daily average balance of brokerage transactions during the period
2) Transaction performances in spot exchange, forward exchange, and foreign exchange swaps and derivatives
converted at average exchange rates for respective years
Source: Bank of Korea

47) On March 3, 2015, the Enforcement Decree of the Financial Investment Services and Capital Markets Act and revised Financial
Investment Business Regulations were enacted, limiting the scope of the call transaction brokerage of financial brokerage
companies to specialized dealers on government bonds (PD) and securities companies for open market operations and asset
management companies.
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Banks

1. Overview
The banks in Korea are divided into commercial banks and specialized banks that
are established and operated based on the Banking Act and specific specialized bank
acts, respectively. According to the Capital Markets Act, banks may also operate
trust businesses as ancillary operations through accounts (bank trust accounts)
maintained separately from their proprietary accounts.
A commercial bank’s inherent business includes deposits and loans, as well as
payment and settlement. Commercial banks are categorized into nationwide banks
(including 2 internet banks), local banks and domestic branches of foreign banks.
As of the end of 2017, there were a total of 52 commercial banks in operation in
Korea, including 8 nationwide banks, 6 local banks and the domestic branches of
38 foreign banks. The total assets of these commercial banks amounted to 1,742
trillion won.
A nationwide bank operates across the country. Until the 1970s there were only
five nationwide banks in Korea: Chohung Bank, Commercial Bank of Korea, First
Bank, Hanil Bank, and Bank of Seoul and Trust Company. By the end of 1997, the
liberalization of banking and restructuring of the financial industry underway since
the 1980s had led to the establishment or nationwide expansion of a further eleven,
bringing the total to 16. However, as of the end of June 2011 this number had been
reduced once again to seven, as some banks were liquidated or merged through
the process of restructuring insolvent financial institutions that followed the 1997
Asian currency crisis. There were substantial changes including a series of mergers
that were also used to create large banks after the marriage of Kookmin Bank and
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Housing and Commercial Bank resulted in a large leading bank in 2001. Meanwhile,
a number of nationwide branches of foreign banks also emerged in the process.
The Korean branch of Citi Bank took over KorAm Bank to create Citibank Korea
in November 2004; SC Standard Chartered Bank purchased First Bank from New
Bridge Capital Corp. in January 2005 and changed the bank’s name to SC First Bank
in September of that year. Meahwhile, in response to rapid progress in the
innovation of financial services through the convergence of the financial and ICT
sectors, 2 internet banks were newly established in 2017.
Local banks are established in metropolitan cities or each province mainly to
supply the needed funds for the development of local economy. Prior to the 1997
Asian currency crisis, ten local banks had been founded between 1967 and 1971.
Only six of them remained in operation as of the end of June 2011, however, as
deeply insolvent banks had been liquidated or merged as part of the restructuring
process. A local bank’s operating area was formerly limited to the administrative
province in which it was located (with the exception of Busan Bank in Busan City),
in accordance with the principle of one local bank per province. In November 1989,
the operating area for a local bank was expanded from a single province to one
of five economic blocs and with the consent of the local bank already operating
within a given economic bloc additional local banks could open branches in the same
areas in accordance with a reciprocity principle. In November 1998 the regulations
of opening branches for local banks were abolished in order to enhance their
competitiveness for ensuring the autonomy of uses of funds.1) Also the regulation
of loan limit for local banks in Seoul(100 percent of deposits in branches in Seoul
area) to protect outflow of funds from local areas to Seoul was abolished.
Korean commercial banks have adopted a branch banking system, and as of the
end of 2017, the average number of branches per bank (branches and sub-branches)
1) The number of branches allowed to open in Seoul and other metropolitan cities were limited to certain numbers (10 in Seoul,
2 in each of the metropolitan cities outside the operating area).
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was around 643 (482 when including internet banks) for commercial banks and 159
for local banks.
Meanwhile, foreign bank branches are mostly in operation based on funding from
their country rather than domestic deposits and they have contributed greatly to
introducing foreign capital when Korea suffered difficulties due to a lack of foreign
currency funding related to the oil crisis in the early 1970s, etc. The number of
foreign bank branches in Korea has increased consistently since Chase Manhattan
Bank of the U.S. first set up a Seoul branch in 1967. However, as of the end of
2017, there were only 45 branches of 38 foreign banks operating in Korea, as
branches made redundant by mergers between large banks were shuttered and as
a number of foreign banks closed branches in Korea in the wake of the 1997 Asian
currency crisis. By nationality, 10 European banks are operating in Korea, followed
by 6 US, 6 Chinese and 4 Japanese banks.
Number of Korean Foreign Bank Branches1)

Table Ⅲ - 1

(As of the end of 2017)

US

Japan

China

Europe

6

4

12

10

(UK)

(France)

(Germany)

2

4

2

others

Total

13

45

Notes :1) including banks and excluding representative offices
Source: Financial Supervisory Service

In the past, Korean branches of foreign banks operated in a business
environment distinct from that of domestic banks, as they were limited to certain
businesses and excluded from the open market operations of the Bank of Korea
(BOK) designed to control liquidity. Since restrictions on foreign banks have eased
as part of the liberalization of banking, however, they currently operate under
nearly the same circumstances as Korean banks.
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Table Ⅲ - 2

Regulation framework on Foreign Bank Branches in Korea

Regulations

(As of the end of 2017)
1)

reference threshold etc.

BIS capital ratio

8% or more

Loan-to-deposit ratio(in won)

100% or more

Foreign Currency Liquidity Coverage
Ratio(LCR)

60% or more(100% or more in case
domestic banks)

Limit on the total amount of large credit
5 times of equity capital
extension
Limit of the credit line on the same
borrower

25% of equity capital

Limit on holding real estates for
commercial purposes

60% of equity capital

Limit on acquisition of securities

60% of equity capital

apply equally to domestic banks

Preservation of Domestically Held Assets more than operating funds
Duties to reimburse domestic assets
when branch closing

domestic resident debts should be
reimbursed preferentially

apply only to foreign branches

Limit on Foreign Exchange Positions

below 50% of equity capital

apply equally to domestic banks

Leverage cap on FX derivatives
positions(October 2010)

below 250% of the previous month’s
40% for domestic banks
capital(which took effect in August 2016)

Macroprudential Stability Levy(August
2011)

levy on non-deposit foreign currency
debts= 2∼10bp

Restriction of use for foreign currency
loans(July 2010)

the prohibition of loans in foreign
currency for domestic uses

Restriction of investment for Kimchi
Bonds(July 2011)

the restriction of investment in foreign
currency domestic bonds(Kimchi Bonds)
issued in Korea

apply equally to domestic banks

Note : 1) Tables in ( ) refer to the period of implementation of regulations.

Specialized banks are established under the purposes of bolstering and financing
weak and strategic areas of the national economy. They have been in charge of
supplying funds to areas that are difficult to support sufficiently with nationwide
banks alone, such as housing finance, small- and mid-sized enterprises finance
and agricultural/fishery/livestock industry finance. Meanwhile, specialized banks
have sourced funds through government support, the issuing of bonds and loans
from foreign countries, etc. Recently, however, the nature of their operation has
become similar to nationwide banks due to progress in the liberalization of banking
and reduced government support, etc. As a result, some specialized banks have
been converted to nationwide banks.
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Specialized banks currently operating in Korea include the Korea Development
Bank (KDB), the Export-Import Bank of Korea (Korea Eximbank), the Industrial
Bank of Korea (IBK), Nonghyup Bank and Suhyup Bank,2) which is a credit business
division of National Federation of Fisheries Cooperatives. These specialized banks
were established based on the expertise and special characteristics of their
businesses, and among them, KDB, Korea Eximbank and IBK are government
banks.
Table Ⅲ - 3

Overview of Specialized Banks
Date of Establishment

KDB

1954. 4

179,381 (100.0) Development finance

KDB Act

Korea Eximbank

1976. 7

150,000 ( 66.3) Import and export finance

Export-Import Bank of
Korea Act

IBK

1961. 8

Nonghyup Bank

2012. 3

Suhyup Bank

2016.12

Capital

1), 2)

Name

32,898 ( 50.9)

Purpose

Statute of Establishment

Small and medium-sized
IBK Act
enterprise finance

3)

21,328 ( - ) Agricultural finance
Fisheries and forestry
3)
6,600 ( - )
finance

NACF Act
NFFC Act

Notes : 1) Capital refers to paid-in capital or investment as of the end of 2017.
2) Figures in ( ) indicate the proportions of stakes owned by the government as of the end of 2017.
3) The Agricultural Cooperative Financial Holding Company and the National Federation of Fisheries Cooperatives
hold 100% equity in Nonghyup Bank and Suhyup Bank, respectively.

In accordance with the statutes of their establishment, some or all businesses
of specialized banks are not subject to the Bank of Korea Act or the Banking Act,
which limit the maximum loan periods and the types of collateral as designated
by the Monetary Policy Board, the limit of investments by subsidiary companies,
and restrict the reserving of profits.

2) In March 2012, the financial and the economic sectors of the National Agricultural Cooperative Federation were separated and
established into the National Agricultural Financial Holding Company and the National Agricultural Market Holding Company. The
National Agricultural Financial Holding Company generally manages financial businesses, governing existing financial institutions
including Nonghyup Bank, NH Life Insurance and NH Property Insurance, etc as subsidiary company. The National Agricultural
Market Holding Company is in charge of the distribution and sales operation of agricultural products and the support for farmers'
economic activities. Meanwhile, Suhyup Bank was separated from the credit business unit of the Fisheries Cooperatives in
December 2016.
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2. Commercial Banks
(1) Limits on Ownership
The single ownership of block shares of commercial banks is strictly limited in
order to prevent commercial banks from becoming private funds of industrial
capital. Currently, the single ownership of block shares (including those owned by
foreign entities) of a bank or a bank holding company is restricted to under 10
percent (15 percent in the case of a local bank or a local bank holding company)
of the total shares holding voting rights guaranteed by the Banking Act and the
Financial Holding Company Act. If the ownership is to exceed 10 percent (15 percent
in the case of a local bank or a local bank holding company), it must be approved
by the Financial Services Commission on any occasion when it surpasses 10 (15
percent in the case of a local bank or a local bank holding company), 25 and 33
percent.3)
Ownership by firms specializing in non-financial businesses is formerly limited
strictly to 4 percent or less (15 percent in the case of a local bank or a local bank
holding company). Upon gaining the approval of the FSC, firms specializing in
non-financial businesses are allowed to own up to 10 percent stakes but voting
rights accompanying additional stakes are prohibited.
Recently, the ownership structure of commercial banks shows that there is a high
increase in ownership concentration around financial holding companies for
competitiveness improvement through the scope expansion/conglomeration of finance.
Among commercial banks, there are a total of nine bank holding companies in which
the main shareholder owns 100% of bank equity as of the end of 2017. These include
Woori, Kookmin, Shinhan, KEB Hana, Daegu, Busan, Jeonbuk, Kyongnam bank.
3) Except in the cases of the government and the Korea Deposit Insurance Corporation, which are not limited in ownership of
bank stakes in order to facilitate the process of raising government aid for largely insolvent banks in the process of financial
industry restructuring according to the 1998 amendment of the Banking Act.
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(2) Major Activities
The businesses of a commercial bank can be categorized into inherent, incidental,
and ancillary businesses. The scope of each business is defined by the Banking Act
and its enforcement decrees. A commercial bank is allowed to operate inherent and
incidental businesses without any particular approval, but it does require approval
by the Financial Services Commission to operate certain ancillary businesses
according to the relevant decrees.
Inherent businesses include the deposit and installment deposit businesses, the
lending of funds raised by issuing securities and bonds, and the domestic and
foreign exchange businesses. A commercial bank is allowed to operate a long-term
financial business as well as a traditional commercial financial business, which
means lending profits from demand deposits with maturities of less than one year.
The long-term financial business refers to the lending out for a period of on year
or greater the funds raised by providing time deposits with maturities of one year
or greater and by issuing corporate bonds.
Incidental businesses are businesses pertaining to banking operations. The
current Banking Act allows a wide array of incidental businesses including payment
guarantees, bill underwriting, mutual installments, factoring, separate safekeeping
and execution of collection and payments as agents.
Ancillary businesses are divided between those which require approval based on
the pertinent decrees and those which do not. Ancillary businesses that should be
registered and approved by the Financial Services Commission include the
underwriting and sales of securities, the making of arrangements for the sale and
offering of securities, securities transactions under repurchase agreements, and
businesses focused on collective investment, investment advice, investment
transactions, investment brokerages, trusts, bancassurance and credit cards. Other
ancillary businesses include those allowed to banks based on the relevant decrees,
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as well as serving as brokers or agents or making arrangements for mergers and
acquisitions, securities investment and loan transactions, and sales of commercial
and foreign trade bills.

A. Deposit Business
A deposit refers to capital deposited with a bank by numerous and unspecified
persons, including the public, corporations and public institutions, which can be
managed and operated by the bank. It is the most important source of funds for a bank.
The deposits managed by commercial banks are divided largely into demand
deposits created for convenience of payment and settlement or for the purpose of
temporary deposit, and savings deposits whose main purpose is saving or profiting
from interest. In the past, these two were separated based on the existence of a
mandatory deposit period, but recently the distinction has become meaningless as
a new class of hybrid deposit instruments combining savings and settlement
functions has been introduced. Demand deposits include checking accounts, private
checking accounts, regular savings accounts, and special deposits. Savings deposits
include fixed deposits, installment deposits, savings deposits, corporate free
deposits, employee preferential savings deposits, long-term housing savings
deposits, and mutual installment deposits.
The interest rates of deposit were able to be set by the Monetary Policy Board
by the type of deposits in accordance with the Bank of Korea Act. However, since
the completion of the fourth phase of interest rate liberalization in February 2004,
the interest rates for all deposits have been allowed to be determined autonomously
by the individual financial institutions. Meanwhile, the Monetary Policy Board of
the Bank of Korea can impose conditions regarding the eligibility of depositors and
the maturities of certain deposit products.
As of the end of 2017, commercial bank deposits comprised 85.9 percent savings
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deposits, 12.0 percent demand deposits and 2.1 percent certificates of deposit
(CDs). Regular savings accounts and special deposits occupied the majority of
demand deposits, and time deposits took up the greatest share of savings deposits,
followed by savings accounts and corporate free deposits. Nationwide banks and
local banks share similar deposit structures, while the Korean branches of foreign
banks hold relatively higher levels of CDs.

Table Ⅲ - 4

Commercial Banks’ Deposits1)
(As of the end of 2017)

Nationwide Banks
Demand deposits

(11.6)

18,150

(Regular savings accouts)

68,731

(8.1)

(Special deposits)

19,620

(2.3)

733,887

(86.4)

Savings deposits

Korean Branches of
Foreign Banks

Local Banks

98,414

Units: Billion won, %

Commercial Banks

(11.6)

6,484

(31.1)

123,048

(12.0)

14,247

(9.1)

5,475

(26.2)

88,453

(8.6)

2,084

(1.3)

87

(0.4)

21,792

(2.1)

135,771

(86.7)

13,080

(62.7)

882,738

(85.9)

(Time deposits)

386,806

(45.5)

93,887

(60.0)

10,391

(49.8)

491,085

(47.8)

(Savings accounts)

176,156

(20.7)

22,530

(14.4)

6

(0.0)

198,692

(19.3)

(Corporate free deposits)

132,450

(15.6)

14,788

(9.4)

2,683

(12.9)

149,921

(14.6)

17,466

(2.1)

2,687

(1.7)

1,306

(6.3)

21,459

(2.1)

849,767

(100.0)

156,608

(100.0)

20,870

(100.0)

1,027,245

(100.0)

CDs
Total

Notes: 1) Figures in ( ) indicate the percentage of the total amounts.
source: Bank of Korea

Demand Deposits
A checking account allows the holder to entrust a bank with the payment of
checks, promissory notes or bills of exchange issued by the holder. The holder uses
a checking account as a settlement account for daily payment transactions, while
the bank is able to utilize it as a means of credit via overdraft. For this reason,
in principle only commercial banks operating commercial banking businesses are
allowed to provide checking accounts. Banks set up internal conditions for opening
of checking accounts, since bad checks or bills could disorder the credit system
and erode public confidence in them.
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Household checking accounts were introduced in 1977 in order to promote the
public use of banks and reduce the public preference for cash, thus establishing
a credit society and increasing private savings. These accounts were first offered
with interest rates of approximately 1.0 percent per year (3.0 percent per year for
accounts maintaining average balances over one million won for three months), and
subsequently offered with no interest after demand deposit interest rates had been
completely liberalized in 2004.4) Account holder eligibility is limited to those
individuals or privately-owned businesses with favorable credit statuses, and
banks autonomously determine the specific qualifications and loan limits.
A passbook deposit account can be used freely without limits on the eligibility of
the holder, the amount and period of deposit, and the quantity of deposit or
withdrawal. They are often used as cash accounts for small-scale merchants who do
not hold checking accounts and are mainly offered with zero or low 0.1% interest rates.
A temporary deposit is a term created for the sake of convenience to refer to a
deposit including of unsettled funds created in the process of banking operation,
such as loans and deposits. It also includes funds which cannot be dealt with through
other deposit accounts. It is later substituted for or transferred to other accounts.
Deposits categorized as temporary deposits include funds for issuing cashier’s
checks, guarantee deposits, bankruptcy payments, unpaid remittances, and balances
remaining upon closure of checking accounts. Therefore, a temporary deposit has
no prior terms or period of validity, certificate of deposit, or account book. A simple
receipt, deposit note, or note of confirmation is issued when necessary.
A public deposit allows a bank to operate as an agent in the collection of local
taxes such as property, registration and residence taxes, as well as of public utility
charges such as water fees, under a revenue collection contract with a municipal
government. The deposit and payment of a public deposit is operated only under
4) Since August 2013, some banks have also paid interest on small-amount demand deposits.
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an individual contract with the municipal government concerned. Typically, the
interest rate on regular savings accounts is also applied to public deposits.

Savings Deposits
A time deposit is a usance deposit which allows the holder to deposit a particular
amount of funds for the purpose of receiving interest over a pre-agreed period.
Time deposits provide banks with fund management stability due to the low
likelihood that money will be withdrawn from such accounts over a given period
of time. A time deposit has no limits on the deposit amount or the eligibility of
the holder. The period of deposit is one month or greater, and the interest rates
have been liberalized.
An installment savings deposit is a reserving account which allows the holder
to periodically install an agreed amount for a pre-determined period of time, with
the bank agreeing to pay an agreed amount upon the date of maturity. An
installment deposit includes no eligibility limits on the holder or the amount of
deposit. The deposit period is six months or greater. Holders may take out loans
(loans on installment savings) within the agreed upon time deposit amount or of
as much as 90 percent of the agreed on amounts (loans on collateral of installment
savings), after making installments for set periods of time (commonly one quarter
of the total period).
A savings account is a type of household preferential deposit intended to promote
household savings. It is a settlement deposit which allows money market deposits,
but is also offered with interest. Savings accounts were introduced by the Housing
and Commercial Bank in July 1977 and expanded to all banks in January of the
following year. No limits are placed on holder eligibility. In July 1997, MMDAs
(money market deposit accounts) with higher interest rates able to compete with
the MMFs (money management funds) of investment trust companies and CMAs
(cash management accounts) of merchant banks were introduced as a form of
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savings account. They allow money market deposits like standard savings deposits
and have no limits on the maximum deposit amounts, but do require minimum
deposits when initially registered.
Corporate free savings deposits were introduced in December 1988 as part of the
process of interest rate liberalization, in order to provide privately-owned
businesses, corporations and municipal governments with the means to manage
temporary cash surpluses. When the limits on holder eligibility were eliminated in
December 2003, interest rates were lowered to the level of regular savings accounts.
Corporate free deposits also include MMDAs, which allow money market deposits.
A mutual installment deposit is similar to an installment deposit in that the
holder deposits an agreed amount on a regular basis over a set period of time, but
differs from an installment deposit in that the bank then lends the contracted
amount upon the date of maturity or earlier, which is agreed upon in advance.
Mutual installment deposits, which originated as “gye”, a traditional form of
private fund popular among Koreans, were formerly provided only by Kookmin Bank
in its role as a specialist in small-loan finance. Since April 1983, however, they
have been offered by all banks. The method of repayment of benefits (i.e. loans)
was one lump sum repayment of principal and interest on the date of maturity after
completion of all installments. This was changed to a new method from August
1990, however, under which when the loan is received the deposit contract is
cancelled and only the loan repayment needs to be made, by monthly amortization
of principal and interest until the loan matures. As this change made mutual
installment deposits more similar to ordinary and fixed deposits, a new reserve
deposit obligation was imposed on mutual installment deposits in February 1991.

Certificates of Deposit (CDs)
A certificate of deposit (CD) is a financial instrument created by granting the
depositor a certificate for a time deposit. A negotiable time deposit system similar
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to CDs were introduced twice, in May 1974 and March 1978, but subsequently
abolished in June 1977 and December 1981, respectively. The base rates were limited
to below the interest rates on time deposits, and secondary markets failed to develop
due to a lack of specialized agencies. They were reintroduced in June 1984 in order
to bulwark the foundation for liberalization of interest rates, promote competition
among banks in deposit-taking, and absorb surplus capital in the market.
CDs are a means of large-sum deposit with a certain amount of minimum issuanc
e5). No limits are placed on maximum maturity, but the minimum maturity is 30
days or more. They are issued in the form of assignable certificate documents, and
sale prior to maturity is not allowed. CDs were subject to deposit insurance until
the end of 2000 but have been excluded since the relevant laws expired in 2001.
At the time of CD introduction, since their sale prior to maturity was forbidden they
were exempted from the reserve deposit obligation. The obligation was later
re-imposed in consideration of fairness among financial instruments, as the ceiling
on issuance of CDs by individual banks was eliminated in February 1997.6)

Foreign Currency Deposits
Foreign currency deposits are deposits in foreign currencies such as U.S. dollars
and Japanese yen, and include regular savings accounts, time deposits and
installment deposits. They include all contracts that entrust foreign currency to
banks and to non-bank financial institutions such as the postal service. Moreover,
unlike Korean won deposits, the balance denominated in won fluctuates based on
the movements of foreign exchange rates.
Foreign currency deposits are divided into the deposits of residents in overseas
financial institutions7) and the deposits of residents and non-residents in domestic
5) While there is no restriction on the minimum face value, it is 10 million won or more for individuals and 1 billion won or more
for corporates in most cases.
6) As of the end of 2017, a minimum deposit rate on customer CDs was 2.0%, equal to the minimum deposit rate for time deposits,
periodical deposits, mutual installments and housing installments.
7) Overseas deposits of residents were first allowed in February 1995. At that time, institutional investors could make annual deposits
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financial institutions. The system for domestic foreign currency deposits of
residents and non-residents was first introduced in November 1964, and
regulations such as the restrictions on the accepted currencies for deposits, the
qualifications for those opening deposit accounts, and the applied interest rates
have gradually been eased. The list of foreign currencies eligible for deposit was
expanded from U.S. dollars to 15 designated currencies in January 1973, and the
qualification for those eligible to open a resident foreign currency deposit, which
previously included shipping agents only, were relaxed to encompass all residents
in December 1978. The foreign currency deposit interest rates initially varied
according to deposit maturity based on a boundary set by adding a certain rate
to LIBOR, but were fully liberalized in December 1997 and are now autonomously
decided by financial institutions.
Foreign currency deposits are categorized based on the type of depositor:
residents' accounts, overseas accounts, and overseas immigrants' accounts.8)
Residents' accounts and overseas accounts include checking accounts, regular
savings accounts, deposits at call, time deposits, periodic deposits and special
deposits. Overseas immigrants' accounts do not include periodic deposits. Residents'
accounts refer to deposit accounts opened by residents. While they are allowed to
deposit only a means of overseas payment, of which acquisition(or ownership) is
recognized or purchased from foreign exchange banks in exchange a means of
domestic payment, there is no restriction on disposal. However, for overseas
of up to 100 million dollars, general corporations up to 1 million dollars and individuals up to 30,000 dollars. Since then, the
limit on overseas deposits and the scope of foreign institutions for overseas deposits have continuously expanded, with most
of the limits being lifted in January 2001. Currently, residents' overseas deposits must be reported to the head of the designated
foreign exchange banks that they have transactions with and remittance should be made through the same bank. However,
when a general resident wants to remit more than 50,000 dollars per transfer for overseas deposit, it must be reported to the
Governor of Bank of Korea.
8) The Foreign Exchange Transactions Act has different legal regulations depending on whether the party to the foreign currency
transaction is a resident or non-resident. "Residence" does not depend on the economic entity’s place of residence or nationality,
but rather the location of the center of major economic profit in terms of economic activities. In general, when an economic
entity has performed or has intention to perform economic activities in a certain country for one year or longer, that country
is regarded as the center of major economic profit.
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payment, payment confirmation by a foreign exchange bank is required. Overseas
accounts are deposit accounts that are opened by non-residents, individual foreign
residents, employees of Korean embassies and legations abroad and their families
living with them. Overseas payment means that are remitted from overseas or of
which acquisition or ownership is recognized can be deposited in overseas accounts
and can be remitted overseas for disposal without restriction. Meanwhile, overseas
immigrants' accounts are deposit accounts opened by overseas emigrants or overseas
Koreans, allowing them to temporarily deposit funds for the disposal of domestic
properties and to withdraw money in case of overseas remittance.
The interest rates of foreign currency deposits are autonomously decided by foreign
exchange banks in consideration of factors such as major international financial
market interest rates. Foreign exchange banks are required to deposit payment
reserves at the ratio decided by the Monetary Policy Board of the Bank of Korea.

B. Loan Business
Loans are the core means by which banks grant credit. Based on their method
of operation they can be classified as either bill discounting or loans, and loans
are then further divided into loans on bills, loans on documents and overdrafts.
Bill discounting allows a financial institution to supply a borrower with funds by
purchasing bills acquired by the borrower following deduction of the interest
accrued from the date of bill discounting until the date of maturity. Loans on bills
allows the borrower to be provided with capital by designating the bank as the
recipient of issued promissory notes. These are generally used for the lending of
short-term working funds to enterprises. A loan on documents allows the bank to
demand a bond of debt rather than a bill from the borrower. These are frequently
used for loans attached to special contracts, household loans that do not allow
refinancing prior to the point of repayment, and long-term facilities loans. An
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overdraft allows a bank to offer payment service on checks issued in excess of the
balance of a checking account in the form of an automatic loan, within the limits
on loans on overdrawn accounts agreed upon in the contract between the holder
of the checking account and the bank. The most commonly issued type of loans
extended by banks is loans on bills, which entail more benefits than do loans on
documents, since it is possible to acquire bills protected by civil law related to loans
for consumption contracts as well as by the Bills of Exchange and Promissory Notes
and Checks Act. Loans on bills are also preferred because banks can receive loans
from the BOK with such bills as collateral securities.
Moreover, loans include discounted commercial bills, foreign trade loans, general
loans and housing related loans. As of the end of 2017, 81.5 percent of loans made
in Korean won are general loans, 13.2 percent housing loans and 0.9 percent
Secured Receivables Loans. Nationwide and local banks show similar patterns of
lending, while the Korean branches of foreign banks issue mostly general loans.

Table Ⅲ - 5

Commercial Bank Loans in Won
(as of the end of 2017)

Nationwide Banks
Amount
Loans with banking funds

Portion

Local Banks
Amount

Portion

Units: Billion won, %

Branches of Foreign
Banks
Amount
Portion

Commercial Banks
Amount

Portion

856,649

98.3

134,859

98.7

15,592

100.0

1,007,100

Bills discounted

1,406

0.2

626

0.5

－

―

2,031

0.2

Overdrafts

1,190

0.1

244

0.2

660

4.2

2,093

0.2

General loans

98.4

704,279

80.8

115,131

84.3

14,429

92.5

833,839

81.5

Loans for corporate’s purchases

4,949

0.6

1,196

0.9

－

－

6,145

0.6

Secured receivables loans

8,692

1.0

491

0.4

－

－

9,183

0.9

Foreign trade loans

6,682

0.8

988

0.7

－

－

7,670

0.7

121,212

13.9

13,396

9.8

260

1.7

134,869

13.2

Housing-related loans

8,041

0.9

2,772

2.0

243

1.6

11,057

1.1

Loans with government funds

Others

14,558

1.7

1,739

1.3

－

－

16,297

1.6

Total

871,207

100.0

136,598

100.0

15,592

100.0

1,023,396

100.0

Source : Bank of Korea

In the meantime, by borrower, the proportion of household loans (51.3 percent)
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and corporate loans (48.7 percent) are similar. This is because enterprises have
reduced their bank lending as part of the movement to enhance their financial
soundness by reducing their debt ratios since the 1997 Asian currency crisis. Banks
have also grown more sensitive to credit risks, expanding their holdings of
relatively stable household loans while reducing their riskier business loans.

Table Ⅲ - 6

Proportions of Commercial Bank Loans, by Borrower

Household loans
Business loans

(as of period-ends)

Unit: %

2000

2005

2010

2017

39.3

49.8

49.6

51.3

60.7

50.2

50.4

48.7

(60.4)

(47.9)

(50.2)

(48.6)

Note: Figures in ( ) refer to the shares of business loans, excluding agricultural, fisheries, forestry and mining areas.
Source: Bank of Korea

With the exception of those on fiscal funds, all interest rates have been
liberalized since July 1994. Most commercial banks had in the past used loan
interest rates linked to market interest rates, but since February 2010 the cost of
funds index (COFIX) has been used, especially for household loans. The COFIX is
calculated by the Korea Federation of Banks calculates considering the average cost
of funds of the time and savings deposits (including time deposits, periodic
deposits, mutual installments and housing installments), as well as of the CDs,
RPs, cover bills and financial bonds, of eight domestic banks, and discloses it on
the 15th of every month (based upon newly extended loans, and balance
outstanding).
Meanwhile, the Banking Act regulates the loan businesses in diverse ways to
restrict concentration of loans and to secure the soundness of banks. In order to
prevent the excessive expansion of loans to major shareholders and the same
person, loans above a certain ratio of capital are not permitted. Moreover, through
the designation of industries for loan prevention, unproductive or speculative loans
are prohibited. And to expand opportunities to increase their availability of funds
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for SMEs with weak credibility and collateral ability, the Act stipulates that banks
provide a certain portion of the incremental financial loans in won to SMEs. This
proportion is decided by the Monetary Policy Board of the Bank of Korea, and as
of the end of 2017 it is set at 45 percent or higher for nationwide banks, 60 percent
or higher for local banks and 35 percent or higher for foreign bank branches.

Commercial Bill Discounting
Commercial bill discounting is a representative type of lending, along with loans
on overdrawn accounts, which provides enterprises with short-term working funds.
It allows a financial institution to discount and purchase issued bills related to
commercial transactions prior to the date of maturity, and make payments to
recipients who request bill discounting. Commercial bill discounting is a traditional
form of commercial financing as a short-term loan with automatic repayment.
Commercial bill discounting can be performed on all bills issued, transferred or
accepted through the process of commercial transactions. Meanwhile, banks are
allowed the rediscounting of bills purchased on discount from the BOK. A screening
system for appropriate business regarding loans from the BOK was formerly in
place, but was abolished since March 19949).

Foreign Trade Loans
Foreign trade loans are loans to supply export-related businesses and providers
of raw materials or finished goods for export with the funds needed to carry out
their businesses.
Foreign trade loans are executed for those who request loans, including
enterprises intending to export or to domestically provide goods or construction
9) In March 1994, the Bank of Korea introduced the Aggregate Credit Ceiling Loan System, which incorporates loan systems including
commercial bill re-discounting, trade financing and loans for the production of basic materials and parts to streamline and refine
policy finance and to reinforce the Bank’s monetary control function. In December 2013 the Bank also reinforced its support
for SMEs, including through renaming the Aggregate Credit Ceiling Loans System to the Bank Intermediated Lending Support
Facility and adjusting its structure.
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services, based on export L/Cs (letters of credit), documents against payment
(D/Ps), documents against acceptance (D/As), or other export-related contracts;
for those intending to provide raw materials or finished goods for export based on
domestic L/Cs; and for those who have exported or provided those services in these
manners based on export performance. Entities such as companies belonging to the
main debtor groups are not allowed to seek such trade financing.
With regard to their use, banks provide separate financing in accordance with
the use such as for production, provision of raw materials, or purchase of finished
goods, and also provide comprehensive financing to businesses with less than 200
million US dollars of export revenue in the prior year or in the twelve months prior
to that date.

Overdrafts
Overdrafts are loans which allow a bank to make payment on issued checks or
bills that exceed the balance of a checking account within limits agreed upon in
the contract between the bank and the holder of that account. The borrower makes
repayment by depositing funds in the checking account at any time within the
agreed upon loan period. Overdrafts, the simplest and most immediate type of bank
loan, are a highly convenient system for enterprises which require frequent
deposits and withdrawals of funds. However, they may entail risks for the banks
stemming from unpredictability in the amounts and times of the loans, and so
banks provide overdrafts only to those enterprises having close business
relationships with them and favorable credit statuses.

General Loans
General loans include all loans with no limits on their use and no designated
loan forms. The periods of such loans are generally less than one year in the case
of business working funds and private funds and three to seven years in the case
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of business facilities funds. A grace period for repayment can be determined in
cases where profit is created only after a period of time. Facilities fund loans whose
periods exceed three years should be repaid in monthly installments over a
less-than-one-year period in order to prevent the freezing of capital.
Business working fund loans can also be made in the form of revolving facilities
of current funds in a limited transaction system. This allows revolving facilities
of short-term business working fund loans for a period of less than one year, below
a pre-determined credit ceiling for businesses with favorable credit status.

Loans Related with Installment Savings
The purpose of loans tied to installment savings is to provide convenient
financial accommodation to holders of installment savings. This includes loans on
installment savings and loans on the collateral of installment savings. The
borrower and the method of the loan are decided autonomously by the individual
bank. A loan on installment savings allows lending within the range of an agreed
amount of installment savings after monthly installments have been completed for
a determined period of time (approximately one quarter of the total period). A loan
on the collateral of installment savings allows loan extension within the range of
the installments that have been paid.

Loans for Corporate Purchases
Loans for corporate purchases were introduced in May 2001, in order to address
the side effects of the use of commercial bills and to promote cash payments in
business transactions.
Through this type of loan, upon completion of the goods provision a supplier
issues a bill of exchange, designating the buyer as the payer and the payment made
for the goods as the amount payable. After the supplier requests that the bank
collect the payment, the buyer takes out a business purchase loan within the limit
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set by the loan provider at the time of payment and settlement of the bill of
exchange.
The period of a loan for corporate purchases is autonomously decided on by the
provider in consideration of the financial conditions of the buyer and the actual
loan period required. The amount of the loan is pre-determined within the limits
of the purchase amount (the amount of the bill of exchange issued by the provider).
Loans for corporate purchases are executed only for corporations with business
licenses. Companies belonging to main debtor groups are not allowed to receive
business purchase loans.

Foreign Currency Loans
Foreign currency loans are loans in which entities such as foreign exchange
banks provide domestic residents with loans in foreign money. These loans include
loans in U.S. dollars and Japanese yen for funding based on actual demand and
to be used mostly overseas, including for the import of goods or the payment of
service fees, foreign direct investment funding, and the repayment of principal and
interest on foreign currency loans. The foreign currency loan system was started
after enactment of the Regulation on Foreign Currency Loans in November 1952,
to support the introduction of raw materials and facility materials. Currently, the
system is based on the Sub-regulation on Foreign Exchange Transactions.
In the past, borrowing of foreign currency loans was limited to loans for the
management of external debt, currency and foreign exchange, but this was
liberalized in October 2001. However, the scope of borrowers was limited again in
August 2007 and January 2008 — to overseas end-users and domestic facility
funds, respectively — due to the soaring of external debts from foreign currency
loans extended for the purpose of raising won funds, and the increasing pressures
for won appreciation. The limit was after that eased in some part, but since July
2010 foreign currency loans have been limited to those for overseas use only. The
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loan ceiling is decided within the amount required, and the loan period is set by
the FX bank, in consideration of the use of the funds and the financial conditions
of the requesting party. Interest rates are autonomously decided on by FX banks
in consideration of major international rates and the cost of the FX loan business.
In general, they are decided based on LIBOR with some premiums, taking into
account the funding costs of the financial institutions and the credit ratings of
the borrowers.

C. Domestic Exchange Businesses
Domestic exchange refers to a financial transaction conducted through a bank,
by which payment claims and liabilities are settled or money is received without
direct cash transactions between contracting parties in distant domestic locations.
Unlike loan or deposit operations, domestic exchange affairs are not intended to
allow banks to extract interest from funding and fund management. Banks instead
receive fees for their domestic exchange services, but are also able to augment their
funds by temporarily carrying the remitted or collected money within their systems.
In addition, domestic exchange assuages the risk surrounding cash transactions
and saves time and expense, facilitating the flow of funds within the national
economy.
In general, domestic exchange can be divided into remittance exchange, which
enables a debtor to remit funds to a creditor through a bank, and collection
exchange, by which a creditor commissions a bank to collect debts from a debtor.
The interbank exchange system, which entered into operation from December 1989,
allows a sender to transfer money to a recipient even when they are clients of
different banks, thereby significantly improving banking efficiency and customer
service.
Interbank credits and debits resulting from domestic exchange operations are in
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principle cleared at the Seoul Clearing House. Each bank uses its current deposit
at the Bank of Korea to clear its exchange balances. In sum, banks’ credits and
debits from domestic exchange are ultimately settled through book entry transfer
between their reserve deposit accounts at the Bank of Korea.

D. Foreign Exchange Businesses
Foreign exchange (FX) allows international credits and debits to be settled
through the brokerage of FX banks rather than the transportation of cash.
Alongside this functional definition, foreign exchange also refers to specific means
of international payment such as bills, checks and securities denominated in foreign
currencies. In order to avoid confusion, the Foreign Exchange Transactions Act
defines FX as means of international payment, and foreign currency-denominated
securities and bonds.
From the time of Foreign Exchange Control Act establishment in December 1961
until the mid-1980s, Korea managed its foreign exchange on a positive system
basis, intended to efficiently operate foreign currency funds while maintaining the
balance of international payments and stabilizing the value of the Korean won. As
a result, FX-related activities conducted by banks were largely restricted. Starting
from the mid-1980s, however, the balance of payments shifted to a surplus and
a series of FX deregulation measures were enacted in response, considerably
expanding the size and scope of banks’ FX operations. The FX liberalization process
accelerated in the aftermath of the 1997 currency crisis, which led to the
liberalization of the following activities: foreign investment in stocks and
short-term financial instruments, medium to long-term foreign currency
borrowing by corporations, and overseas securities issuance.
In line with this trend, the government abolished the Foreign Exchange Control
Act in September 1998 and, in its place, enacted the Foreign Exchange Transactions
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Act, which entered effect from April 1999.10) This law focuses on the ex post facto
administration of FX rather than ex ante regulation. In consideration of the
significant increase in demand for FX services accompaning financial globalization,
the legislation adopted a registration system allowing financial institutions
registered for FX operations to conduct such activities even if they are not FX
banks. Commercial banks also provide FX services, because they belong to the
category of FX institutions as set by the Enforcement Decree of the Foreign
Exchange Transactions Act.
Commercial banks’ FX operations consist largely of the following: foreign
currency issuance and trading, foreign currency payments, collection and receipt
for transactions between Korea and other nations, deposits, foreign currency
borrowing and lending, loan guarantees, and additional services for both residents
and non-residents. Foreign currency issuance refers to a bank’s issuance of foreign
currency-denominated bonds or securities as a means of borrowing from overseas,
or to the underwriting of such instruments by participating in their issuance by
corporations and other institutions.
FX trading is divided into general FX trading and FX trading with FX banks.
General FX trading encompasses purchasing export bills of exchange, which often
accompany international trade, settling import bills, trading foreign currency bills
and traveler’s checks with travelers, and FX trading to allow the repayment of
the principal of and interest on foreign bonds. In this case, FX buy and sell rates
are determined by the president of the bank concerned, in consideration of the
overall exchange rate9)of that day(cross exchange rates for currencies other than
10) While the Foreign Exchange Control Act focused on the reasonable adjustment or management of foreign currency transactions
and overseas transactions, the Foreign Exchange Transactions Act focuses on making overseas transactions smooth by
guaranteeing the freedom of foreign currency transactions and overseas transactions. Therefore, while the Foreign Exchange
Control Act generally prevented capital transactions accompanying international fund transactions and allowed them only when
deemed necessary based on the objectives of the law, the Foreign Exchange Transaction Act adopts a negative system by
which it generally allows all foreign currency transactions such as capital transactions, including through stating the obligation
of the Minister of Strategy and Finance to make international transactions smooth, while regulating on an exceptional basis only
when transactions are deemed to undermine the sound development of the national economy.
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the U.S. dollar) and the buy and sell rates between FX banks. An FX bank utilizes
interbank trading to manage scarcities or surpluses of FX funds which may arise
as part of its FX trading with customers, or to fine-tune its FX position. Interbank
FX trading occurs both directly between banks and indirectly through FX brokerage
firms11) with the buy and sell rates determined by the supply of and the demand
for FX. FX trading includes spot exchange transactions in which FX delivery and
receipt occur upon the conclusion of a contract; future exchange transactions,
which allow an interval between the signing of a contract and the actual
transaction; and swap transactions, which refer to simultaneous purchases and
sales of identical amounts of a single currency for another with two distinct value
dates.
Foreign currency payment, collection and receipt between Korea and other
nations all derive from the FX settlement of current transactions. As with domestic
exchange, FX can be divided into remittance exchanges and collection exchanges.
Remittance exchange refers to a transfer of money through an FX bank by means
of a domestic debtor (e.g. an import merchant) to an overseas creditor (e.g. an
export merchant). In contrast, as a means of collecting debt a creditor uses
collection exchange to issue a bill of exchange, which designates a debtor as the
payer and the bank that purchases (or collects) the bill as the recipient.
Commercial banks carry out the following FX operations in addition: providing
foreign

currency

deposits

and

lending

services,

guaranteeing

foreign

currency-denominated debts to overseas creditors by issuing import L/Cs and
through other activities, dealing in FX-related trust and derivative transactions,
and a range of additional affairs connected to overseas trading.

11) As of the end of 2017, there are a total of ten companies in operation, including four Korean firms (Seoul Money Brokerage
Services, Korea Money Brokerage, KIDB Money Brokerage and IPS) and six foreign companies (ICAP, Tullett Prebon, BGC,
Nittan Capital, GFI and Tradition)
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E. Payment Guarantee Businesses
Payment guarantee means that, under commission of a customer, a bank
guarantees the payment of the customer’s debt to a third party (ascertained debt),
or underwrites a debt (contingent debt) such as a guaranteed debt that the
customer may be called upon to repay in the future. The difference between a
payment guarantee and a loan is that the former does not involve a supply of money
upon the granting of credit.
Payment guarantees are commonly rendered by issuing letters of guarantee, but
may at times take the form of the underwriting (or guaranteeing) of bills of
exchange or the guaranteeing of promissory notes. Issuing an L/C is an additional
means of payment guarantee. In order to prevent misuse of the document for
purposes other than guarantee, the bank is obligated to specify in the letter of
guarantee the scope and amount of the debt, the period during which payment is
guaranteed, and to whom the letter is addressed.

F. Securities Investment Businesses
To diversify its assets and improve its profitability, a commercial bank makes
use of its funds for securities investment as well as for loan provision. Securities
held by commercial banks consist of government bonds, Monetary Stabilization
Bonds, financial and municipal bonds, stocks and corporate bonds.
However, as securities are risk assets with constantly changing values, to ensure
that banks maintain sound management the Banking Act prohibits excessive
securities investment. More specifically, it stipulates that a bank’s investment in
the following instruments shall not exceed 100 percent of its equity capital: stocks
or

debt

securities,

derivative-linked

securities,

beneficiary

certificates,

investment contract securities, depository receipts and equity securities whose
redemption periods exceed three years. As to stocks issued by major shareholders,
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a bank is required to limit its investment to within one percent of equity capital.
Even within the aforementioned limits, a bank is not allowed to invest in equity
securities if the investment may grant it control of another corporation. In
principle, the Banking Act prohibits banks from owning more than 15 percent of
shares issued by other corporations12) Banks are also banned from borrowing
against shares in their own possession.
In addition to securities investment, a commercial bank may under the Banking
Act and the Capital Markets Act conduct various operations related to bonds and
securities. As part of their primary market businesses, banks participate in
government and public bond underwriting and management groups and corporate
bond underwriting groups. Their distribution market affairs include sales of
corporate, government and public bonds under repurchase agreements (RPs), as
well as government bond dealing. Bond underwriting by banks was first allowed
in March 1977 in order to expand the role of banks as institutional investors.
However, it was only with the December 1991 amendment of the Banking Act, which
significantly raised the ceiling for securities investment, that banks began to
actively underwrite bonds. Considering the fact that banks underwrote the majority
of government bonds, issued in bulk in order to maintain the fiscal deficit at a
sustainable level, the government first allowed banks to sell bonds under RPs from
September 1982, in order to alleviate their financial burdens and help them to
diversify their businesses. Government bond dealing by banks was authorized in
October 1998 as part of the introductory process for the primary dealer system,
intended to invigorate the government bond market.

12) According to the Banking Act, a financial institution may, if a company falls under any category of business as determined
by the Financial Services Commission or obtains approval from the Financial Services Commission as necessary for promoting
corporate restructuring, hold stocks in excess of 15 percent of those issued.
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G. Other Businesses
Commercial banks carry out a variety of businesses incidental to their inherent
affairs. Under the Banking Act, they are not required to obtain separate
authorization for conducting the following incidental operations: collecting public
utility charges and fees on behalf of municipal governments and public institutions;
renting safety deposit boxes; offering separate safekeeping services for securities
and jewelry.
A bank’s non-banking ancillary businesses consist of those requiring
authorization from the Financial Services Commission (FSC), together with others
that do not. The former include the following: operations related to government,
municipal, and special law bonds under the Capital Markets Act and derivatives
or derivative-linked securities, collective investment by investment trusts;
investment consulting, trading and brokerage; bond sales and purchases under
RPs, credit card operations under the Specialized Credit Financial Business Act;
insurance agency affairs under the Insurance Business Act; and the retirement
pension business under the Guarantee of Workers’ Retirement Benefits Act.
Ancillary operations involve the following: affairs permitted to banks by the
financial regulations; the trust and management business related to asset-backed
securitization; brokerage, arrangement and agent services for corporate
restructuring; consulting and support operations related to corporate management,
restructuring and finance; and sales of commercial and trade bills.

(3) Sources and Uses of Funds
A. Sources of Funds
Commercial banks’ financial statements demonstrate that they are increasingly
relying for funds on deposits in domestic currency and financial bond issuance,
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while their dependence on borrowing from the Bank of Korea has declined.
The percentage of deposits in domestic currency, banks’ main source of funds,
grew from 53.2 percent as of the end of 2010 to 60.0 percent as of the end of 2017.
The proportion of foreign currency deposits has also increased from 1.8 percent
(2.4 trillion won) to 4.5 percent (7.8 trillion won) over the same period. The
proportion of domestic currency-denominated financial bonds, which have been a
main source of funds for commercial banks since their issuance by commercial
banks was legalized in February 1997, has decreased from 6.7 percent as of the
end of 2010 to 4.9 percent as of the end of 2017. Moreover, the proportion of foreign
currency borrowings has decreased from 2.2 percent to 0.6 percent during that
time.
Sources of Commercial Bank Funds

Table Ⅲ - 7

(as of period-ends)

2000

Unit: Billion won and %

2010

2017
Amount
1,482,793

Amount
508,863

Portion
89.8

Amount
1,122,756

Portion
83.4

327,966

57.8

715,840

53.2

1,046,194

13,502

2.4

29,728

2.2

21,459

1.2

6,245

1.1

5,132

0.4

9,817

0.6

(Foreign Deposits)

21,882

3.9

24,211

1.8

78,368

4.5

(Financial debentures)

16,599

2.9

90,041

6.7

85,419

4.9

Domestic liabilities

1)

(Deposits)
(CDs)
(Borrowing from BOK)

Portion
85.1
60.0

Overseas liabilities

31,383

5.5

126,885

9.4

130,367

7.5

Capital

26,722

4.7

96,122

7.1

129,067

7.4

566,968

100.0

1,345,763

100.0

1,742,226

100.0

Total

Note: 1) Others include borrowings from industrial funds, call money, inter-office account and unpaid foreign exchange
spot, etc.
Source: Bank of Korea

In regard to their primary sources of funds, no clear distinction between
nationwide and local banks can be found. However, foreign bank branches differ
markedly from domestic banks. In other words, as for foreign bank branches,
domestic currency deposits represented only 8.6 percent of their total funding
sources at the end of 2017, which is much lower than the figure for domestic
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commercial banks (60 percent), while foreign currency borrowings, including
borrowings from headquarters, was a main source of funds, accounting for 38.7
percent.

B. Uses of Funds
Commercial banks operate the largest proportion of their funds as loans and
securities investments. Among total assets, the percentage of domestic currency
loans increased from 51.9 percent at the end of 2010 to 58.7 percent at the end
of 2017, and that of securities investment was declined from 18.9 to 15.2 percent.
This trend can be attributed to the recent sharp rise in banks’ household lending
driven by the continued low interest rates and the enhanced global capital
regulations since the global financial crisis, as well as to the increase of securities
investment with a focus on bonds.

Table Ⅲ - 8

Uses of Commercial Bank Funds
(as of period-ends)

2000
Domestic Assets1)

Amount
524,909

Unit: Billion won and %

2010
Portion
92.6

Amount
1,295,837

Portion
96.3

2017
Amount
1,617,820

Portion
92.9

(Cash)

14,114

2.5

10,944

0.8

8,674

0.5

(Deposits)

21,283

3.6

36,429

2.7

49,371

2.8

(Securities)

145,814

25.7

254,381

18.9

263,985

15.2

(Loans)

237,395

41.9

698,737

51.9

1,023,397

58.7

14,107

2.5

55,759

4.1

29,775

1.7

Oversea Assets

42,059

7.4

49,925

3.7

124,406

7.1

Total

566,968

100.0

1,345,763

100.0

1,742,226

100.0

(Loans in Foreign Currency)

Note: 1) Others include call loan, inter-office accounts, temporary payment and advances, etc.
Source: Bank of Korea

Compared with their domestic counterparts, foreign bank branches held a lower
proportion of domestic currency loans and a higher percentage of securities, FX
and other instruments. In other words, the proportion of loans in won at foreign
bank branches is 6.5 percent, which is much lower than that of domestic commercial
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banks, while their proportion of securities and others are 17.0 percent and 39.4
percent, respectively, which are higher than those of domestic commercial banks.

3. Specialized Banks
(1) Korea Development Bank
A. History
Chosun Industrial Bank, established in 1918, was the first long-term financial
institution supporting Korean industry. After the nation’s August 15, 1945
liberation from Japanese occupation its name was changed to the Korea Industrial
Bank. The bank financed and provided long-term funds to industry up until
outbreak of the Korean War in June 1950. With the ceasefire of July 1953, securing
of long-term funds for industry emerged as the utmost priority for lifting the
nation out of the devastation of the war and restoring commodity production. In
response to this need, the government enacted the Korea Development Bank Act
in December 1953, intended to supply crucial funds for the reinvigoration of
industry and national economic development. In April 1954, the Korea Development
Bank (KDB) was founded, assuming the assets and liabilities of the Korea Industrial
Bank. Its entire capital was contributed by the government.
The Bank has played different roles based on the stage of Korea's industrial
development. Until in the 1950s, the bank focused on providing funds required for
post-war recovery, utilizing international aid and governmental funds. In
December 1961 the KDB Act was amended to expand the bank’s functions,
permitting it to borrow foreign capital and to guarantee enterprises’ debt. From
that point on, and throughout the 1960s and 1970s, the bank principally supported
heavy-chemical, export-oriented and other key industries through government
funds and overseas borrowings.
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In the 1980s, as investment in the heavy and chemical industries was adjusted
and industry restructuring took place centering on technology-intensive fields, the
bank shifted its focus from policy-backed financing for strategic sectors to
providing support for restructuring, technology development high-tech sectors and
the material and component industries. For funding, it began to rely increasingly
on the issuance of Industrial Finance Bonds (IFBs) rather than government or
overseas borrowings. In the late 1980s its business areas were considerably
expanded to include trust and securities operations such as securities underwriting,
sales and offerings.
In the 1990s the bank engaged in corporate and investment banking, in order
to nurture high-tech industries, and in new policy financing to assist the nation
as it overcome a currency crisis. In 1997 it began to issue certificates of deposit
and cover bills, like commercial banks. From 2002 the bank began to lend, as a
means of collecting debt, stock purchase funds to its customer corporations seeking
to merge with or acquire other enterprises, as well as to issue exchangeable bonds
and other securities in addition to IFBs for funding.
The June 2009 amendment121 of the KDB Act13) initiated the process of
privatizing the bank, which subsequently became an affiliate of the KDB Financial
Group upon the group’s establishment in October 2009. The amendment further
expanded the KDB’s business areas to include retail banking operations such as
household loans and demand deposits, along with additional banking affairs.
However, as the privatization plan was not implemented as planned, the Korea
Development Bank, integrating the former Korea Development Bank, the Industrial
Bank Holding Company and the Korea Finance Corporation, was established based
on the revised Korea Development Bank Act in January 2015. It is currently
13) This amendment specifies as its purpose the privatization of the KDB, and stipulates that the bank, like commercial banks, shall
be subject to the Banking Act, and its governor appointed via a shareholder’s meeting rather than by the government. With
the establishment of the Korea Finance Corporation Act in April 2009, the bank’s policy financing operations were transferred
to the Korea Finance Corporation, which was founded in October 2009 by a division of the bank’s assets.
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exploring ways to re-establish its roles as the supplier of policy finance including
through announcing the KDB Innovation Plan in October 2016.

B. Major Activities
The Korea Development Bank is not governed by the Banking Act in principle
and is required to receive approval of the Financial Services Commission with
regard to its fund management and activities. The KDB plays the role of supplying
policy funds to areas for the development of the financial industry and the national
economy, including through fostering small and mid-size companies, leading
innovative growth in response to the Fourth Industrial Revolution and exploring
global financial markets. Its sources of funds are deposits and installment deposits,
IFBs, and government and overseas borrowings.

(2) Korea Eximbank
A. History
The Export-Import Bank of Korea (Korea Eximbank) provides financing required
for importing and exporting, overseas investment, and overseas natural resource
development. The bank is based on the Export-Import Bank of Korea Act legislated
in July 1969 to meet the demand for a specialized financial institution that would
more efficiently support heavy and chemical exports on a deferred payment basis
and overseas investment, against the backdrop of the changing export structure
in the late 1960s.
The bank’s establishment was initially postponed, however, in consideration of
domestic industrial and financial conditions and the import/export scale of capital
goods based on medium and long-term credit. The government instead loaned the
Korea Exchange Bank 100 million won, to temporarily carry out affairs intended
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for the Eximbank from October 1969.
The exports on deferred payment bases of heavy and chemical goods, ships in
particular, grew dramatically from the mid-1970s. And as a result, the Korea
Eximbank was founded in July 1976 with a total capital of 55.4 billion won —
including a 20 billion cash contribution from the Bank of Korea, 30 billion won
in capital converted from debts owed to the Korea Exchange Bank, and a 5.4 billion
won contribution from the government.
During the period when the Korea Exchange Bank had been acting on its behalf,
the Eximbank was involved only in lending for deferred payment exports and
overseas investment. In 1977 it commenced offering loans for the provision of
technology, and in 1979 began to offer buyers’ credit on a direct basis, along with
interbank export loans. In 1980 the bank became the first in Korea to introduce
a joint financing scheme, and began dealing in interbank export credits from
overseas financial institutions so as to allow deferred payment imports of the
natural resources required for export goods production. It initiated a credit service
for natural resource projects in 1981, and an import credit service in 1988.
Since June 1987, Korea Eximbank has served as the executor of the Economic
Development Cooperation Fund (EDCF) established to provide official development
assistance funds to developing nations14). The bank was entrusted by the Ministry
of Unification with the Inter-Korean Cooperation Fund (IKCF) in March 1991, and
has in line with this reviewed, financed and provided follow-up management to
conditional and unconditional assistance projects aimed at promoting bilateral
exchange and cooperation between North and South Korea. In September 2003, it
was designated as the bank of account clearance with the Foreign Trade Bank of
14) The Economic Development Cooperation Fund is a policy fund established in 1987 to support the industrialization and economic
development of developing countries and to promote the economic exchanges of Korea with such developing countries. The
sources of funding consist mostly of government funds and loans from special accounts for treasury, and the Minister of Strategy
and Finance, who is in charge of the management of the fund, is consigning the business related to the use and management
of the fund to Korea Eximbank.
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the Democratic People’s Republic of Korea.
As of the end of 2017, 66.3 percent of its shares are owned by the government,
23.9 percent by the Korean Development Bank and 9.8 percent by the Bank of
Korea.

B. Major Activities
The major activities of the Korea Eximbank are as follows: supplying credit for
the promotion of exports and provision of technology overseas; offering credits to
foreign governments or individuals in order to encourage their imports of goods
or technologies from Korea; extending credits to facilitate the import of
commodities or natural resources essential to the national economy; offering
credits for overseas investment; and FX and guarantee operations.
The bank is funded by loans from the government, domestic and overseas
financial institutions and the issuance of import/export financial bonds.

(3) Industrial Bank of Korea
A. History
Until the 1950s, small and medium-sized enterprises (SMEs) relied for financial
support mainly on funds from commercial banks, counterpart funds from the United
Nations Korean Reconstruction Agency (UNKRA) and the International Cooperation
Administration (ICA) under the U.S. State Department, and funds based on special
accounting such as reserves from the disposal of devolved properties. SME support
operations were moreover carried out by diverse financial institutions, including
commercial banks, the Korea Development Bank and the Agricultural Bank.
In order to reorganize the existing model and construct a more efficient financial
support system for SMEs, the Industrial Bank of Korea (IBK) was founded pursuant
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to the Industrial Bank of Korea Act in 1961, and located in city offices formerly
belonging to the Agricultural Bank. Its founding missions were to effectively
support economic activities by SMEs, and to help bolster their economic footings
through formation of an efficient credit system. The bank began to guarantee credit
to SMEs in April 1967 and to issue small and medium industry (SMI) finance bonds
in September 1982, so as to secure sources of funds and diversify its financing
measures.
The bank’s capital was originally designed to consist of a contribution of at least
50 percent from the government and the remainder from SMEs. The December 1991
amendment of the IBK Act allowed private investors other than SMEs to contribute
to the bank’s capital, however, and stipulated that its capital be split into stocks
rather than investment certificates.15) In 1997, the government’s legal obligation
to contribute at least half of the bank’s capital was terminated.16)
As of the end of June 2017, the IBK’s shareholders consist of the government
with 51.8 percent, the National Pension Service with 9.41%, and minority
shareholders owning less than 5 percent of its total shares each.

B. Major Activities
For funding, the IBK is permitted to conduct deposit operations at the same level
as commercial banks. Since 1982 the bank has issued SMI finance bonds within a
limit of 20 times the sum of its capital and reserves.
Unlike the case with commercial banks, the IBK’s uses of funds focus in principle
on the providing of loans to and discounting of bills for SMEs. Within a scope that
does not interfere with the foregoing affairs, the bank may offer loans or discount
bills for municipal governments, non-profit corporations and organizations, and
15) The IBK is the only specialized bank listed on the Korea Exchange.
16) The IBK was subsequently transformed from a government investment corporation to a government contribution corporation
in November 1997.
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households. However, these may not exceed 30 percent of an amount calculated
by deducting the required reserves from the funds raised from deposits and
installment deposits and the issuance of SMI financing and other bonds.
The IBK lends principally to SMEs able to satisfy the requirements specified in
the Framework Act on Small and Medium-sized Enterprises. This law defines an
SME as an enterprise whose number of full-time employees, and amount of equity
or sales volume, falls within the levels designated by industry and whose control
and management remain independent from large corporations. SME cooperatives
described in the Small and Medium Enterprise Cooperatives Act, and organizations
established to promote the interests of SMEs, can in addition be deemed SMEs when
necessary.
The IBK is also permitted to conduct securities-related activities, such as SME
stock subscription and underwriting and SME bond subscription, underwriting and
guarantees. However, its stock underwriting must remain within the limits of its
paid-in capital.
The December 1991 amendment of the IBK Act abolished the approval system for
incidental businesses, allowing the bank to autonomously provide such services.
With authorization originally from the Minister of Finance and Economy (and
currently the Financial Services Commission), it is allowed to conduct businesses
that are not a part of its inherent or incidental affairs but that are still required
for fulfillment of its founding missions. In 2003, the system requiring the bank
to obtain approval from the Minister of Strategy and Finance for management of
surplus funds was repealed, enabling it to operate its funds more flexibly in
response to the diversification of its investment instruments.
To ensure that the bank efficiently provides SME banking services and cultivates
managerial soundness, the IBK Act requires the preparation of a business manual,
for reporting to the Financial Services Commission, which includes the following
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items: the bank’s method of providing loans and setting interest rates, the loan
terms and method of collecting principal and interest, the maximum amount of
lending to any one person, and the methods of subscribing, underwriting and
selling shares and corporate bonds. The same law also stipulates that the bank
submit for authorization a business plan to the Financial Services Commission,
consisting of each fiscal year’s project plans and SME funding plans.

(4) Nonghyup Bank
A. History
The National Agricultural Cooperative Federation (NACF), which was the
predecessor of Nonghyup Bank, was founded through consolidation of the
Agricultural Bank and the former Agricultural Cooperative Federation based on the
Agricultural Cooperative Act enacted in 1961. Prior to this merger, Korean
agricultural banking had been bisected into the credit operations of the
Agricultural Bank and the economy-related services of the Agricultural
Cooperative Federation, and the lack of mutual cooperation between the two was
evident. In order to promote the federation’s performance and establish a
diversified support system for development of the rural economy, the two
organizations were thus merged into the current NACF, which was subsequently
granted permission to conduct credit operations as an ancillary business. In 1980,
its livestock support branch was spun off and transferred to livestock cooperatives
and the Korea Federation of Livestock Cooperatives. Municipal and county
agricultural cooperatives, which had been independent corporations as federation
members, were in addition incorporated into the NACF that year, followed by
ginseng and livestock cooperatives in July 2000.
The NACF is a two-tier organization: Local cooperatives, organized independently
by farmers and stockbreeders based on administrative or economic districts, and
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itemized cooperatives featuring the participation of horticultural, fruit growing,
dairy and other specialized agricultural and livestock sectors. Together, they
constitute the membership of the national federation.
The national federation and the local and itemized cooperatives remain
independent corporations, each conducting educational and support functions,
marketing and credit operations, mutual aid and welfare projects. Among these,
credit operations, which include collecting deposits and installment deposits from
members and nonmembers and lending them out, are categorized as banking
businesses. In accordance with the Previous Agricultural Cooperative Act, the
credit businesses engaged in by the federation itself are subject to the Bank of
Korea Act and the Banking Act, and are allowed to be transacted with nonmembers.
In contrast, the Agricultural Cooperative Act does not specify whether or not the
two laws apply to local cooperatives, and limits their dealings to members. Only
the national federation’s credit operations are considered banking, therefore, while
those of the local cooperatives are considered mutual banking bounded by the
Credit Unions Act.
Meanwhile, the national federation’s credit and marketing operations are in the
process of being spun off so as to enhance the stability of its agricultural
administration and marketing businesses. With the enactment of the March 2011
amendment to the Agricultural Cooperative Act, an economic holding company and
a financial holding company were established. Nonghyup Bank was newly
established as a subsidiary of the Agricultural Cooperative Financial Holding
Company along with NH Life Insurance and NH Property Insurance, in March 2012.

B. Major Activities
Nonghyup Bank is nearly identical to commercial banks, encompassing general
loans and deposits, domestic and foreign exchange, loan guarantees and mutual
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installment deposits, securities investment, RP bond trading and factoring, and
trust and credit card affairs in addition to fund loans to farmers, cooperatives and
the national federation. However, Nonghyup Bank differs from commercial banks
in terms of its funding. Its proportion of government funds, including government
loans, is somewhat higher, and its issuance of agricultural finance bonds may not
exceed five times its total capital.

(5) Suhyup Bank
A. History
The National Federation of Fisheries Cooperatives (NFFC), which was the
predecessor of Suhyup Bank, was founded in 1962 under the National Federation
of Fisheries Cooperatives Act. Prior to its establishment business promotion of
fisheries was tasked to the Korean Federation of Fisheries, and fisheries-related
banking to the National Agricultural Cooperative Federation (NACF) and the Korea
Development Bank. In consideration of the underperformance of the federation due
to lack of financing, and a rising call for merging the two operations to enhance
efficiency, the NFFC was created. It commenced its credit provision activities in
1963 and acquired fisheries funds from the NACF and the Korea Development Bank,
assuming full control of fisheries banking.
Its organizational structure is largely similar to that of the NACF. The national
federation serves as the central body, with members consisting of regional fisheries
cooperatives, sectoral fisheries cooperatives and fishery product processing
cooperatives. Regional fisheries cooperatives are organized based upon the cities
and counties they are located in, and their members may establish fisheries funds
for joint projects.
The national federation, district and sectoral fisheries cooperatives, and fishery
product processing cooperatives have been independent corporations, each
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maintaining educational and support functions, marketing and credit operations,
mutual aid and welfare projects, and transportation services. The cooperatives also
handled credit operations until December 2016, Suhyup Bank was established and
the credit business was separated.
Suhyup Bank‘s business is deemed to be that of a financial institution under the
Bank of Korea Act and the Banking Act. In the past, credit businesses carried out
by district fisheries cooperatives and certain sectoral fisheries cooperatives were
similarly considered financial institutions subject to these two laws. However, with
the January 2010 amendment of the National Federation of Fisheries Cooperatives
Act that specified that these laws do not apply to cooperatives, only the national
federation’s credit business operation is now regarded as a financial institution.

B. Major Activities
Suhyup Bank's businesses are mostly identical to those of Nonghyup Bank, except
in that it provides banking services to fisheries communities rather than
agricultural groups. Like commercial banks, the bank deals in general loans and
deposits, domestic and foreign exchange, loan guarantees and mutual installment
deposits, securities investment, RP bond trading and factoring, and trust and credit
card affairs and mutual aid businesses delegated by the federation. As to its
sources of funds, its proportion of government funds, including government loans,
is higher than those of commercial banks, and its issuance of fisheries finance
bonds may not exceed five times its total capital.

(6) Sources and Uses of Funds of Specialized Banks
Details on the sources of funds of specialized banks show that the proportions
of deposits and bond issuance have increased compared to the end of 2010. As of
the end of 2017, among the total sources of funds, the proportion of deposits is
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the highest at 42.0 percent, which is followed by bond issuance at 26.6 percent
and borrowings at 2.6 percent. Among the deposits, savings deposits account for
31.9 percent and deposits received in foreign currency accounts for 2.3 percent,
which is a sharp increase from the end of 2010.
As for the use of funds, the proportions of securities investment and loans are
on the rise. As of the end of 2017, the proportion of loans in the total fund use
is 58.0 percent, accounting for the highest share. This is followed by that
proportion of securities investment at 16.6 percent, which dropped from the end
of 2010 (17.4 percent).

Table Ⅲ - 9

Sources and Uses of Funds by Specialized Banks
2000
Amount

Units: Billion won, %

2010
Portion

Amount

2017
Portion

Amount

Portion

<Sources>
Deposits
Deposits in foreign currency
Borrowings

85,826

33.6

191,649

38.5

329,042

42.0

1,933

0.8

3,504

0.7

17,743

2.3

38,001

14.9

30,628

6.2

20,188

2.6

Financial debentures

41,764

16.3

102,596

20.6

208,062

26.6

Other

80,662

31.6

140,298

28.2

150,806

19.3

Capital

6,403

2.5

13,630

2.7

24,021

3.1

Surplus

918

0.4

14,969

3.0

32,831

4.2

255,508

100.0

497,274

100.0

782,693

100.0

2,830

1.1

2,645

0.5

2,424

0.3

Total
<Uses>
Cash
Deposits

5,117

2.0

13,592

2.7

16,433

2.1

Deposits in foreign currency

4,347

1.7

1,154

0.2

5,256

0.7

Securities
Loans
Loans in foreign currency

55,856

21.9

86,645

17.4

130,048

16.6

104,549

40.9

288,411

58.0

480,937

61.4

11,562

4.5

24,790

5.0

15,037

1.9

Fixed assets

4,026

1.6

5,661

1.1

8,427

1.1

other assets

67,222

26.3

74,376

15.0

124,132

15.9

Source: Bank of Korea
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Meanwhile, the details of the sources of funds of Korea Eximbank show that its
funding comes mostly from the issuance of bonds in foreign currency. As of the
end of 2017, the issuance of bonds in foreign currency accounted for the highest
share with 53.2 percent, which is followed by other liabilities at 25.5 percent and
capital accounts at 14.4 percent. In contrast, the proportion of loans in foreign
currency slightly decreased from the end of 2010 to 6.9 percent.
Since its establishment, the bank has focused its use of funds on providing loans
in foreign currency. The proportion of loans among the total uses of funds is 76.6
percent, and the proportion of loans in foreign currency is 56.1 percent. Meanwhile,
the proportion of securities stands at 14.2 percent.

Table Ⅲ - 10

Korea Eximbank's Financing and Operation
2000
Amount

Units: Billion won, %

2010
Portion

Amount

2017
Portion

Amount

Portion

<Sources>
Borrowings

3,878

30.6

3,442

7.1

6,014

6.9

Financial Debentures

3,780

29.8

25,733

53.2

46,694

53.2

Others

2,330

18.4

12,601

26.1

22,409

25.5

Capital

2,681

21.2

6,560

13.6

12,608

14.4

12,669

100.0

48,336

100.0

87,724

100.0

Cash and deposits

1,265

10.0

1,610

3.3

2067

2.4

Securities

2,365

18.7

3,221

6.7

12,454

14.2

Loans

Total
<Uses>

7,436

58.7

38,074

78.8

67,200

76.6

Fixed assets

18

0.1

71

0.1

362

0.4

Other assets

1,585

12.5

5,360

11.1

5,641

6.4

Source: Bank of Korea

174

2. Non-bank Depository Institutions

2

Non-bank Depository Institutions

1. Overview
Non-bank depository institutions generally engage in collecting deposits and
offering loans, just as commercial banks do, but they are intended to serve limited
purposes and fall under distinct regulations concerning their raising and
management of funds. Specifically, demand deposits make up almost none or only
relatively small percentages of their fundraising, and these institutions therefore
maintain marginal credit-creation capacities and provide no or limited availability
of payment and settlement with smaller business scopes than banks, and available
products and services that are restricted in advance in line with the characteristics
of the individual institution concerned.
Non-bank depository institutions include mutual savings banks, credit
cooperatives such as credit unions, community credit cooperatives and mutual
banking institutions, the postal savings, and merchant banks. The types of
business entity vary: mutual savings banks and merchant banks are companies
limited by shares, credit cooperatives are non-profit cooperatives, and the postal
savings system comprises public financial institutions.
Mutual savings banks are local financial institutions intended to serve the lower
income brackets and small enterprises in given administrative areas through the
provision of financial services. These institutions were established with the
enactment of the Mutual Savings and Finance Company Act, and faced a range of
challenges including poor performance before eventually taking root as local
financial institutions thanks to a series of government measures to foster them,
for example to enhance public confidence in them and to promote their business
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diversifications. As of the end of 2017, there are 79 mutual savings bank companies
in operation and their total assets are around 60 trillion won.
Credit cooperatives include credit unions, community credit cooperatives, and
mutual banking institutions — among them including agricultural cooperatives,
fisheries cooperatives, and forestry cooperatives. These financial institutions serve
to support members’ mutual interests by providing them convenient access to
savings and lending services. Credit unions and mutual banking institutions are
managed in accordance with the Credit Unions Act promulgated in August 1972,
while community credit cooperatives are operated in line with the Community
Credit Cooperative Act enacted in December 1982. As of the end of June 2017, the
total assets held by the mutual banking institutions of agricultural, fisheries and
forestry cooperatives account for the largest share with 338 trillion won, while
those held by community credit cooperatives amount to 153 trillion won and credit
unions 84 trillion won.
Postal savings are a form of public finance that utilizes the nationally dispersed
postal service offices as a financial channel in order to offer savings opportunities
in rural areas where private financial services are not yet fully available. This
service has been delivered and operated pursuant to the Postal Savings and
Insurance Act. As of the end of 2017, total postal savings amount to 63 trillion
won.
Merchant banks engage in overall corporate finance, with the exception of
payment and settlement, insurance and consumer credit. These financial
institutions were introduced by the Merchant Banks Act of December 1975 and are
designed to facilitate the raising of foreign capital. In the wake of the 1997 Asian
currency crisis, however, a string of non-performing merchant banks were merged
and liquidated and the government suspended the granting of permits or approvals
for new ones. As of the end of 2017, there is only one specialized merchant bank
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currently in operation, along with two banks and one securities company currently
providing merchant banking services as ancillary businesses.
In the meantime, among non-bank depository institutions, mutual savings banks
and credit cooperatives may be categorized as microfinance institutions specialized
in raising capital in the form of savings deposits from lower income households
or small enterprises in commerce and industry, based within given regions, and
then offering loans to these target customers. The postal savings system also
serves a partial microfinance function for the populace by providing opportunities
for small-scale household savings in rural and urban areas, but it does not fall
within this category.

2. Mutual Savings Banks
(1) History
Mutual savings banks were created with enactment of the Mutual Savings and
Finance Company Act, one of the three laws that took the lead in carrying out the
August 3 Emergency Economic Measures of 1972 designed to revamp the private
money market and draw private lending facilities into a more organized financial
setting.17) At that time, banks and other institutions in the financial system
focused their limited funds on prioritized segments deemed conducive to economic
growth. To access finance, the general public and small companies consequently
relied on mujin, a common form of informal finance, or on popular funds. However,
reckless management and the challenges inherent to small-scale business led to
a series of bankruptcies, inflicting heavy damage on customers and degrading the
financial order. Against this backdrop the government introduced a new scheme
17) As the Mutual Savings and Finance Company Act was amended to the Mutual Savings Banks Act in March 2001, mutual
savings and finance companies were renamed mutual savings banks, and the name was shortened to savings banks from
2007. (In this document, the term mutual savings bank is used pursuant to the Mutual Savings Bank Act.)
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for mutual savings banks, as part of efforts to protect customers by incorporating
private lenders into the financial landscape and rationalizing their businesses, as
well as fostering financial institutions dedicated to the underprivileged and to small
companies having low credit ratings and sound solvency.
In the early phases of their establishment, problems with insolvency arose at
some savings banks. However, a raft of measures designed to bolster public
confidence in them, including the introduction of a risk-based capital system and
the strengthening of governmental guidance and supervision, together with a
variety of promotional policies, contributed to the laying of a foundation enabling
these banks to succeed as local financial institutions. Consequently, while holding
unfavorable positions compared to commercial banks in terms of their capital,
human resources and public confidence, savings banks went on to grow amid
ongoing surplus demand for capital in the financial markets and on the strength
of a favorable management environment created by the differences in regulation
of their interest rates compared to those of commercial banks.
By the 1990s, however, as financial liberalization and market opening
progressed, this positive environment for mutual savings banks rapidly
disintegrated. After the Asian currency crisis of 1997, a string of regional smalland medium-sized corporate insolvencies exacerbated managerial difficulties,
resulting in the bankruptcies of a great number of mutual savings banks. In an
effort to promote their operation and enhance public confidence in them, the
financial authorities amended the Enforcement Decree of the Mutual Savings and
Finance Company Act and then the act itself — in June 2000 and March 2001,
respectively. Mutual savings and finance companies were in line with this renamed
mutual savings banks, the restrictions on their business areas and requirements
for their establishment of branch offices were eased, their business scopes were
expanded, and their single-borrower credit ceilings were raised. The minimum
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capital requirement was on the other hand doubled, outside directors and audit
committees were introduced, and the requirement for allowing minority
shareholders to exercise rights was eased. In May 2006, an amendment of the
Enforcement Decree of the above-mentioned act allowed robust savings banks to
relax their regulations on single-borrower credit ceilings. Such deregulation as an
impetus to hone the competitive edges of savings banks continued to be pursued.
Against this deregulatory backdrop, some savings banks focused on external
expansion and risky real estate project financing, and the depression of the real
estate market in the aftermath of the global financial crisis of 2008 hurt savings
bank performance. Coupled with the moral hazard of majority shareholders and
management, eight savings banks including Busan Mutual Savings Bank and its
affiliates were ordered to suspend operations in 2011.
In late 1972, during the early stages of their establishment, the number of mutual
savings banks reached 350, but it afterward declined to 192 by late 1980 as
non-performing savings banks were realigned and consolidated and the
establishment of new institutions was restricted. During the period from July 1982
to November 1983, a total of 58 savings banks were established, but after 1997 when
the Asian currency crisis drove a large number of mutual savings banks into
liquidation or merger, the number plunged, standing at 79 as of the end of 2017,
down from 231 at the end of 1997.
Number of Mutual Savings Banks

Table Ⅲ - 11

(as of period-ends)

1985

1990

1995

1997

2000

2005

2010

2017

239

237

236

231

147

110

106

79
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(2) Major Activities
The key businesses of mutual savings banks involve receipts accruing from credit
fraternities, credit installments, demand deposits or installment deposits; lending;
discounting of bills; domestic and foreign exchange transactions; separate
safekeeping; execution of collection and payment as agents; serving as brokerages,
intermediaries or agents for corporate mergers and acquisitions; together with
execution of business on behalf of the government, public organizations or financial
institutions. Moreover, they can engage in activities including the issuance and
management of direct or prepaid electronic payment methods and charge
settlements, investment brokerage activities, the investment trading and trust
business, and installment finance businesses. In the beginning, the businesses of
mutual savings banks were restricted to the affairs of credit fraternities credit
installments, microcredit through installment redemption, and bill discounts
targeting fraternity members or installment depositors. Currently, however, they
handle businesses similar to those of other banking institutions.
The businesses of mutual banks are different from those of banks in that mutual
savings banks have a narrower scope of possible businesses. Mutual savings banks
mostly consist of deposit and loan businesses that are required to promote the
financial convenience of ordinary citizens and SMEs. Furthermore, they can
establish locations including branches only within designated business areas18) and
are required to comply with the obligatory loan ratio within the business areas.
Moreover, while the ownership of equity by any one individual is limited to 10
percent in the case of banks, as for mutual savings banks, individuals or
corporations can own 100 percent of equity with FSC approval.
Concerning their deposit business, mutual savings banks in the past executed
18) It is possible to open and relocate branches to six sales zones in total (① Seoul, ② Incheon/Gyeonggi, ③ Busan/Ulsan/Gyeongnam
④ Daegu/Gyeongbuk/Gangwon ⑤ Gwangju/Jeonnam/Jeonbuk/Jeju ⑥ Daejeon, Chungnam, Chungbuk), and the obligatory loan
ratio is 50 percent or higher in Seoul/Incheon/Gyeonggi and 40 percent or higher in other regions.
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mainly the collection of fraternal dues and credit installments. In 1995, however,
in replacement of common and term installment deposits these financial
institutions were allowed to handle demand and time deposits, making the receipt
of demand and installment deposits their main business.
In terms of their lending, mutual savings banks grant loans on bills and bill
discounts as basic services, as well as handling installment loans linked to deposits,
loans secured by deposits and installment savings, consumer loans, and loans for
employee housing.
Mutual savings banks have been placed under strict regulations regarding their
businesses — with the aim of enhancing public confidence in them, maintaining their
sound management, and preventing them from being utilized for private finance.
First of all, these financial institutions have been prohibited from extending loans
or temporary payments to their largest shareholders and main shareholders, to
members of their management, and to those having special relationships with the
savings banks concerned. They are further prohibited from engaging in cross-lending
activities, such as extending loans or temporary payments to investors in other
mutual savings banks in attempts to evade the previously-described regulations. The
credit ceilings on individual borrowers may in addition not exceed 20 percent of their
equity capital, and securities should be held and borrowed within the limits of an
amount equivalent to their equity capital. In 2004, a limit on the extensions of credit
allowed to individual borrowers was introduced, in order to restrict the numbers of
loans extended to individual borrowers and those sharing credit risks with them to
less than 25 percent of equity capital.
In addition to those regulations, as part of efforts to achieve the goal of mutual
savings bank establishment — in order for them to promote microfinance as
financial institutions for lower income households — these banks are required to
extend more than a fixed portion of their total loans to individuals and small- and
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medium-sized companies within their business areas. The aggregate of loans
extended to individual borrowers that exceed 10 percent of a mutual savings bank’
equity capital may not exceed five times its equity capital. Furthermore, the
institutions are required to hold, as reserves for payment, funds equivalent to
within 50 percent of their total sums of installments, demand deposits and
installment deposits, as regulated by the Financial Services Commission.
Moreover, loans by mutual savings banks are limited to loans from financial
institutions, the Korea Deposit Insurance Corporation or the Korea Federation of
Savings Banks, and loans through issuing corporate bills, and the loan amount can
be up to three times the institution’s equity capital. The offering or sales of
subordinated bonds is allowed only to mutual savings banks with a BIS capital ratio
of 10 percent or higher, a Tier 1 capital ratio of 8 percent or higher, and a credit
rating of Investment Grade or higher, and only when they consign financial
investment entities with an arrangement of offering/sales.
The Korea Federation of Savings Banks (KFSB) is a not-for-profit corporation
embracing mutual savings banks as its members. Its key functions are conducting
research and investigations, establishing cooperative relationships among mutual
savings banks, performing promotional activities designed to bolster a sound credit
order and protect customers, accepting and managing depository receipts and deposits
for reserve requirements from savings banks, providing savings banks with services
such as loans and guarantees, purchasing bills held and sold by savings banks,
conducting domestic exchange transactions, and undertaking tasks commissioned to
it by the government, public organizations or financial institutions. Since 1999,
additional functions have included the public offering, underwriting and sales of
securities as well as the establishment and management of affiliates or investment
in other companies. The KFSB is further involved in standardization and guidance
activities with regard to accounting and businesses at mutual savings banks, and
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conducts training programs for executives and employees of these banks while
engaging in a range of other projects designed to achieve their mutual objectives.

(3) Sources and Uses of Funds
Mutual savings banks generally raise their funds through deposits and use them
for purposes such as loans and securities.
Regarding fund sources, time deposits account for 74.2 percent of the total
mutual savings bank funds as of the end of 2017. Mutual time deposits and mutual
installment deposits, the major means of raising funds at mutual savings banks
in the past, now make up only a minimal percentage of their total funds.
In terms of the uses of funds, total loans increased from 70.8 percent in 2010
to 82.0 percent at the end of 2017 in spite of the decrease in the number of mutual
savings banks due to restructuring in the 2000s. Among loans, general loans
account for the largest share with 76.1 percent. Meanwhile, it was found that
mutual savings banks invest 2.6 percent of their total funds in securities.

3. Credit Cooperatives
(1) Credit Unions
A credit union is a not-for-profit financial institution that promotes the
collection and distribution of funds on the basis of a common bond held between
individuals or groups willing to cooperate, including communities, workplaces and
organizations. In 1960, employees of Maryknoll Hospital and Catholic Relief
Services in Busan established the first credit union in Korea — the Holy Family
Credit Union. Thereafter the credit union movement was set into full-scale action,
triggering a growing need to develop an institutional framework for adoption of
such credit unions in the financial system. The establishment of the Credit Unions
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Act of 1972 provided a sound legal basis for them, and marked a turning point in
credit union development.
A credit union deals in the following services: receipt of deposits and installment
deposits from members, extension of loans to members, domestic exchange
services, execution of business on behalf of the government, public organizations,
the National Credit Union Federation of Korea or financial institutions, separate
safekeeping, and discounting of bills.
Regarding their operational restrictions, a union may borrow funds within the
limits of an amount equivalent to 5 percent of its total assets or its total amount
of equity capital, whichever is greater. As to its fund management, a union may
extend loans to single borrowers within the limits of an amount equivalent to 20
percent of its equity capital or 1 percent of its total assets, whichever is greater.
It must also maintain a minimum of 10 percent of its balance of deposits and
installment deposits as repayment reserves, and deposit half of those reserves with
the National Credit Union Federation of Korea.
The National Credit Union Federation of Korea is a not-for-profit corporate
body composed of credit unions. It operates the following services: guidance on,
surveys of and public relations for the businesses of unions; provision of
educational programs; inspection and supervision of unions; mutual aid services
for members; and the conduct of credit services and projects commissioned by the
government or public organizations. Credit services offered by the National Credit
Union Federation include the receipt and management of deposits, installment
deposits and repayment reserves from unions; the extension of loans to unions;
and domestic and foreign exchange services. Since their 2004 exclusion from the
deposit insurance coverage provided by the Korea Deposit Insurance Corporation,
to guarantee the return of deposits to members credit unions established and have
been operating a credit union deposit protection fund of their own.
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There were 582 credit unions in operation nationwide at the end of 1971, the year
prior to establishment of the Credit Unions Act, but their number had swollen to
1,666 by the end of 1997. The 1997-98 currency crisis caused a rapid expansion
in non-performing bonds, however, leaving a great number of insolvent credit
unions to be liquidated or merged out of existence.19) The total number of credit
unions stood at 960 at end-June 2011.
As of the end of 2017, credit unions source 87.4 percent of their overall secured
funds from deposits including time deposits (72.1 percent), and use them for loans
(70.9 percent), cash and deposits (20.2 percent) and securities investment (5.4
percent), among other uses.

(2) Community Credit Cooperatives
Community credit cooperatives originated with a credit union established in
South Gyeongsang Province in 1963 under the auspices of the National
Reconstruction Movement Federation. Following the 1972 implementation of the
Credit Unions Act, community credit cooperatives fell under the provisions of that
act and the nomenclature for them was unified as “village banks.” Upon 1982
enactment of the Community Credit Cooperatives Act, the name was then changed
to “community credit cooperatives”, and a solid foundation was laid for the
independent development of community credit cooperatives.
A community credit cooperative provides the following services: receipt of
deposits and installment deposits from members, extension of loans to members,
domestic exchange services, execution of business on behalf of the government,
public organizations or financial institutions, separate safekeeping, and more.
Except for certain services such as the discounting of bills, a community credit

19) Since credit unions do not fall under the scope of financial institutions in the Act on the Structural Improvement of the Financial
Industry, their restructuring procedures are carried out based on the Credit Unions Act.
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cooperative performs nearly the same functions as a credit union.
Regarding operational restrictions, a community credit cooperative is only
allowed to borrow funds from the Korean Federation of Community Credit
Cooperatives, the government, public organizations or financial institutions,
within the limits of the aggregate of its invested capital and reserved funds. Its
credit ceilings on individual borrowers may not exceed 20 percent of the aggregate
of its invested capital and reserved funds. It must also maintain a minimum of
10 percent of the balance of its deposits and installment deposits as repayment
reserves, and must deposit half of those reserves with the Korean Federation of
Community Credit Cooperatives.
The Korean Federation of Community Credit Cooperatives, a not-for-profit
corporate body composed of community credit cooperatives, deals in the following
services: guidance on, surveys of and training in the businesses of member
cooperatives; inspection and supervision of member cooperatives; provision of
mutual aid services; and conduct of projects commissioned to it by the government
or public organizations. It provides credit services, including receipts of deposits
and installment deposits from member cooperatives, the lending of funds,
guarantees of payments, and discounts of bills; domestic and foreign exchange
services; separate safekeeping; execution of business on behalf of the government,
public organizations or financial institutions; and the underwriting and sale of
securities. The Federation has established and operates a deposit protection reserve
fund, to guarantee the return of deposits and other savings to members.
By the time the Community Credit Cooperatives Act was legislated there were
11,719 community credit cooperatives in operation, with combined membership of 5.38
million. However, the implementation of this act was followed by a reorganization
of insolvent cooperatives, causing the total members of cooperatives and their
members to decline sharply — to 5,360 and 3.84 million, respectively, by the end
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of 1983. The number of cooperatives has continued to decrease since then, while
membership has gradually increased. As of the end of June 2017 there are 1,355
cooperatives in operation, engaged in transactions with 19.27 million members.
As of the end of June 2017, community credit cooperatives secure up to 87.0
percent of their total funds from deposits including installment deposits, and they
use these funds for loans (68.1 percent), cash and deposits (22.3 percent), securities
investment (4.6 percent) and other debentures.

(3) Mutual Banking of Agricultural, Fisheries, and Forestry Cooperatives
Mutual banking services were launched in 1969 with the establishment of
agricultural cooperative chain stores. This was promoted as part of efforts to
ensure that cooperatives could operate in a self-supporting manner. The adoption
of the Credit Unions Act (1972) established the legal framework for incorporating
the mutual banking services provided by agricultural cooperatives into the
institutional financial system. In June 1974, fisheries cooperatives launched mutual
banking services as well, and livestock cooperatives then followed after their
separation from agricultural cooperatives in January 1981, ginseng cooperatives in
January 1989, and forestry cooperatives finally in December 1993. As of the end
of 2017, mutual banking is conducted at 1,131 agricultural cooperatives, 90 fisheries
cooperatives and 137 forestry cooperatives.
These mutual banking institutions differ from banks in that services are provided
by a non-profit organization based on a human community with certain
qualifications, with geographical restrictions and with the scope of allowed
businesses limited to loans and deposits, while banks are based on a capital
community seeking profit without geographical restrictions and are able to engage
in diverse businesses.
The related business restrictions show that mutual banking institutions can only

187

FINANCIAL SYSTEM IN KOREA

Ⅲ. Financial Institutions

open or relocate branches within a designated geographical area; under shareholder
regulations, they can be owned (100 percent) by individuals or non-financial
companies through approval by the FSC; and they can issue loans to non-members
only up to a certain level based on the purpose of establishment. Moreover,
contributions and deposits from members are the main sources of capital, and
financing through bond issuance is prohibited.
As of the end of 2017, the sources and uses of funds of mutual banking
institutions shows that they raise 96.7 percent of their total funds from member
deposits and operate these funds by extending loans (73.9 percent) and purchasing
securities (15.4 percent).20)

4. Postal Savings
(1) History
The postal savings business was introduced in the early stages of Korea economic
development, to raise funds required for national development projects and to
contribute to the convenience of rural residents in areas where private financial
services were then unavailable. It was operated as one component of incidental
postal services following enactment of the Postal Savings Act in December 1961,
but effectuation of the Law on the Repeal of the Postal Savings Act in March 1977
suspended the acceptance of new deposits and transferred balance management
services to the agricultural cooperatives. The postal savings business eventually
resumed in July 1983, in accordance with the Postal Savings and Insurance Act of
December 1982. Computer networks were established at post offices nationwide in
June 1990, and networks of post offices and banks were connected in 1995, thereby

20) In March 2013, measures to limit the loan-to-deposit-ratio to 80 percent and to add allowances for high-risk loans were taken
to restrain the excessive increase of loans of mutual banking cooperatives.
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providing improved access to banking services via post offices. Meanwhile, in order
to establish a system of responsible management at postal service offices, Korea
Post21) was established in July 2000. Since then, Korea Post has managed all
aspects of postal services, including the postal finance business.

(2) Major Activities
Postal savings are sub-classified into demand deposits and savings deposits. The
Minister of Knowledge Economy determines the specific kinds of deposits, the
persons eligible to make such deposits, and the interest rates paid on them. Postal
savings are managed by the government, and the government thus assumes
responsibility for the payment of principal and interest. Postal savings also raise
funds through the sale of state and public bonds on the condition of their
repurchase.
While the operation of funds was formerly limited to deposits in financial
institutions or purchases of state and public bonds, it has since expanded to include
the trading and lending of securities, lending to financial institutions through
financial brokerage firms, and the trading of derivatives, as prescribed by the
Financial Investment Services and Capital Markets Act following amendment of the
related laws in 2004 and 2009. To maintain stable fund operation some financial
transactions have been conducted with ceilings on purchases, as prescribed by
ordinance of the Ministry of Knowledge Economy. Since 1994, in addition, residual
funds, exclusive of funds required for payment of deposits, have been deposited
in the Public Capital Management Fund as prescribed by the Public Capital
Management Fund Act.
Aside from postal savings, the financial and banking services maintained by a
21) As of February 2013, all work of the Executive Committee of the National Ministry of Science and Technology and parts of
the work of the Ministry of Education, Science and Technology, Ministry of Knowledge Economy and Ministry of Culture, Sports
and Tourism were transferred to Korea Post, currently under the Ministry of Science and ICT.
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postal services office include postal insurance, money orders and postal transfer
s.22) A money order is a means of remitting funds online or through receipt
transfer, and enables the transfer of funds to payees in remote rural areas where
banks may not be accessible. Postal transfer is a system enabling the settlement
of funds via a postal transfer account opened at a post office, and through which
a variety of services can be provided including receipts of taxes, public utility fees
and installments; payments of various pensions and salaries; automatic
withdrawals of public utility fees; and issuances of checks.

5. Merchant Banks
(1) History
The institutional framework for merchant banks was established by the
enactment and promulgation of the Merchant Banks Act in December 1975.
Merchant banks are financial institutions that specialize in corporate finance,
combining medium- and long-term equipment financing services with the
functions performed by British merchant banks and American investment banks.
The establishment of merchant banks was designed to create a new financing
channel through which the private sector would be able to promote increased
importation of foreign capital, and to introduce financial institutions that could
provide consolidated financial services by complimenting the then-existing
financial system divided into banks and securities companies.
The Korea Merchant Banking Corporation was established in April 1976 as the
pioneering merchant bank in Korea. Five additional merchant banks had been
founded by 1979, and after that no further merchant banks were established until

22) In addition, postal services offices are in charge of the trading of foreign currencies and traveler's checks, the purchasing of
postal money orders in foreign currency, and the issuance of debit cards for use in foreign countries.
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the early 1990s. All six merchant banks emerged from joint ventures between
foreign financial institutions and domestic companies including domestic financial
institutions. Investment and financial services companies were converted to
merchant banks in the 1990s, as part of financial industry reorganization, and the
Merchant Banks Act was wholly amended as well. By end-1997, merchant banks
numbered thirty in total, as additional investment and financial services companies
were converted into merchant banks, including nine local companies in 1994 and
fifteen in 1996.
However, reckless investment and expansion of assets brought merchant banks
to insolvency, and they were blamed as the main culprit behind the Korean currency
crisis. Sixteen insolvent banks were liquidated in 1998, and this was followed by
the liquidations or acquisitions of an additional thirteen banks (including one new
merchant bank) between 1999 and 2003. In April 2010, Meritz Investment Bank
merged with Meritz Securities to become Meritz Securities Co., Ltd. With this
event, as of the end of 2017, Woori Investment Bank remains the sole specialized
merchant bank, while Shinhan Bank, Hana Bank and Meritz Securities Co., Ltd.,
which had merged with merchant banks, provide short-term financial services as
ancillary businesses.
Number of Merchant Banks

Table Ⅲ - 12

(as of period-ends)

Unit： number

1990

1995

1997

2000

2005

2010

2017

6

15

30

10

2

1

1

(2) Major Activities
Merchant banks engage in primary businesses as prescribed by law, incidental
businesses as determined by Presidential Decree, and other ancillary businesses
authorized by related laws.
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The businesses of merchant banks include a variety of short-term financial
services: issuance, discounting, trading, brokerage, underwriting and guarantees
of bills expiring within one year; CMA services; factoring; and underwriting,
trading and brokerage of CDs and securities selected for open-market operations.
Merchant banks raise funds primarily through the issuance of bills and through
provision of CMA services.
Merchant banks also engage in borrowing and subleasing of long- and
short-term foreign capital, arrangement of international financing, payment
guarantees denominated in foreign currencies, investment in foreign currency
securities, and trading of foreign exchange and deferred-payment export bills.
The volume of foreign capital borrowed by domestic merchant banks increased
sharply from the 1980s, as they ended their dependence on overseas joint ventures
and began to borrow funds from foreign investors directly. After the currency crisis
starting at the end of 1997, however, a number of merchant banks suffered from
reduced credit ratings and were eventually forced into liquidation. This led to a
sharp reduction in their volume of borrowed foreign capital and a significant
decline in their share of the international financing business.
Merchant banks are also allowed to issue bonds within limits equivalent to 10
times their equity capital, but these limits may be exceeded on temporary bases
as needed for redemption of the issued bonds.
Merchant banks are in addition permitted to operate securities-related services
by participating in the issue market as underwriting groups, including the
underwriting, sale and public offering of securities or arrangements for their sale.
They may also engage in trading, trading on consignment, and acting as brokers
or agents for the trading of securities, as well as in other ancillary businesses such
as equipment leasing, creation and cancellation of investment trusts, management
of investment trust assets, and investment trading and brokerage.
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Financial Investment Services Providers

1. Overview
A financial investment instrument refers to a right “with investment risk"23)
acquired by payment or conclusion of an agreement to pay, at a specific time,
money or similar means of exchange with an intention to earn a profit or avoid
a loss. Financial investment instruments can be classified into securities and listed
and over-the-counter derivatives. The term “financial investment services
providers” indicates a financial institution that deals primarily with affairs related
to the trading of such financial investment instruments.
In a bid to boost the creation of large investment banks and reinvigorate the
capital markets, the Financial Investment Services and Capital Markets Act
(Capital Markets Act) was legislated in August 2007 and took effect in February
2009. The Act integrated and realigned24) the bulk of existing securities-related
legislation. Under its provisions, these institutions became collectively known as
financial investment services providers, and those that engage wholly or partially
in businesses including dealing, brokerage, collective investment, investment
advisory services, discretionary investment services and the trust services that
have received authorization from or are registered with the Financial Services
Commission are categorized as financial investment services providers.

23) “Investment risk” refers to any risk that the amount of money or similar funds paid or payable for the purpose of acquiring
this right may exceed the amount already recovered or recoverable from the right. However, under the Capital Markets Act,
negotiable certificates of deposit in Korean won and beneficial interest of management trusts are excluded from financial investment
instruments, since they are assumed to include less investment risk.
24) Among the fifteen laws governing the capital markets, excluding the Banking Act and the Insurance Business Act, six laws
including the Securities and Exchange Act and the Futures Trading Act were integrated. For the remaining nine (such as the
Specialized Credit Financial Business Act, the Real Estate Investment Company Act, and the Ship Investment Company Act)
the related regulations were reshuffled.
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First of all, investment dealers are those financial investment services providers
engaging in businesses including making transactions in financial investment
instruments, issuing and underwriting securities, inviting offers and offering and
accepting offers for securities on their own accounts, no matter under whose name
this is done. Investment brokers differ from investment dealers in that the former
carry out business based on another person’s accounts no matter under whose name
it is done.
Collective investment services providers deal with collective investments that
manage assets for investment using money or similar funds pooled by inviting two
or more investors to participate in the investment and distribute their yields to
and vest in the investors. Before 2015, those that recommended investments to two
or more investors were categorized as funds even if the actual number of investors
is only one, but funds with a single investor were subject to compulsory
cancellation or dissolution25) from 2015.
Investment advisory services providers offer advice concerning the values of
financial investment instruments26) or provide judgments on investment in such
instruments. Discretionary investment services providers manage financial
investment instruments by earmarking them for investors, based upon entire or
partial authorization from investors to exercise discretionary judgment over such
instruments.
Finally, trust services providers assume the functions of operating, managing
and disposing of money or property entrusted from customers (trustors) on behalf
of the interests of beneficiaries (customers or third parties). Meanwhile, pursuant
to the Capital Markets Act, trust services providers have adopted the identical
business scope as trust companies under the former Trust Business Act, and are
thus classified as financial investment services providers regardless of whether or
25) However, funds with a single investor that were registered when the law was executed shall follow the previous regulations.
26) This also includes assets for investments defined by Presidential Decree.
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not the beneficial interests of the trusts may be in the form of financial investment
instruments.
Meanwhile, this classification of financial investment services providers can
result in misunderstandings. Existing securities companies, futures companies and
merchant banks have only in name been changed to investment dealers and brokers;
asset management companies to collective investment services providers;
investment advisory companies and discretionary investment companies to
investment advisory services providers and discretionary investment services
providers, respectively; and trust companies to trust services providers. Indeed,
even since implementation of the Capital Markets Act the majority of financial
investment services providers have maintained their existing individual names,
such as securities companies, futures companies and asset management companies.
Their current businesses remain nearly identical to their former ones. However,
the change in name to financial investment services providers does reflect a
distinctive break from the past. Specifically, in relation to the restriction on entry
by financial investment services providers, the Capital Markets Act has introduced
an add-on method27) designed to determine entry requirements in accordance with
financial function and to examine the satisfaction of entry requirements for each
financial function for which an entity intends to gain a license. The Act thus
enables financial investment services providers to freely select and maintain
multiple business units. For example, although previous securities companies
primarily conducted current dealing and brokerage businesses, including the
trading of securities, as well as trading on consignment, underwriting and
arrangement, the securities companies of today may in principle, and upon
authorization, operate businesses related to all financial investments, including
27) Under the Capital Markets Act, if financial investment services providers perform identical financial functions, even if they are
engaged in different areas of businesses, they are in principle classified in the same category and thus fall under the same
regulations on entry, soundness, and business activities.
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the collective investment business. The same applies to futures companies, asset
management companies and other entities.
In applying to manage a financial investment business, a financial institution
should select all or part of the “authorized business units” including the types of
financial investment services providers, the scope of financial instruments and the
type of investors and obtain authorization to operate them from the Financial
Services Commission. However, the Capital Markets Act separates the
authorization and registration systems, depending upon the amount of risk that
investors must bear by financial function. The dealing, brokerage, collective
investment scheme and trust services, which extend loans directly to customers
or are entrusted with customer assets, are accordingly required to obtain business
authorization, while discretionary investment and investment advisory services
that are not so entrusted are simply subject to registration. Meanwhile, the
Enforcement Decree of the Capital Markets Act differently stipulates minimum
capital requirements by authorization or registration unit, depending upon the risk
involved in a financial investment business and the need to protect its investors.
In addition, if the number of authorized business units that a financial investment
services providery intends to maintain is increased, it is obliged to hold equivalent
additional equity capital to accompany the increase in such units. This encourages
financial investment services providers to grow larger, more diversified and more
specialized, and allows them to enjoy eased regulations on entry.

196

3. Financial Investment Service Providers

Major Matters in Capital Markets Act

Table Ⅲ - 13
Item

Previous

Capital Markets Act

Stipulated depending on institution
in accordance with
separate laws without
consideration of economic
substance

Classified into six businesses,
in accordance with economic
substance

Not applicable

Classified into professional and
non-professional investors

Institutional regulation

Functional regulation

According to individual laws

Unified regulation

Not applicable

Abstractly defined

Securities: enumerated system
Derivatives: underlying assets
enumerated

Abstractly defined
(in combination with enumerated
system)

Prohibited in principle

Allowed

Incidental businesses that can
be operated enumerated
(positive system)

Any kind of business allowed
(negative system)

Settlement and payment
business

Allowed with restrictions
(via banks)

Allowed

Agent for recommending
investment

Not applicable

Introduced

Restricted
(to investment trusts, stock
companies, and limited
partnership companies)

Restrictions eliminated

Enumerated

All assets that are valuable
for investment

Some areas left uncovered

Applied to all areas

Regulation of investment
recommendations

Not applicable
(certain duty to explain exists)

Introduced

Regulation of
advertisements soliciting
investment

Not applicable

Introduced

Classification of financial
investment services providers
Introduction of
regulations by Classification of investors
function
Regulation of entry, soundness,
and business activities
Regulation of collective investment
scheme
Definitions of financial
Introduction of investment instruments
comprehensive
regulation
Definitions of securities
system
and derivatives
Concurrent business among
financial investment services
providers
Incidental businesses

Expansion of
business
areas

Method for establishing
collective investment
schemes
Assets for collective
investment
Areas for protection of
investors
Strengthening
of investor
protection
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Financial Investment Instruments under
the Capital Markets Act
The relevant laws, including the existing Securities and Exchange Act, enumerated
21 securities items which financial institutions may deal in, such as government bonds,
corporate bonds, stocks and beneficiary certificates. The underlying assets of derivatives
were also confined to four items — securities, currency, commodities and credit risk. In
a financial market in which products have yet to be actively developed, such an
enumerated system offers the advantage of allowing financial investment services
providers and investors to more fully identity those financial products subject to
regulation in advance, thus fostering legal stability. As the financial market matures,
however, several issues may arise, since the system prohibits the development of novel
financial products not specifically listed. For example, efforts by financial investment
services providers to improve their business areas and increase their financial innovation
are restricted, and if products falling outside the legal regulations are launched, investor
protections are voided.
In this regard, the Capital Markets Act adopted a comprehensive system to allow
financial investment services providers to freely handle all types of financial products
that entail investment risk. That is, the Act defined financial investment instruments as
financial products that involve the potential loss of principal, and the scope of assets
underlying derivatives was also broadened to include all assets exposed to economic,
natural and environmental risks, in addition to traditional risky financial products.
For securities, the Act abstractly defined the scope of traditional securities, including
corporate bonds and stocks, as debt securities, equity securities and other forms of
securities. It introduced new concepts in securities, including investment contract
securities and derivatives-linked securities, able to cover new types of securities such
as collective investment securities and structured securities. Securities were
distinguished from derivatives, in that the former may result in losses of only up to the
investment principal amount without an obligation for additional payment. Derivatives are
further divided into listed and over-the-counter derivatives, depending upon their
trading location.
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Classification of Securities under Capital Markets Act

Table Ⅲ - 14

Classification
Debt
securities
Equity
securities

Traditional Securities
Comprehensive
Definition

Examples

Classification

Government
Securities that bear the
bonds,
indication of a right to claim
corporate bonds, Investment
payment
etc.
contract
securities
Securities that bear the
Stocks and
indication of equity shares stock warrants,
in contribution
etc.

Beneficiary
certificates

Trust
Securities that
beneficiary
bear the indication of a
beneficial interest in a trust certificates

Securities
depository
receipts

Securities issued in other
foreign countries by
depository agents holding
the original underlying
securities

KDRs

New Types of Securities
Comprehensive
Examples
Definition
Securities whose
profits are
determined by the
efforts of another
person

Securities
Derivatives-l whose
inked
profits are
securities
determined by
external indexes

Shares in indirect
investment organization
utilizing associations
under the Civil Act or
undisclosed
associations under the
Commercial Act

ELSs, CLNs,
etc.

2. Investment Dealers and Brokers
(1) Securities Companies
A. History
Securities companies are those financial institutions that perform the function
of transferring investor funds to companies by way of securities issued in the direct
financing market by corporations. The nature of securities companies differs from
that of banks, which receive deposits from savers and extend loans to corporations,
in that the former link corporations to investors in a more direct fashion. As of
the end of 2017, there are 55 securities companies in operation in Korea (including
11 domestic branches of foreign securities companies) and their total assets account
for 390 trillion won.
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Number of Securities Companies
(as of period-ends)

1990

1995

2000

2005

2010

2015

2017

Domestic securities companies

25

33

32

39

50

46

44

Branches of foreign securities
companies

-

14

22

15

12

10

11

25

47

54

54

62

56

55

Total

Beginning operations in November 1949, Daehan Securities was the first
securities company established in Korea. With legislation of the Securities and
Exchange Act in January 1962, the number of securities companies soared to 60
as of August of that year, as an institutional framework for the securities market
was erected. In accordance with the December 1968 revision of the Securities and
Exchange Act, the method for setting up a securities company was shifted from
a registration system to an authorization system. Thereafter and until the 1980s,
no new securities companies were established. Starting from the beginning of the
1990s, however, the establishment of new domestic securities companies was
allowed in line with the opening of the securities market to foreign participation.
In 1991, Korea Development Securities and five other securities companies that had
converted their business areas from investment and financial services were
established. During the period from 1992 to 1996, three joint ventures were
founded. In addition, branch offices of foreign-based securities companies began
to be established from 1991, and eleven such branches are in operation as of the
end of 2017.
The Asian currency crisis dramatically altered the structure of the Korean
securities industry. First of all, in line with the reform plan crafted for the
securities industry, which aimed to separate the operational and the sales units
of existing investment trust companies and convert their main units into securities
companies, seven investment trust companies were realigned as securities
companies between 1998 and 2000. During the same period, six securities companies
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exited the market as results of restructuring, and two securities companies were
further expelled for reasons including accumulated debts. Six further securities
companies were in addition merged into other firms. Subsequently, a total of 19
securities companies, mainly online and brokerage-specialized securities
companies28), were newly created during the period from 1998 through 2003. Since
then, the establishment of securities companies has shown a trend of decline. In
2008, however, a large number of securities companies were established and
merged in advance of implementation of the Capital Markets Act and the number
increased up to 62. However, due to the closure/voluntary liquidation of securities
companies and M&As of securities companies including Woori Investment &
Securities and NH Investment & Securities, the number of securities companies has
decreased, with 55 securities companies in operation as of the end of 2017.

B. Major Activities
Securities companies undertake trading on consignment, issuance and
underwriting, and dealings relating to securities and bonds. They also sell funds
and new types of securities, and offer asset management services associated with
CMAs and other instruments.
As of the end of 2017, the overall profit of securities companies stands at 4.52
trillion won and trading on consignment, among all business areas, accounts for
the largest share.

28) Brokerage-specialized securities companies refer to securities companies that facilitate the independent trading of securities on
consignment or the concurrent trading of securities and trading on consignment without carrying out any underwriting of securities.
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Net Operating Revenues of Securities Companies by Business Area

Unit: billion won

2009

2011

2013

2015

2017

4,278.9

2,684.8

2,633.9

1,289.7

4,520.0

3,300.8

2,176.9

2,573.6

2,441.8

2,867.3

10.7

-203.6

-810.0

-2,266.6

373.8

(Securities underwriting)

453.4

396.2

443.8

660.1

802.1

(Investment trust services)

514.0

315.3

426.5

454.4

476.8

Net operating revenue
(Trading on consignment)
(Dealing)

Source： Financial Supervisory Service

Trading on Consignment
Trading on consignment refers to a brokerage business in financial investment
instruments, including securities and derivatives, in which trading orders from
customers are completed and commissions received in exchange. Trading on
consignment is classified into three areas: trading on consignment; acting as a
broker or agent for trading; and acting as a broker, making an arrangement or
acting as an agent for consignment.
Trading on consignment indicates any business of transacting in financial
investment instruments under the name of a securities company or on the account
of a customer after receiving trading orders from customers. All profits and losses
arising from the transactions are vested with the customers (trustors), and
securities companies receive fixed commissions from them. Acting as a broker or
as an agent for trading refers to the business of seeking to conclude transactions
in financial investment instruments between other persons or make transactions
in such instruments by representing customers and receiving fixed commissions
from them in exchange for this service. This business is distinguished from trading
on consignment in that securities companies do not become related parties involved
in the transaction under their own names or accounts. Finally, acting as a broker,
making an arrangement, or acting as an agent for consignment refers to the
business carried out by securities companies that are not members of the Korea
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Exchange. Securities companies not belonging to the Exchange act as brokers,
make arrangements, or act as agents for customers’ orders for trading on
consignment through member securities companies, and then distribute portions
of the commissions they receive to the member companies.

Dealing
Dealing, as an investment trading business, indicates a business equipped with
personnel and material facilities under its own name and on its own account and
which continuously and repeatedly makes transactions in financial investment
instruments. Securities companies assuage temporary imbalances between supply
and demand in the securities market or in off-board transactions by means of
dealing, while playing the role of market maker by securing price continuity in
financial investment instruments.

Underwriting and Arrangement
The underwriting of securities as an dealing business indicates a business
whereby a securities company acquires newly issued securities for the purpose of
their sale. This undertaking can be classified into three types: public offering,
private placement, and public sale. Public offering means the invitation of 50 or
more investors to make offers to acquire newly issued securities. Private placement
in contrast refers to the invitation of 49 or fewer investors to acquire newly issued
securities. Public sale refers to the making of an offer to sell or inviting offers
to purchase already-issued securities.
Meanwhile, arrangement refers to the business under which securities companies
are commissioned by third parties to arrange public offerings or public sales.

Fund Sales and Asset Management
Funds denote collective investment schemes under the Capital Markets Act, while
the fund sales business is one in which a securities company, as an investment
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broker, sells to investors beneficiary certificates issued by funds. In terms of fund
sales by investment brokers as of the end of 2017, securities companies account
for 50.6 percent of the business, followed by banks with 43.6 percent, insurance
companies with 2.9 percent and others with 2.9 percent. Most of the funds available
in Korea are thus being sold through securities companies and banks. Meanwhile,
in terms of fund sales, for both securities companies and banks, money market
funds (MMFs) and equity-type funds account for the largest share of sales.
A business whereby a securities company offers wrap accounts and CMA services
to investors as investment advisory or discretionary investment services providers
is defined as asset management. A wrap account refers to a business whereby a
securities company provides integrated services, including the trading of
customers’ securities and offering advice to customers. Fees are charged in return
for these services, calculated based upon a single annual remuneration rate in
proportion to the assessed value of the assets entrusted by the customers. Wrap
accounts can be categorized into advisory and discretionary types. In advisory wrap
accounts, asset managers provide investment advice on operation of the assets
entrusted to them while customers make the final decisions. In discretionary wrap
accounts, meanwhile, securities companies are entrusted with full responsibility
relating to asset management, ranging from organizing to managing of asset
portfolios including stocks, bonds, equity-type funds and more, depending upon
the propensities of the customers. Meanwhile, the CMA business is used for the
offering of supplementary services including money market deposit accounts,
payroll transfers, and credit card payments ― by means of linking, under prior
contract with the customer, a CMA account designed for investing deposited money
in specific financial products such as MMFs and repurchase agreements (RPs), to
the customer’s deposit accounts.
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Extension of Credit
Extension of credit signifies a business through which securities companies
extend to customers loans related to the trading of securities or lend securities
to customers. The current credit extension businesses in which securities
companies may engage include credit transaction services, where loans are
extended to customers29) when they purchase securities or stocks are lent to
customers by way of credit trading when they sell securities, as well as lending
services in return for entrusted securities as collateral.

C. Sources and Uses of Funds
Since securities companies perform their brokerage functions in the direct
financial market as their inherent business, they differ significantly from other
financial institutions, including banks, in terms of their sources and uses of funds.
Looking at the specifics of financing by securities companies as of the end of
December 2017, borrowed loans including RPs and derivatives-linked securities
make up 65.9 percent of their total assets, the largest portion, while deposits
received from investors account for 10.3 percent. Regarding the uses of funds,
securities account for 62.8 percent, and the share of cash and deposits is also high
at 16.1 percent.30)

29) If a securities company offers prime brokerage to a private equity collective investment scheme of eligible investors (a so-called
hedge fund), this collective investment scheme is also included.
30) In 2015, call transactions by securities companies were prohibited with the implementation of the Capital Markets Act that excludes
non-monetary institutions from participating in the call market.
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Comprehensive Financial Investment Business Entities
Comprehensive financial investment business entities refer to financial institutions providing
comprehensive corporate finance services, including the securities business, financial advisory
services, M&A and project financing, and were introduced in May 2013 to nurture mega-scale
investment banks.
The Capital Markets and Financial Investment Business Act states that investment dealers or
investment brokers can be designated as comprehensive financial investment business entities if
they are ① corporations based on the Commercial Act, ② engaging in the securities underwriting
business, ③ with capital of higher than 3 trillion won and of the amount designated by Presidential
Decree or higher and ④ fulfilling all of the requirements stipulated by Presidential Decree in
consideration of risk management capability regarding the credit offering businesses of the
investment dealers or investment brokers. Comprehensive financial investment business entities
can also engage in activities such as specialized brokerage services,31) corporate credit offerings
and the internalization of brokerage.
However, as the major businesses of securities companies still remained within the brokerage
business even after introducing the system, the Enforcement Decree of the Capital Market Act was
revised in May 2017 to induce the scale-up of comprehensive financial investment business entities
and to reinforce high value-add business capabilities. Through this, related soundness regulations
were revised: comprehensive financial investment business entities with capital of 4 trillion won
or more were allowed to engage in short-term financial business including the issuance, discount,
trading, brokerage, underwriting and guaranteeing of bills with maturity of 1 year or less, and those
with capital of 8 trillion won or more were allowed to engage in the investment management account
(IMA) businesses of integrating funds deposited from customers, managing them as corporate
financial assets, and providing the profit to customers. Moreover, it excluded short-term financial
businesses and assets managed regarding IMAs in the calculation of the leveraging ratio and
applied new NCR indicators32) where the soundness requirement is decided based on factors such
as the risk level of the loan portfolio, so that such entities could take more active roles in supplying
venture capital.
As of June 2018, there are 7 securities companies designated as comprehensive financial
investment business entities in Korea, and Korea Investment & Securities (November 2017) and
NH Investment & Securities (May 2018) received permission for short-term financial businesses.
31) These refer to services including securities lending, brokerage/arrangement or agency, financing of money, other credit
offering, keeping and management of property of professional investment type private collective investment schemes
provided for efficient credit offering, and collateral management with regard to professional investment type private collective
investment schemes.
32) While before the revision the total amount was subtracted from net operating capital for loans with maturity of 1 year
or longer, after the revision the amount was not subtracted from net operating capital but instead reflected in credit risk
amount (risk value: 0-32 percent).
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(2) Futures Companies
A. History
Futures companies are financial institutions engaging in the dealing and
brokerage business in listed derivatives, including trading on consignment for
futures trading and overseas futures trading. Under the Capital Markets Act,
derivatives are stipulated as instruments falling under the categories of forwards,
options, and swaps and involving investment risk. Under the Act, listed derivatives
are those instruments traded in the domestic or overseas derivatives markets.
With implementation of the Futures Trading Act in July 1996, futures companies
were introduced to Korea in earnest. In the initial stages, thirty-five companies
were given preliminary establishment permissions in consideration of the plans for
opening of a domestic futures market. However, as financial institutions or core
investors in futures companies underwent restructuring following the 1997 Asian
currency crisis, and futures market establishment lagged behind schedule due to
a delay in selecting the location for the Futures Exchange, many companies gave
up their plans to establish futures companies. Along with these developments, as
certain futures companies were dissolved for reasons including financial distress
among major shareholders, eleven companies were engaged in futures trading
business at the time the Futures Exchange was launched in April 1999. Thereafter,
during the period from 1999 to 2000, three additional futures companies secured
permission to engage in the futures trading business. Since enactment of the
Capital Markets Act in 2009, however, some futures companies have merged,
transformed into securities companies or ceased operation. Against this backdrop,
as the number of futures companies has been on a decline, there are five futures
companies in operation with a combined asset size of 3.3 trillion won as of end
of December 2017.
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Table Ⅲ - 17

Futures Companies

Ⅲ. Financial Institutions

(as of period-ends)

1999

2000

2005

2010

2017

16

14

14

9

5

Source: Financial Supervisory Service

B. Businesses
Futures companies deal with businesses such as futures trading, the proprietary
trading of overseas futures, trading on consignment, and acting as brokers, making
arrangements, or acting as agents for consignment.
If futures companies are entrusted by the trustors to trade in futures, these
companies may deal with futures trading as authorized by trustors with
discretionary judgment only on the quantity, prices and timing of the trading.
Besides this, futures companies are required to maintain customer deposits relating
to futures trading separate from their proprietary property, and deposit them with
securities finance companies. Futures companies must also deposit premium
reserves to make up for losses that trustors may suffer for reasons including
defaults or employee violations of laws and rules.
Major futures products that futures companies currently manage include stock
products such as KOSPI 200 futures and options, interest rate products (3-year
Korea Treasury bond futures), currency products (FX futures and Japanese yen
futures), and commodity futures such as gold and lean hog futures. Overseas
futures products meanwhile include Dow Jones, S&P 500, T-Note, T-Bond, FX
Margin Trading and Euro FX futures.
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3. Collective Investment Services Providers
(1) History
Under the Capital Markets Act, a collective investment services provider refers
to an entity which engages in collective investment activities. Asset management
companies fall within this category. Following legislation of the Indirect
Investment Asset Management Business Act in December 2003, asset management
companies were newly introduced by means of the integration and revamping of
investment trust companies under the Securities Investment Trust Business Act and
asset management companies under the Securities Investment Company Act.
The previous securities investment trust system gained its legal ground through
the Securities Investment Trust Business Act, legislated in September 1969. The
Korea Investment Corporation (KIC), established in December 1968 pursuant to the
Furtherance of the Capital Markets Act, was the first institution to deal with
securities investment trust services. Since the KIC, as a non-profit organization,
focused its efforts on policies designed to support the stock market, its securities
investment trust business suffered a serious reversal. Securities investment trust
services came to be carried out on full-scale only after Korea Investment Trust,
the country’s first specialized investment trust company, was launched in
September 1974. From February 1977, when the KIC was bisected into the Securities
Supervisory Board and Daehan Investment Trust, the securities investment trust
services grew with even greater rapidity. After that, Kookmin Investment Trust
was set up in July 1982, and five local investment trust companies were established
in November 1989. In addition, twenty-three investment trust management
companies, some of them reclassified from investment advisory companies, were
newly founded during the period between 1996 and 1997.
However, the late 1990s Asian currency crisis resulted in dramatic structural
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changes to the asset management industry. First of all, two existing investment
trust companies exited the field due to failures of management. Among the newly
established investment trust management companies, moreover, five companies
were liquidated or saw their business licenses revoked. Subsequently, however,
backed by a bullish stock market, eleven more investment trust companies were
set up during the period from 1998 to 2004.
Investment companies of the nature of corporate-type securities investment
trusts were meanwhile introduced with the September 1998 enactment of the
Securities Investment Company Act. At the time of the Act’s introduction, existing
investment trust management companies were entitled to concurrently conduct
corporate-type securities investment trust services with authorization from the
Minister of Finance and Economy. Until integration of the Securities Investment
Company Act into the Indirect Investment Asset Management Business Act in
December 2003, the number of asset management companies, established and
operated in accordance with the Securities Investment Company Act, stood at 13.
In around 2003, unspecified money trusts of bank trust accounts came into
conflict with business handled by investment trust companies. Investment schemes
related to indirect investment grew complex, as they were divided into
contract-type investment trusts (investment trust companies) and corporate-type
investment trusts (securities investment companies). Against this backdrop, the
related systems were realigned in that year, to address the growing need for a
reasonable adjustment of financial institution systems pertaining to indirect
investment.
It became difficult to utilize a variety of investment schemes under the law, as
indirect investment schemes were confined to investment trust companies, stock
companies and private equity funds (PEFs). There were in addition no protective
systems in place for investors in indirect investment schemes not prescribed by law.
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As a result, under the Capital Markets Act, indirect investment schemes were
shifted to collective investment schemes and their scope was expanded to include
all organizations established under the Civil Act and the Commercial Act, such as
limited liability companies, associations under the Civil Act, and undisclosed
associations under the Commercial Act. In terms of assets for investment, in the
past they were limited to investment securities, listed and over-the-counter
derivatives, real estate and commodities. However, the Capital Markets Act
comprehensively redefined them as “assets that are valuable for investment” and
also eased the criteria for investment assets by type of collective investment
scheme.
As the laws and lower statutes on capital market and financial investment
services providers were revised with a focus on the reinvigoration of private equity
funds in 2015, private equity funds were simplified as professional investment type
(hedge funds)33) and management participatory type (PEFs) to distinguish them
from public offering funds. Moreover, collective investment services providers that
manage the professional type of private equity funds were named "professional
private collective investors" and their entry was allowed only through registratio
n34) instead of permission. As a result, the number of collective investment services
providers increased by 72, from 93 as of the end of 2015 to 165 as of the end of
2016, and all of them were professional private collective investment schemes. The
number increased again by 50 to stand at 215 as of the end of 2017. The total assets
under management stands at 950 trillion won (sum of fund deposits and assets
entrusted to investment services).

33) Existing general private equity funds and hedge funds are integrated and named together as professional investment type private
equity funds.
34) Registration requirements include 2 billion won in equity capital, a minimum of three professionals (one for the management
of public offering funds, and two for the management of professional investment type private equity funds).
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Table Ⅲ - 18

Ⅲ. Financial Institutions

Number of Collective Investment Services Providers

Collective investment schemes

(as of period-ends)

1990

1995

1997

2000

2005

2010

2015

2017

8

8

31

24

46

80

93

215

Note: These figures were based on investment trust (management) companies up to 2000. As existing investment trust
(management) companies and former asset management companies were integrated into asset management
companies from 2004, the figures shown from 2005 include former asset management companies (13 as of the
end of 2003).

(2) Businesses
The main business of collective investment services providers is to manage the
properties of collective investment schemes set up and established in the forms of
investment trusts and investment companies.
In terms of the establishment of collective investment schemes, investment
trusts issue beneficiary certificates in which they pool funds from groups of
investors, invest them in assets including securities, and distribute the accrued
benefits to investors. Most domestic collective investment schemes are operated in
the form of investment trusts. As of the end of 2017, the amount consigned to
collective investment schemes by investment trusts stands at 485 trillion won,
accounting for 98.2 percent of the total amount of funds entrusted to them.
The organizational structure of an investment trust consists of a management
company which oversees investment trust properties, a trustee company tasked
with custody of trust properties, and a selling company which performs the
business of selling beneficiary certificates. Collective investment services providers
take on the roles of the management companies. Trust companies serve as the
trustee companies, and banks and securities companies serve as the selling
companies. Collective investment services providers can underwrite securities,
excluding stocks, through investment trusts. Accordingly, in the event that
collective investment services providers include investment trust properties, stocks
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must be sold and purchased in the secondary market, while bonds can be
underwritten in the primary market and traded in the secondary markets.
An example of a corporate-type collective investment scheme is an investment
company which specializes in managing assets including securities and distributing
the profits to shareholders. Although the investment company is a corporation
subject to the Commercial Act, it is a paper company and prohibited from the
establishment of branch offices outside its head offices or the recruitment of
employees or full-time executives. This investment company must commission the
management, custody, offering and sales of assets and other general administration

— to an asset management company, an asset custody company, a selling company
and a general administration company. The asset management company, upon
being entrusted by the investment company with management of the assets,
actually supervises establishment of the paper company and the offering of stocks.
The asset custody company, upon being commissioned by the investment company
to hold the assets, separates the assets of the investment company from its own
properties and other trust properties for management. Like with the trustee
company in an investment trust, the carrying out of services as an asset custody
company is confined to trust companies or financial institutions with the ancillary
business scopes of performing trust services. The selling company, upon being
commissioned to do so by the investment company, deals with the offering or sales
of stocks, a function mainly carried out by banks, securities companies and
insurance companies. The role of the general administration company, with the
responsibility for duties concerning stock transfer, stock issuance and the
operation of securities investment companies, is carried out mainly by the asset
management company.
Meanwhile, private collective investment schemes (CISs) refer to CISs that only
issue collective investment securities privately with 49 or fewer investors in total,
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and these can be divided into professional investment type private CISs and
management participatory private CISs.35)
Professional private CISs are defined as financial instruments that pursue profit
by using diverse investment strategies regardless of investment target and region
through gathering funds from a small number of investors. In general, they are
characterized as having high flexibility in their management strategy due to the
lack of restrictions on investment targets or asset management compared to public
offering funds, the possibility of instituting performance compensation in addition
to management compensation and carrying out borrowing and short-stock selling
and the possibility of limiting the right of repurchase.
Management participatory private CISs (PEFs) refer to partnerships established
with the purpose of enhancing the value of the invested company through
management right participation and the improvement of business structure and
governance through investment in equity securities with the company's property
and to distribute the profit to the employees. Other than matters specially decided
in the Capital Markets Act, regulations on partnerships in the Commercial Act are
applied. The government introduced a management participatory private CIS
system with the aim that it be actively utilized for restructuring, including the
M&As of financial and general companies, while inducing the substantial floating
funds in the market to be converted to productive funds.

35) Based on the number of people who are invited to invest, CISs are categorized into public offering funds when the number
reaches 50 or more, and private equity funds when it is less than 50.

214

3. Financial Investment Service Providers

Table Ⅲ - 19

Deposit of Investment Trust and Investment Businesses

Investment trusts
Investment companies
Total

(as of period-ends)

Unit: billion won

2011

2012

2013

2014

2015

2016

2017

286,390

304,941

323,531

365,923

410,695

457,649

484,951

(95.9)

(96.1)

(96.6)

(97.2)

(97.6)

(97.9)

(98.2)

12,090

12,332

11,365

10,633

10,215

9,619

9,047

(4.1)

(3.9)

(3.4)

(2.8)

(2.4)

(2.1)

(1.8)

298,480

317,273

334,896

376,556

420,910

467,268

493,998

Note: Figures in ( ) indicate the percentages in the total amounts.
Source: Korea Financial Investment Association

Collective investment schemes can be classified into five distinctions, in
accordance with the investment assets concerned: securities collective investment
schemes (CISs), real estate CISs, special asset CISs, short-term finance CISs
(MMFs) and mixed asset CISs. The assets which collective investment services
providers are allowed to manage as properties of collective investment schemes
encompass any properties that are valuable for investment, and only the
investment ratios of the investment products are restricted. In the case of
short-term finance CISs, however, investments are still restricted to those in
securities only.
A securities CIS invests an excess of 50 percent of its collective investment
properties in securities and derivatives based upon underlying assets consisting of
securities. Under Article 240(2) of the Enforcement Decree of the Capital Markets
Act, however, when determining this investment ratio some investments are
excluded, such as investments in beneficiary certificates, collective investment
securities and asset-backed securities of which 50 percent or more of the respective
underlying funds are made up of real estate-related assets and special assets; and
investments in stocks issued by real estate and ship investment companies.
A real estate CIS invests an excess of 50 percent of its collective investment
properties in real estate; derivatives based on underlying assets consisting of real
estate; loans to corporations related to real estate development; beneficiary
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certificates, collective investment securities and asset-backed securities of which
50 percent or more of the respective underlying funds are made up of real
estate-related assets and special assets; and stocks issued by real estate
investment companies.
A special asset CIS invests an excess of 50 percent of its collective investment
properties in special assets (referring to investment assets other than securities
and real estate).
A mixed asset CIS is not subject to the restrictions imposed on securities, real
estate and special asset collective investment schemes in managing its collective
investment properties.
A short-term finance CIS invests the entirety of its collective investment
properties in short-term financial instruments, and is managed in a manner as
prescribed by Presidential Decree.
In terms of the amounts entrusted to CISs by investment asset, as of end-June
2018 securities CISs total 284 trillion won, accounting for 52.5 percent of the total
amount entrusted, and short-term finance CISs 105.3 trillion won, or 19.5 percent
of the total. Among securities CISs, the share of stock investments has
continuously declined from 200936) and bonds account for the largest share with
18.2 percent of overall deposits as of the end of June 2018.

36) This is because investors who suffered losses in the wake of the 2008 global financial crisis began to withdraw their funds
in order to realize profits during the stock market recovery from 2009 onward.
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Table Ⅲ - 20

Types of Collective Investment Scheme, by Investment Asset

Type

Classification Criteria

Bond type

60% or more of total assets invested in bonds

Equity type

60% or more of total assets invested in equity securities

Hybrid equity type Maximum equity portion of total assets of 50% or more
Securities

Hybrid bond type

Maximum equity portion of total assets of 50% or less

Investment contract 60% or more of total assets invested in investment contract securities.
securities
If the figure stands lower than 60%, the fund is categorized as a hybrid equity type.
Funds of funds

40% or more of total assets invested in collective investment securities

Short-term finance (MMFs)

Investing all of the collective investment assets in short-term financial instruments decided
by Presidential Decree

Real estate

50% or more of total assets in the collective investment scheme invested in real estate
in the form of loans to corporations related with real estate development, as well as
investment in other real estate-related securities as prescribed by Presidential Decree

Special assets

50% or more of total assets invested in special assets (investment assets other than
securities and real estate)

Mixed assets

Collective investment schemes that are not subject to restrictions imposed on securities,
real estate and special asset CISs

Source: Korea Financial Investment Association

4. Investment Advisory and Discretionary Investment
Services Providers
(1) History
Investment advisory companies conduct investment advisory and discretionary
investment services providers. The investment advisory services was established
as an institutionalized financial business when the provision upon which it was
based was enacted in accordance with the November 1987 amendment of the
Securities and Exchange Act. Accordingly, 25 investment advisory companies were
registered in 1988 and 4 more founded in 1989. As the management companies of
securities investment trusts were allowed to engage in investment advisory services
pursuant to the Securities Investment Trust Business Act revised in late 1995, 15
out of the 29 investment advisory companies then in operation converted into
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investment trust management companies in 1996.
The requirements for registration of investment advisory services were relaxed
with amendment of the Securities and Exchange Act in April 1997. This allowed
new registrations, which had been suspended since December 1989, and prompted
nine additional companies to register as investment advisory services. In addition,
simple reporting was required for quasi-investment advisory services,37) and
existing companies providing investment advisory services were allowed to handle
discretionary investment services upon permission alone from the Minister of
Finance and Economy. The number of specialized investment advisory firms has
increased dramatically, due to an expansion in demand for investment advisory
services and the further relaxation of registration requirements resulting from
enforcement of the Capital Markets Act, after simple registration rather than
government approval was required for the offering of discretionary investment
services with revision of the Securities and Exchange Act in April 1999. As of the
end of December of 2017, there are 179 specialized investment advisory firms
registered and in operation.

Table Ⅲ - 21

Number of Specialized Investment Advisory Companies
(as of period-ends)

1988

1990

1995

2000

2005

2010

2015

2017

25

29

29

32

52

135

170

179

Meanwhile, in May 2018, the Financial Services Commission and the Financial
Supervisory Service made an assessment that the current system was not
reinvigorating investment advisory companies' advisory services for individuals,
mainly because of the risks associated with their activities and the high barriers
to entry. Therefore, the Financial Services Commission and the Financial
37) Refers to investment advice provided by those other than investment advisory companies through periodicals, publications,
correspondence, broadcast or any other medium issued or transmitted to an unspecified number of people and which is
periodically available to an unspecified number of people for purchase or receipt
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Supervisory Service announced that they would promote the reinvigoration of
investment advisory services and discretionary investment services, including
through expanding the establishment of single-person investment advisory
companies by streamlining and relaxing entry regulations during Q2 2018.
Specifically, the types of registered investment advisory services will be
consolidated, from seven to two, and the capital requirements for all products and
all investors will be reduced from 800 million won to 250 million won. Furthermore,
the types of registered discretionary investment services will be consolidated, from
six to two, and the capital requirements for all products and professional investors
will be reduced from 1.35 billion won to 500 million won to ease entry regulations.
Moreover, considering that discretionary investment services incorporate
investment advisory services based on the nature of the business, it is planned that
those engaging in discretionary investment services can also engage in advisory
businesses.

(2) Businesses
Investment advisory services provide customers with advice on investment
judgment.38) Discretionary investment services invest in financial products on
behalf of customers after obtaining customer authorization, either fully or
partially, for discretionary judgment based on analysis of the value of the financial
investment products.
As of the end of 2017, the contracted assets of specialized investment advisory
companies stand at 4.7 trillion won for investment advisory services and 8.4 trillion
won for discretionary investment services.

38) Refers to judgment on matters such as types, items, acquisition and disposal, method, amount, and price, and time of disposal
of investment assets decided by Presidential Decree, including real estate, rights related to real estate including surface rights,
servitude, leasehold rights, rights of lease, and ownership of lots, as well as deposits at financial institutions.
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5. Trust Services Providers
(1) History
Trust services providers are categorized into real estate trust companies and
companies with ancillary businesses scopes covering trust services, such as banks,
securities companies and insurance companies. In the case of this latter group of
companies, they offer essentially similar services, with the exception of slight
variations in the scope of their real estate trust services.39) Their trust accounts
manage moneys or properties consigned to them by investors as securities and
loans, and distribute the proceeds from this management to the investors.
Japan-based Fujimoto Joint Stock Company, which initiated business in March
1910, was the first company engaged in trust services in Korea. Afterwards, by
1930, the number of trust services providers had expanded rapidly to as many as
80 companies specializing in trust services or with ancillary business scopes
covering the provision of trust services. Enactment of the Chosun Trust Business
Decree in June 1931 then pared the number of trust companies back down to five.
After the Chosun Trust Company, founded in January 1933, merged with these five
companies, it operated its business as Korea’s sole trust company until the nation’s
liberation from Japan on August 15, 1945. As the hyperinflation and political and
social turmoil following liberation placed the foundations of the trust services
industry at risk, in May 1946 the Chosun Trust Company secured a license to
conduct trust services concurrently with the banking business, and changed its
name to the Chosun Trust Bank in October of that year. It was subsequently
renamed the Korea Trust Bank in April 1950. In the wake of the Korean War, Korea
Heungeop Bank, established through merger of the Korea Trust Bank and the
39) Investment dealers and brokers (securities companies) are prohibited from engaging in the loan business as trust services
providers. With regard to the real estate trust services, banks are prohibited from providing land trust services, and investment
dealers and brokers and insurance companies from performing the mortgage and land trust services.
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Chosun Mutual Bank in October 1954, and its successor Hanil Bank, which
suspended its trust business in July 1960 and resumed it in November 1961, dealt
with the trust services. The business remained inactive, however.
In the 1960s, the promotion of periodic economic development plans created a
need for fostering trust services as a means of attracting long-term savings funds,
marking a turning point in trust services development. The Korean government
modified the fundamental laws governing trust relations by legislating the Trust
Act and the Trust Business Act in December 1961. Four nationwide commercial
banks began offering trust services in November 1962, and a single local bank,
Busan Bank, in 1968.
As a rising number of banks concurrently engaged in providing trust services,
the size of the overall trust business steadily increased. Nonetheless, significant
improvements in terms of quality were absent, due to the extremely poor
development of innovative financial products and the diversion of most trusted
funds to bank accounts. This suggested a need for establishment of an institution
exclusively responsible for trust services, in order that it could fulfill functions
regarding long-term finance and financial management. In response, Korea Trust
Bank was founded in December 1968, capitalized with 1.5 billion won, and existing
banks with ancillary business scopes covering the provision of trust services were
blocked from accepting new trust services. In December 1970, the trust accounts
of five nationwide commercial banks and local banks were transferred to Korea
Trust Bank, leading to the establishment of an institution specializing in trust
services. After August 1976, when Korea Trust Bank and Seoul Bank merged to form
Seoul Trust Bank (which in 1995 changed its name to Seoul Bank), it alone engaged
in provision of trust services as an ancillary business. Competition was restored
to the trust business in the 1980s, when local banks and other commercial banks
were allowed to provide trust services in May 1983 and February 1984, respectively,
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in order to foster competition among financial institutions. In 1985, Korea
Exchange Bank (at the time a specialized bank) and the domestic branch offices
of some foreign-based banks were permitted to perform trust services, and
institutions engaging in trust services were expanded in 1989 to specialized banks,
including the Korea Development Bank and Korea Long Term Credit Bank.
Commercial banks founded after 1989 were also allowed to run their trust
businesses concurrently with their banking businesses, one after another.
Bank trusts increased rapidly in the 1990s, as the economy expanded
continuously and all banks dealt with trust services. Banks were exceptionally
aggressive in terms of deposit-taking competition, resulting in adverse effects
including invitations of short-term funds unsuited to the nature of trusts and
increases in dividend rates through indirect techniques. As a result, a measure was
taken in May 1996 to extend trust maturities, through which the shortest maturity
was extended from one year to eighteen months, and guaranteed-dividend trust
products were phased out. At the end of 1997, however, as a measure to compensate
for the suspensions of business of merchant banks, new reserving trusts with
six-month maturities were introduced to encourage bank trust accounts to discount
and purchase commercial paper. Unit type trust products similar to investment
trust beneficiary certificates appeared in 1999, in reaction to the capital inflows
to investment trust companies.
In the 2000s, the persistence of low-interest rates reduced the dividend rates
of bank trust products, leading to a decrease in the volume of bank trust services.
In July 2000, due to the introduction of a new bond price valuation system,
financial products providing yields based on outcomes based on book value were
banned from new entrustment. With implementation of the Indirect Investment
Asset Management Business Act in January 2004, new entrustment of unspecified
money trusts was also prohibited, with the exception of personal and retirement
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pensions. A comprehensive property trust system40) was then adopted in December
2004, to heighten the convenience of trust customers and revitalize the trust
business, which had shrunken due to the weakening of the money trust business
following the Asian currency crisis.
The revision of the Trust Business Act in July 2005 enabled securities companies
and insurance companies to engage in trust services, leading nine securities
companies to participate in this business for the first time in December 2005, and
Mirae Asset Life Insurance in September 2007. Later, a growing number of
securities and insurance companies came to engage concurrently in trust services.
As of December 2017, there are 16 domestic banks, 3 foreign bank branches, 20
securities companies and 6 insurance companies that are concurrently engaging in
the trust business. Meanwhile, there are 11 property trust companies in operation.

(2) Businesses
Trust services are governed by the Trust Act, which prescribes concepts
regarding persons involved with trusts and trust properties as well as general
juridical relations concerning trusts including the rights and obligations of trustees
based on civil law under the Capital Markets Act, which stipulates the services
provided by trust services providers and their supervision.
Under the Trust Act, a trust refers to a legal relationship through which, based
upon a special relationship of trust between a person who establishes a trust (a
trustor) and a person who accepts a position of trust (a trustee), the trustor
entrusts or disposes specific titles to property to the trustee and obliges the trustee
to manage and dispose the titles to property in order to generate a profit for a
specified person (a beneficiary), or for a specific purpose.

40) A number of types of properties including money, securities, real estate and intangible property rights may be entrusted
comprehensively, for management under a single trust contract.
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Generally, trust services providers engage in the acceptance of trusts, tasks
related to the control, management and disposition of trust properties and
incidental businesses, in accordance with the Capital Markets Act, and conduct
trust services in compliance with the Trust Act and the Secured Bond Trust Act.

Entrustment Business
Under the Capital Markets Act, trust services providers may accept in trust any
properties categorized as money, securities, money receivables, chattel, real
estate, surface rights, chonsegwon (rights to registered leases on a deposit basis),
leasehold rights, rights to transfer registrations of title, other real estate-related
rights, and intangible property rights including intellectual property rights.
Depending upon the properties acquired, trust services are classified into money
trusts and property trusts. In addition, trust services providers may provide
entrustment services pertaining to secured bond trusts and charitable trusts under
the Secured Bond Trust Act and the Trust Act.
A trust services providers may not enter into a contract for loss compensation
and profit guarantee of the acquired property at the time of the trust.

Money Trust
A money trust is a type of trust which is entrusted with money as the trust
property at the time of acceptance of the trust, and delivers money or management
assets to beneficiaries upon termination of the trust.
Money trusts can be classified into specified money trusts and unspecified money
trusts, depending upon whether the trustor designates a method for management
of the money entrusted. In addition, in accordance with the trustee’s method of
trust property management, money trusts may be divided into common fund trusts
under joint management in combination with other trust moneys, and private fund
trusts under independent management. In general, unspecified money trusts are
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operated according to joint management systems, and specified money trusts by
independent management systems.
The main products of unspecified money trusts include household money trusts,
corporate money trusts, personal pension trusts, new reserving trusts and unit type
money trusts. From January 2004, however, implementation of the Indirect
Investment Asset Management Business Act banned most new deposits, and only
pension trusts are currently allowed to accept new deposits. Since specified money
trusts manage trusts as directed by the trustors, they take the form of trust
contracts rather than of trust products, and are not subject to the Indirect
Investment Asset Management Business Act.

Property Trusts
A property trust is a type of trust which is entrusted with securities, money
receivables and real estate as trust properties at the time of acceptance of the
trust, engages in the control, disposition and management of these trust properties
under a trust contract, and delivers to beneficiaries the managed money or trust
properties upon termination of the trust. In accordance with the type of trust
property, property trusts can be classified into securities trusts, money receivables
trusts, chattel trusts, real estate trusts, and trusts in surface rights, chonsegwon
and leasehold rights.

Investment Trusts, Secured Bond Trusts, Charitable Trusts
An investment trust is a system through which a collective investment services
providers as a trustor enters into an investment trust contract with a company with
the ancillary business scope covering provision of trust services as a trustee,
instructs the trustee company to invest and manage funds pooled from the issuance
of beneficiary certificates in securities and real assets including real estate, and
distributes the proceeds to the beneficiaries. In line with the directions of the
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management company, the trustee company makes investments in and manages
securities and real assets and deals with related tasks such as payment of the
money for purchase of these assets, the delivery of assets sold, the receipt of
interest and dividends, the payment of redemption prices of and profits on
beneficiary certificates, and oversight of the collective investment services
providers.
A secured bond trust is one based on the Secured Bond Trust Act. Under this
Act a bond-issuing company (a trustor) enters into a trust contract with a trust
company (a trustee), and the trustee is required to establish a physical collateral
right to the amount of bonds issued, avoiding the inconvenience that would result
from a trustor’s individual offering of collateral to a person who buys the bonds,
as well as the complexity of legal relations facilitating the trustor’s raising of
funds.
A charitable trust is a trust established for public benefits related to
scholarships, religion or charity as prescribed by the Trust Act. A trust company
(a trustee) controls and manages properties consigned by a trustor for public
services. The accrued profits or the principal are used by the trustor to engage
in public services.

Management Businesses
The Capital Markets Act restricts the allowed methods of management of money
falling under the category of trust properties in accordance with Presidential
Decree, in consideration of the purchase of financial investment products such as
securities and listed and over-the-counter derivatives. The depositing in financial
institutions, purchase of money receivables, extension of loans, purchase of bills,
purchase of real assets, purchase of intangible property rights, purchase or
development of real estate, and the safety and profitability of other trust properties
are also taken into consideration. In addition, regarding the disposition of trust
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management assets, to prevent conflicts of interest they are in principle traded
in the market. Assets under management should be neither excluded from nor
included in a specific trust product for the purpose of raising its yield.

(3) Sources and Uses of Funds
Funds in bank trust accounts had reached 145 trillion won by the end of 1995,
thanks to factors such as the continuous expansion of the number of institutions
dealing with bank trust accounts and the fulfillment of demand from financial
consumers through the offering of relatively high yields and the development of
new products. However, the 1996 extension of the trust maturity date and measures
taken to reduce the number of guaranteed-dividend trust products impacted the
total amount entrusted. It afterward continued to decrease due to implementation
of the bond price valuation system in July 2000 and abolishment of unspecified
money trusts resulting from implementation of the Indirect Investment Asset
Management Business Act in January 2004. However, the entrusted amount has
substantially increased recently since 2011 due to the active expansion of sales by
financial investment services providers (securities companies) that have started to
deal with retirement pension and money trusts for advisory services and engage
in the trust services as a sideline business.
In terms of trust account composition, specified money trusts account for the
largest share with 49 percent, followed by property trusts with 27.8 percent as of
the end of 2017. In terms of the composition of trust services providers, banks and
financial investment services providers (securities companies) account for 48.6
percent and 26.1 percent, respectively.
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Table Ⅲ - 22

(as of period-ends)

Type

2013

Unspecified
Money
trusts

2014

Units: trillion won, %

2015

2016

2017

13.6

(2.7)

14.1

(2.6)

14.8

(2.5)

15.6

(2.2)

16.2

(2.1)

Specified

233.5

(47.0)

272.4

(49.9)

306.9

(51.0)

352.8

(49.3)

379.5

(49.0)

Subtotal

247.2

(49.8)

286.5

(52.5)

321.7

(53.5)

368.4

(51.5)

395.7

(51.0)

92.5

(18.6)

99.6

(18.3)

102.2

(17.0)

156.1

(21.8)

160

(20.6)

147.3

(29.7)

153

(28.0)

171.5

(28.5)

187.5

(26.2)

215.2

(27.8)

Money receivables
Property
trusts

Ⅲ. Financial Institutions

Real estate
Securities

9.4

(1.9)

6.2

(1.1)

5.2

(0.9)

3.4

(0.5)

4.2

(0.5)

Subtotal

249.3

(50.2)

258.8

(47.4)

278.9

(46.4)

347

(48.5)

379.4

(48.9)

0.3

(0.1)

0.3

(0.1)

0.6

(0.1)

0.1

(0.0)

0.1

(0.0)

Total

496.7 (100.0)

Others

545.6 (100.0)

601.2 (100.0)

715.6 (100.0)

775.2 (100.0)

Note: Figures in ( ) indicate the percentages in the total amounts.
Source: Financial Supervisory Service

Table Ⅲ - 23

Composition of Trust Services Providers

Type
Ancillary
business
entities

(as of period-ends)

2013

2014

2016

2017

Banks

245.4

(49.4)

260.7

(47.8)

288.2

(47.9)

355.9

(49.7)

376.9

(48.6)

Securities companies

130.2

(26.2)

156.2

(28.6)

166.7

(27.7)

191.6

(26.8)

202.4

(26.1)

Insurance companies

2.3

(0.5)

3.4

(0.6)

6.5

(1.1)

12.2

(1.7)

17.4

(2.2)

Subtotal
Real estate trust companies
Total

377.9

(76.1)

420.3

(77.0)

461.4

(76.7)

559.7

(78.2)

596.7

(77.0)

118.8

(23.9)

125.3

(23.0)

139.8

(23.3)

155.9

(21.8)

178.5

(23.0)

496.7 (100.0)

545.6 (100.0)

Note: Figures in ( ) indicate the percentages in the total amounts.
Source: Financial Supervisory Service
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2015

601.2 (100.0)

715.6 (100.0)

775.2 (100.0)

4. Insurance Companies

4

Insurance Companies

1. Overview
The term “insurance company” refers to a financial company that engages in the
business of underwriting insurance, receiving premiums and paying insurance
benefits. The Insurance Business Act stipulates that insurance companies may
operate within the life insurance, non-life insurance and Type 3 insurance
businesses, each of which covers different types of risks. Specifically, life
insurance pays insurance benefits related to the survival or death of insurance
subscribers, while non-life insurance pays benefits to cover damage caused by
accidental events and Type 3 insurance covers illness, injuries and nursing. In
addition, life insurance subscribers receive predetermined amounts of money, but
non-life insurance subscribers receive reimbursement for specific damages caused
by accident. In Korea, insurance companies are in principle prohibited from
concurrently running life and non-life insurance businesses, but they may operate
Type 3 insurance businesses in addition to their other businesses.41) As of the end
of 2017, there are 25 life insurance and 32 non-life insurance companies operating
in Korea, with combined assets amounting to 833 trillion won and 277 trillion won,
respectively.
In addition to general private insurance products there are also postal insurance
products, a state-operated insurance run by a national agency the Ministry of
Science and ICT. The Postal Savings and Insurance Act stipulates that the purpose
of postal insurance is to contribute to the stabilization of the economic livelihoods
of the people and the promotion of public welfare by having the people cope jointly
41) Insurance products that may be concurrently operated include annuity savings and retirement insurance.
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with risks of accidents through the popularization of insurance.
Other institutions that have functions similar to insurance companies are mutual
aid associations. The concept of “mutual aid” refers to the fraternal practice in
which multiple members of an association contribute a certain amount of money
for the purposes of insurance and savings, in the way of providing mutual aid to
specific members who share common bonds. In this regard, mutual aid is basically
distinguished from private insurance, which is intended for the general public.
With the increasing size of the assets of and number of subscribers to mutual aid
associations, however, the associations now engage in an extended range of
businesses that include fraternal business for the general public. There are three
such associations: the National Federation of Fisheries Cooperatives, the National
Credit Union Federation of Korea, and the Korean Federation of Community Credit
Cooperatives. As of the end of 2016, the combined assets of these institutions totals
22 trillion won. The aid association of the National Federation of Agricultural
Cooperatives was changed into an insurance company (Nonghyup Property &
Casualty Insurance) in March 2012.

2. Life Insurance Companies
(1) History
Life insurance companies engage mainly in the underwriting and operation of
insurance in preparation against death, illness and old age.
The life insurance industry in Korea began when European, American and
Japanese financial companies and trading firms, which had begun to do business
in Korea in the late 19th century, launched insurance businesses by serving as
branches of insurance companies in their home countries. In 1921, Chosun Life
Insurance Company was established as the first Korean insurance company, after
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which eight other life insurance companies were launched between 1946 and 1959.
Due to unstable political and economic conditions, however, they did not reach full
development. In 1962, the Korean government initiated a complete overhaul of the
insurance industry in an attempt to expand the foundation for mobilizing the
domestic capital required for proceeding with its economic development plans. As
a result, the Insurance Business Act, Insurance Soliciting Control Act, and Act on
Foreign Insurance Business Entities were put in place, laying the institutional
foundation for the life insurance industry. However, structural limitations such as
the general public’s lack of understanding of insurance and weak public confidence
in insurance companies led to poor performance by life insurance companies until
the mid-1970s. The year 1977 then opened a new chapter in the development of
the insurance business, when insurance-related laws were streamlined and
integrated into the Insurance Business Act. Insurance-related systems were
moreover dramatically changed with, to name a few revisions, improvement of the
insurance benefit payment process, the simplification of insurance terms and
conditions, and the introduction of tax deductions for life insurance premium
payments.
From the 1980s, increased incomes and an aging population created a larger
demand for insurance, and with heightened awareness of insurance services the
need for new insurance companies gradually increased. At the same time, the
United States and other foreign countries were increasingly pushing Korea to open
its insurance market. In response, Korea created standards for the establishment
of foreign life insurance companies in Korea in December 1986, standards for
permitting the establishment of domestic branches of foreign life insurance
companies in June 1987, and standards for permitting the establishment of life
insurance joint ventures in March 1988. Korea simultaneously opened its insurance
market, both domestically and with regard to foreign firms, by allowing the
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establishment of domestic branches and local subsidiaries of foreign life insurance
companies and joint ventures, and authorizing the foundation of an array of
domestic life insurance companies.
In the 2000s, there was a debate on reforming the insurance industry because
of the greater importance of consumer rights and the progress in the liberalization
and the diversification of financial institutions. As a result, the Act on the
Insurance Industry was amended in May 2003, by which the system for admitting
new insurance companies was improved, the positive system which ennumerated
allowed operational assets was abolished, the disclosure system was improved, and
Type 3 insurance and bancassurance were introduced. In addition, the Act on
Insurance Industry, as amended in July 2010, eased asset management regulations,
simplified the development of insurance products, and imposed an obligation to
explain insurance products in order to strengthen the competitiveness of the
insurance industry and protect consumers.
While there was rapid growth in scale from the 2010s, a roadmap to improve the
competitiveness of the insurance industry was announced in 2015 in response to
views that regulations designed to prevent insolvency and protect consumers were
serving as obstacles to competition-based development. In this roadmap,
regulatory systems compatible with global standards were established through
liberalization measures including on insurance products and asset management,
and a shift from quantity competition focusing on sales channels to quality
competition based on products and services was induced. Such changes were
reflected in phases through the revision of relevant laws including the Insurance
Business Act.
From the mid-1980s, many life insurance companies were established in Korea.
Thanks to eased entry regulations, 15 companies were founded between 1988 and
1994. Following the 1997 financial crisis, however, some life insurance companies
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that had gone insolvent due to increasing numbers of closed contracts underwent
processes of restructuring including dissolution and mergers. This trend continued
into the 2000s, when big life insurance companies acquired or merged with smaller
insurance companies to strengthen their competitiveness, causing a further
decrease in the number of life insurance companies.

Table Ⅲ - 24

Trend in the Number of Life Insurance Companies
(As of year-ends)

1990

1995

2000

2005

2010

2015

2017

31

33

29

22

23

25

25

Source: Financial Supervisory Service

(2) Businesses
A. Insurance Products
Life insurance products are divided into individual insurance and group
insurance, and individual insurance is further sub-classified into insurance
against death, pure endowment and endowment insurance, based upon the terms
of the benefits. Depending upon their functions, life insurance products can also
be divided into coverage insurance and savings insurance.
Among individual insurance products, insurance against death is typical
coverage insurance under which benefits are paid when the insured becomes
disabled or dies within the term of coverage. As a subset of insurance against
death, term insurance pays benefits when the insured dies within the
predetermined term of coverage, and whole life insurance refers to insurance
products whose terms extend throughout the entire life of the insured.
Pure endowment is a type of savings insurance, under which benefits are paid
only when the insured survives to the maturity date of the term of coverage. Pure
endowment products in their original sense do not exist in reality, however, and
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most of the products have additional coverage to pay benefits in the event of death
of the insured. Major products of this type currently include annuity insurance and
educational endowments.
Endowment insurance, also referred to as old-age insurance, is a dual-purpose
insurance that combines the savings function of pure endowment and the coverage
of insurance against death. In the event of death or injury during the term of
coverage, the beneficiary receives death benefits, while in the event of his/her
survival to the maturity date the beneficiary receives pure endowment benefits.
Unlike individual insurance, group insurance policies are purchased by a
representative of a group, some of its members, or an entire group that satisfies
certain conditions for being insured. Including group term life insurance and group
savings insurance, this type of insurance is widely used by employers as a way
of transferring to an insurance company the risks of unexpected damage during
the term of coverage due for example to the death, illness or retirement of
employees. Since group insurance insures against homogeneous risks it is easy to
conclude insurance contracts, and group payment of insurance premiums also
makes it convenient to manage contracts. Group insurance is thus provided with
relatively inexpensive premiums.
Most insurance products are operated in general accounts, while some products
(including retirement pension, annuity savings and variable insurance) are
separately managed in special accounts.
The composition of outstanding life insurance contracts indicates that individual
insurance makes up the majority of life insurance. Within individual insurance, as
of the end of 2017 insurance against death accounts for the largest share with 74.9
percent of the total, while the proportion of insurance products operated in special
accounts stands at only 1.7 percent.
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Table Ⅲ - 25

Life Insurance Company Holding Contracts
Units: billion won, %

2005.12
amount
%

2010.12
amount
%

General account

1,380,095

99.0

1,749,013

Personal insurance

1,309,406

93.9

1,700,596

Death insurance

1,065,866

76.4

1,327,708

164,990

11.8

78,550

5.6

Life insurance
Life and death insurance

2015.12
amount
%

2017.12
amount
%

99

2,371,731

98.65

2,445,834

98.3

96.2

2,319,103

96.46

2,393,117

96.2

75.1

1,770,044

73.62

1,863,532

74.9

266,799

15.1

382,322

15.90

366,610

14.7

106,089

6

166,736

6.94

162,975

6.6

Group insurance

70,689

5.1

48,416

2.7

52,628

2.19

52,717

2.1

Special accounts

14,594

1.0

18,205

1

32,493

1.35

42,921

1.7

1,394,689

100.0

1,767,217

100.0

2,404,224

100.0

2,488,756

100.0

Total

Source：Korea Life Insurance Association Fact Book on Life insurance

B. Payment of Policyholder Dividends
A “policyholder dividend” from life insurance refers to the partial return of the
surplus remaining from operation of the premiums paid by policyholders after
payment of the contracted benefits. The amounts of the premiums and the
contracted benefits are determined in advance, based upon the expected rate of
interest, expected rate of mortality and assumed rate of expense, and differences
between the expected and actual rates may create surplus amounts.
Policyholder dividends are classified into interest surplus dividends, mortality
profit dividends, and loading profit dividends. Interest surplus dividends are
created when the actual operating rate of return exceeds the expected rate of
interest, while mortality profit dividends are paid to policyholders when the rates
of actual death, disaster or disease is lower than the expected rates. Loading profit
dividends are paid when the actual operating expense is less than that projected.
Another type of policyholder dividend is a long-term duration dividend, a system
to encourage long-term insurance contracts. This system is not considered a
general dividend system, however, and is only used in a limited number of countries
including Korea and Japan.
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In regard to the dividend system, in the past all life insurance companies applied
the same dividend rate. However, since restrictions on insurance product prices and
loading profit dividends were abolished in April 2000 and March 2002, respectively,
the dividend rate currently has no restrictions. From March 2002, moreover, the
method of securing dividend reserves for policyholders was changed to a system
under which only companies that have first accumulated funds for dividends can
pay them to policyholders. As a result, the possibility of receiving dividend payments
has become one of the criteria used in insurance company selection. Currently,
however, insurance companies rarely sell products with dividend payments.

(3) Sources and Uses of Funds
The size of life insurance companies has increased dramatically — from 61 trillion
won in annual premium income in fiscal year 2005 to 120 trillion won in fiscal year
2016. The ratio of paid benefits to premium income stood at 57.9 percent in 2005,
but later increased to 64.7 percent at the end of 2010 after the financial crisis
triggered by Lehman Brothers due to the growing cancellation of insurance
products. The rate subsequently dropped to 59.8 percent at the end of fiscal year
2016, thanks largely to the development of various insurance products including
variable and annuity insurance and the increasing subscriptions to long-term
coverage insurance.

Table Ⅲ - 26

Premium Income and Paid Benefits of Life Insurance Companies1)

Fiscal Year

(during periods)
2)

Units: billion won, %

2005

2010

2015

2016

Premium Income (A)

61,472

83,007

117,214

119,811

Paid Benefits (B)

35,583

53,709

66,972

71,683

57.9

64.7

57.1

59.8

Ratio of Benefit Payment (B/A)

Notes： 1) General and special accounts
2) From April to March of the following year for FY2005 and FY2010; from January to December for FY2015 and
FY2016
Source：Korea Life Insurance Association Fact Book on Life Insurance
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As of the end of 2017, life insurance companies finance 71.2 percent of their
funds from their premium income reserves, also known as policy reserves. In terms
of their fund management, meanwhile, the rate of investment in securities has
shown rapid growth since 2000. As of the end of 2017, 60.2 percent of total assets
are operated as investment in securities, while the proportion of loans has fallen
to 15.3 percent, much lower than in 2005.

Table Ⅲ - 27

Sources and Uses of Life Insurance Company Funds1)
2005
Amount

%

2010
Amount

%

2015
Amount

%

Units: Billion won, %

2017
Amount

%

<Sources>
Reserves of premium income
Other liabilities
Capital
Surplus
Total

184,444

77.1

285,406

68.5

515,189

71.1

593,223

71.2

37,856

15.8

93,368

22.4

145,702

20.1

168,157

20.2

6,103

2.5

8,580

2.1

10,390

1.4

10,269

1.2

10,959

4.6

29,298

7.0

53,620

7.4

61,178

7.3

239,362

100.0

416,652

100.0

724,901

100.0

832,827

100.0

186,098

77.7

310,554

74.5

573,450

79.1

656,211

78.8

4,232

1.8

11,697

2.8

15,347

2.1

13,839

1.7

125,190

52.3

220,122

52.8

437,107

60.3

501,173

60.2

47,392

19.8

66,535

16.0

106,122

14.6

127,497

15.3

<Uses>
Operating assets
Cash and deposits
Securities
Loans
Real estate
Others

9,284

3.9

12,200

2.9

14,874

2.1

13,702

1.6

53,264

22.3

106,098

25.5

151,451

20.9

176,616

21.2

Note： 1) Based on fiscal year-ends
Source： Korea Life Insurance Association Life Insurance Statistics

3. Non-life Insurance Companies
(1) History
Non-life insurance companies are financial institutions that engage mainly in
the underwriting and operation of insurance against incidents such as fires, car
accidents, and marine accidents.
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In October 1922, Chosun Fire Insurance Company (later renamed Dongyang Fire
and Marine Insurance Company in June 1950) was established as the first non-life
insurance company, to be followed by five new companies in the 1940s and four
in the 1950s. These companies engaged in comprehensive non-life insurance
activities. Insurance companies established in the 1960s included Korean
Reinsurance Company, which specialized in handling reinsurance products; Public
Automobile Insurance, renamed Dongbu Insurance in October 1995); and Korean
Guarantee Insurance Company. In addition, two American non-life insurance
companies — American Home Assurance and American Foreign Insurance
Association (acquired by Cigna in October 1984) — established branches in Korea.
There were no further non-life insurance companies established until the end
of the 1980s, when Hankuk Fidelity & Surety Company was established in November
1989, and Vigilant, an American insurance company, opened branch offices in Korea
in July 1992. As Hankuk Fidelity & Surety and Korean Guarantee Insurance
recorded continued deficits, these two companies merged into Seoul Guarantee
Insurance Company in November 1998. In the 2000s, the restrictions on automobile
insurance businesses for non-life insurance companies were abolished.42) As a
result, two domestic automobile insurance companies were founded, and eight
foreign insurance companies, many of them reinsurance companies, opened
branches in Korea. From the mid-2000s, two more Korean insurance companies
were established.
In June 2015, the Korea Maritime Guarantee Insurance newly received an
insurance business license to reduce fund volatility in economically sensitive
industries and to support maintaining their competitiveness during recessions, and
foreign reinsurance companies including Asia Capital Re and Pacific Life Re opened
branches in Korea.
42) Since February 2000, when the Regulatory Reform Committee abolished the Guidelines for Automobile Insurance Operation
in order to ease the regulations on entry to the automobile insurance business by non-life insurance companies, all non-life
insurance companies have been able to sell automobile insurance
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Number of Non-life Insurance Companies

Table Ⅲ - 28

(as of period-ends)

Unit: number

1990

1995

2000

2005

2010

2015

2017

16

17

17

28

30

31

32

Source： Financial Supervisory Service

(2) Businesses
Non-life insurance is a social system based on mutual assistance to jointly cope
with risks of property damage from various accidents, and clearly distinguishes
itself from life insurance which has a combined nature of long-term savings and
mutual aid.
Non-life insurance companies handle eight different lines of insurance, based
on different insured perils: fire, marine, automobile, bond, casualty, annuity,
long-term savings and overseas direct. Marine insurance products include marine
cargo insurance, hull insurance and transport insurance, and automobile insurance
(for individuals, businesses and sales) is divided into package automobile insurance
and driver insurance. Surety insurance comprises fidelity insurance, performance
bond insurance, installment sales insurance and tax bond insurance. Casualty
insurance products include injury insurance, burglary insurance, liability
insurance and atomic energy insurance. Long-term savings insurance, a plan to
pay benefits at the time of maturity even if no accidents have occurred during the
coverage term, includes long-term fire insurance, long-term injury insurance,
long-term illness insurance and long-term comprehensive insurance. Individual
annuity insurance and retirement insurance are typical annuity insurance products,
while overseas direct insurance refers to a variety of insurance products sold to
foreigners by Korean non-life insurance companies operating overseas.
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(3) Sources and Uses of Funds
Among the insurance lines of non-life insurance companies, automobile
insurance and long-term savings insurance bring in the largest shares of premium
income. The share of automobile insurance has been decreasing recently, as
automobile insurance premiums were liberalized in August 2001, the volume of
automobile registrations has tapered off, and price competition has intensified with
the sales of online automobile insurance. Long-term savings insurance has on the
other hand increased dramatically, thanks to the development of new products and
expansion of soliciting organizations.

Table Ⅲ - 29

Premium Income of Non-life Insurance Companies1)
Units: billion won, %

2011
Amount
Fire insurance
Marine insurance

198

2013
Amount

%
0.5

241

2015
Amount

%
0.5

304

2017
Amount

%
0.4

297

%
0.4

636

1.5

601

1.2

709

1.0

644

0.8

Motor insurance

9,791

23.3

9,739

19.3

14,991

20.3

16,857

21.5

Guarantee insurance

1,109

2.6

1,124

2.2

1,582

2.1

1,744

2.2

Special insurance

3,388

8.0

4,199

8.3

5,693

7.7

6,228

7.9

Long-term savings

24,486

58.2

31,505

62.3

46,580

63.0

49,088

62.5

Personal pension
Total

2,493

5.9

3,182

6.3

4,021

5.4

3,701

4.7

42,101

100.0

50,592

100.0

73,881

100.0

78,558

100.0

Note：1) Casualty insurance includes overseas direct insurance and aid services.
Source: General Insurance Association of Korea

Reserves of premium income account for 73.4 percent of the total financing of
non-life insurance companies as of the end of December 2017. Of their total asset
management, the biggest share of investment, 53.1 percent, is made in securities,
followed by the 23.6 percent of investment made in loans.
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Table Ⅲ - 30

Sources and Uses of Non-Life Insurance Company Funds1)
(as of period-ends)

2005
Amount

2010
Amount

%

Units: billion won, %

2015
Amount

%

2017
Amount

%

%

<Sources>
Reserves of premium income
Other liabilities

33,502

68.3

69,122

69.8

168,956

74.7

203,264

73.4

7,712

15.7

15,199

15.4

27,686

12.2

38,634

13.9

Capital

11,332

23.1

3,351

3.4

2,542

1.1

2,994

1.1

Surplus

-3,528

-7.2

11,337

11.5

26,877

11.9

32,205

11.6

49,019

100.0

99,009

100.0

226,061

100.0

277,097

100.0

40,160

81.9

79,509

80.3

183,364

81.1

225,292

81.3

2,080

4.2

4,903

5.0

9,219

4.1

6,817

2.5

26,293

53.6

51,734

52.3

118,597

52.5

147,149

53.1

Loans

8,280

16.9

17,321

17.5

49,052

21.7

65,309

23.6

Real estate

3,507

7.2

5,551

5.6

6,496

2.9

6,017

2.2

8,859

18.1

19,500

19.7

42,697

18.9

51,805

18.7

Total
<Uses>
Operating assets
Cash and deposits
Securities

Others

Note：1) Based upon fiscal year-ends (end-March of ensuing year).
Source: General Insurance Association of Korea Non-life Insurance Statistics

4. Postal Insurance
(1) History
Postal insurance began with Chosun Industrial Life Insurance, a public insurance
plan established in October 1929. The plan was renamed National Life Insurance
after Korea’s liberation from Japanese colonial rule, but its scale of operation fell
compared to that during the colonial era due to the turbulent political and economic
conditions. This insurance was later handled by the Ministry of Information and
Communication (then the Ministry of Communication) after the National Life
Insurance Act was implemented in December 1952. When questions arose regarding
its competition with savings institutions in farming and fishing villages, such as
agricultural cooperatives and community credit cooperatives, the government
abolished the National Life Insurance Act in January 1977, suspending the
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provision of insurance by government postal agencies. However, as the December
1982 Act on Postal Deposits and Insurance provided legal grounds on which postal
agencies could concurrently operate insurance businesses, provision of postal
insurance was resumed in July 1983.

(2) Businesses
Postal insurance involves only life insurance. The types of insurance and the
ceiling insurance contract amounts are determined by the Minister of Science and
ICT in consultation with the Financial Services Commission, with other matters
being set by the Minister. Just as is the case with private life insurance companies,
postal insurance currently trades in educational endowment, annuity, coverage and
endowment insurance.
For postal insurance, the government takes the responsibility of paying benefits,
and to protect the rights of beneficiaries restricts the transfer of rights to benefits
or refunds. Compared to private insurance products, postal insurance is also
offered at more affordable prices, and insurance applicants are exempted from
physical examinations, a benefit offered in consideration of the fact that most
subscribers are from low-income families. The ceiling of the insured amount is also
limited to a relatively small sum: up to 40 million won per person.
Premiums are operated as postal insurance reserves established under the Act
on Special Accounts for Postal Insurance. The methods of asset management
include: deposits with financial institutions, purchases of securities (stocks, bonds,
etc.) and trading in derivatives under the Capital Market and Financial Investment
Business Act, loans to policyholders, loans to the central and local governments
and government-invested institutions, purchases and leases of business-purpose
real estate, investment in venture companies, and deposits as financial funds.
As of the end of 2016, the biggest share in contracts outstanding by type of
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insurance was that of coverage insurance, followed by annuity insurance and
endowment insurance. The recent trend shows that the shares of annuity insurance
and coverage insurance have increased greatly, while that of endowment insurance
has fallen sharply.
Outstanding Postal Insurance Contracts, by Type

Table Ⅲ - 31

(as of period-ends)

insurance coverage insurance endowment
Pension insurance

Units: billion won, %

2000
Amount
%

2005
Amount
%

2010
Amount
%

2016
Amount
%

392

313

228

140

0.1

0.8

0.3

0.2

861

1.8

10,848

9.8

13,953

10.1

20,710

11.9

Guarantee insurance

22,303

46.6

89,821

81.2

114,229

82.4

144,069

83.0

Life and death insurance

24,356

50.8

9,677

8.7

10,296

7.4

8,566

4.9

47,913

100.0

110,659

100.0

138,706

100.0

173,485

100.0

Total

Source： Korea Insurance Development Institute Insurance Statistics Yearbook

(3) Sources and Uses of Funds
Based on the stability of postal insurance, new contracts have increased at a
steady pace, with the annual premium income rising from 2.1 trillion won in 1995
to 8.7 trillion won in 2000. The figures fell to 7.5 trillion won in 2009, however,
due to fierce market competition triggered by the entry of more foreign insurance
companies into the Korean market and the introduction of bancassurance. The
annual premium income decreased slightly to 5.6 trillion won in 2016.

Table Ⅲ - 32

Postal Insurance Premium Income and Paid Benefits
1995

2000

2005

2010

Units: billion won, %

2016

Premium income (A)

2,146

8,729

5,969

6,947

5,621

Paid benefits (B)

1,528

3,256

10,121

5,094

5,326

Ratio of insurance payments (B/A)

71.2

37.3

169.6

73.3

94.8

Source: Korea Insurance Development Institute Insurance Statistics Yearbook
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A breakdown of fund management in postal insurance shows that as of end-2016,
84.4 percent of the funds were invested in securities, followed by 7.2 percent in
cash and deposits and 5.6 percent in loans.

Table Ⅲ - 33

Sources and Uses of Postal Insurance Funds
2000
Amount

%

2005
Amount

14,957

101.2

-175

-1.2

14,783

Units: billion won, %

%

2010
Amount

%

2016
Amount

%

18,469

91.9

29,556

92.9

47,052

91.9

1,622

8.1

2,253

7.1

4,121

8.1

100.0

20,090

100.0

31,809

100.0

51,173

100.0

10,584

71.6

2,741

13.6

4,997

15.7

3,684

7.2

<Sources>
Policy reserves
Retained earnings
Total
<Uses>
Cash and deposits
Securities

2,239

15.1

13,547

67.4

23,821

74.9

43,195

84.4

Loans

633

4.3

1,153

5.7

1,923

6.0

2,854

5.6

Others

1,326

9.0

2,649

13.2

1,067

3.4

1,439

2.8

Source: Korea Insurance Development Institute Insurance Statistics Yearbook

5. Mutual Aid Associations
(1) History
Mutual aid associations handle quasi-insurance such as life and non-life mutual
aid services, in accordance with various individual acts.
The mutual aid business in Korea was initiated by the Fire Mutual Aid of the
Cooperative Credit Society in 1915 and the Livestock Mutual Aid provided by the
Federation of Gyeongbuk Livestock Associations in 1919. When the mutual aid
system of agricultural cooperatives was established with enactment of the
Agricultural Cooperatives Act in 1961, the mutual aid businesses entered a stable
phase. At first, mutual aid businesses dealt only with non-life mutual aid, for fires
or losses of farm cattle for example, but the scope of the business was extended
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to fraternal life insurance for the general public from 1965. In addition, the mutual
aid system of fisheries cooperatives was established after enactment of the
Fisheries Cooperatives Act in 1962, and began providing non-life mutual aid for
fishermen at that time, and then from 1978 began offering fraternal life insurance
for the general public. Meanwhile, the mutual aid system of community credit
cooperatives launched fraternal non-life and life insurance programs for its
members in 1991 and 1992, respectively, and later began providing fraternal life
insurance services to the general public in 1998. The mutual aid system of credit
unions began its fraternal life and non-life insurance business in 1995.

Table Ⅲ - 34

Current Status of Major Mutual Aid Associations
(As of end-2016)

Supervising Agency
(Legal Grounds)

Units: thousand cases, billion won

Business
Life

Income

Non-life

Life

Payout

Non-life

Life

Non-life

Ministry of Maritime Affairs
and Fisheries
(Fisheries Cooperatives Act)

310

132

731

74

475

39

Ministry of Public
Mutual aid
Administration and Security
services of Korean
(Community Credit
FCCC
Cooperatives Act)

3,321

520

2,496

261

986

91

Mutual aid
services of NCUF
Korea

1,038

216

776

144

451

90

4,669

869

4,002

479

1,912

221

Mutual aid
services of NFFC

Total

Financial Services
Commission
(Credit Unions Act)

Source: Korea Insurance Development Institute Insurance Statistics Yearbook

Except for the Mutual Aid System of Credit Unions43) all mutual aid systems
receive authorization for establishment from, and are supervised by, the relevant
ministries in accordance with related acts and not by the Financial Services
Commission. Because the relevant acts for each type of mutual aid association often
exclude application of the Insurance Business Act, mutual aid associations are
subject to fewer restrictions on solicitors and less responsibility for disclosure of
43) In accordance with the Credit Unions Act, the Financial Services Commission has the right to authorize and supervise the mutual
aid system of credit unions.
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products than are private insurance companies.44) However, the mutual aid system
for the NACF was changed to an insurance company (Nonghyup Property & Casualty
Insurance) to improve its expertise in the insurance area in March 2012 and is
currently subject to FSC supervision along with other insurance companies.

(2) Businesses
All mutual aid associations deal in fraternal life insurance against disease and
death and fraternal non-life insurance against fire and burglary, both for
association members and the general public. The Mutual Aid System of Fisheries
Cooperatives additionally provides insurance for fishing vessels and their crew
members and insurance for cultured fishery products, against relevant disasters,
as part of a government policy to protect fishermen.
The total value of the in-force business of mutual aid institutions amounted to
474.5 trillion won as of the end of 2016, with the mutual aid services of the Korean
FCCC making up the largest share of 355 trillion won. By type of mutual aid,
non-life insurance accounted for 349 trillion won, or 73.6 percent of the total
business.

Table Ⅲ - 35

Outstanding Contracts of Major Mutual Aid Institutions
(As of end-2016)

Units: billion won, %

Mutual Aid Services of Mutual Aid Services of Mutual Aid Services of
NFFC
FCCC
NCUF
Amount
%
Amount
%
Amount
%

Total
Amount

%

Life insurance

6,584

15.5

88,984

25.2

20,236

25.7

115,804

24.4

Non-life mutual aid

26,171

61.6

264,265

74.8

58,597

74.3

349,033

73.6

Others

9,707

22.9

-

-

-

-

9,707

2.0

Total

42,462

100.0

353,249

100.0

78,833

100.0

474,544

100.0

Source: Korea Insurance Development Institute Insurance Statistics Yearbook

44) However, the Ministry for Food, Agriculture, Forestry and Fisheries established its Guidelines for Supervising the Mutual Aid
Business of Agricultural Cooperatives, and its Guidelines for Supervising the Mutual Aid Business of Fisheries Cooperatives, in
July 2005 and October 2010, respectively, both of which hold binding force comparable to the Insurance Business Act.
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(3) Sources and Uses of Funds
The premium income of mutual aid institutions, a major source of their funding,
stood at 4.7 trillion won in 2016, with that of the mutual aid services of FCCC
accounting for the largest share at 2.8 trillion won. By type of mutual aid, life
insurance accounted for 84.9 percent of total premium income. As of the end of
2016, mutual aid institutions were making 69.9 percent of their investment in
securities and 22.8 percent in loans.

Table Ⅲ - 36

Funding and Management of Major Mutual Aid Insitutions
(as of end-2016)

Units: billion won, %

Mutual Aid Services of Mutual Aid Services of Mutual Aid Services of
NFFC
FCCC
NCUF
Amount
%
Amount
%
Amount
%

Total
Amount

%

<Sources>
Policy reserves
Mutual aid funds
Others
Total

3,392

87.1

11,686

93.2

4,991

96.5

20,070

92.9

165

4.3

33

0.3

118

2.3

317

1.5

335

8.6

826

6.6

61

1.2

1,222

5.7

3,893

100.0

12,546

100.0

5,171

100.0

21,609

100.0

43

1.1

272

2.2

166

3.2

481

2.2

<Uses>
Cash and deposits
Securities

3,202

82.3

8,451

67.4

3,462

66.9

15,115

69.9

Loans

526

13.5

3,041

24.2

1,368

26.5

4,935

22.8

Others

122

3.1

781

6.2

175

3.4

1,078

5.0

Source: Korea Insurance Development Institute Insurance Statistics Yearbook
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Other Financial Institutions

1. Financial Holding Companies
Financial holding companies are companies that, through the possession of
stocks or shares, conduct business mainly by means of controlling corporations
which carry out further financial businesses or are closely related to the
management of financial businesses. The Financial Holding Companies Act was
enacted in October 2000 in Korea, in reflection of the trend of Korean financial
institutions pursuing economies of scale and scope, and in accordance with this
law Woori Finance Holdings Co., Ltd., the first of its kind, was established in April
2001. Sejong Financial Holding Co., Ltd. (previously SDN), set up initially as a
general financial holding company, was considered a financial holding company in
accordance with the new law, but due to the company’s failure to comply with
savings clauses of the supplementary provisions its authorization was revoked in
February 2002 following corrective orders in June 2001. In this regard, Woori
Finance Holdings Co., Ltd. is in this book considered the first financial holding
company in Korea. As of the end of 2017, there were a total of nine authorized
financial holding companies in Korea — eight bank and one non-bank holding
companies.

Table Ⅲ - 37

Number of Financial Holding Companies
2005

2015

2017

Bank holding companies

3

7

7

8

Non-bank holding companies

1

2

2

1

4

9

9

9

Total
Source: Financial Supervisory Service
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Unlike general holding companies, whose main focus is the control of
corporations unrelated to the financial business, financial holding companies are
regulated in accordance with the Monopoly Regulation and Fair Trade Act as well
as the Financial Holding Companies Act. In this regard, the U.S. and Japan also
regulate their financial holding companies separately from their general holding
companies.
Concerning the regulations to which they are subject, general holding companies
and financial holding companies do share commonalities. First of all, they are
forbidden from simultaneous

ownership of

financial

and non-financial

subsidiaries: general holding companies may not control financial companies as
subsidiaries, and financial holding companies may not own non-financial firms as
subsidiaries. This follows the principle of separation of financial and industrial
capital.45) A subsidiary of a holding company may in addition not own stock in other
subsidiaries or holding companies. This is aimed to mitigate corollary effects,
including the spread of risk among subsidiaries through circular equity investment
and mutual investments among other negative effects.
There are on the other hand also several differences between these two types
of holding companies. Depending upon whether or not holding companies conduct
other businesses in addition to the control of their subsidiaries, they can be
sub-categorized into operating holding companies and pure holding companies.
And financial holding companies may found only pure holding companies, which
exclusively control subsidiaries, while general holding companies are allowed to
establish both operating holding companies and pure holding companies. They also
differ in terms of their establishment procedures: general holding companies must
simply register with the Fair Trade Commission (FTC) upon their establishment,
45) Financial investment holding companies refer to non-banking holding companies that govern one or more financial investment
entities but do not govern insurance companies and mutual savings banks, etc. Insurance holding companies that are
non-banking holding companies governing one or more financial institutions including insurance companies are allowed up
to having non-financial companies as subsidiaries.
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while financial holding companies must acquire approval from the Financial
Services Commission (FSC) prior to establishment. In the case of incorporating
financial corporations as both subsidiaries and lower-tier subsidiaries,
authorization of the FSC must be acquired beforehand.
Moreover, in order to prevent the dissemination of risk among subsidiaries under
a single holding company, transactions among subsidiaries such as the granting
of credit are restricted. The granting of credit between subsidiaries is only
permitted within 10 percent or less of equity capital,46) and if it is done appropriate
security such as government bonds must be procured. The granting of credit from
subsidiaries to holding companies, and trading in dishonored assets between
subsidiaries or between subsidiaries and holding companies is prohibited.
Establishment of lower-tier subsidiaries is exceptionally allowed only when they
are related to the subsidiaries’ businesses, and second-tier subsidiaries are not
allowed.
In this way, financial holding companies are subject to a variety of regulations,
but they also enjoy certain benefits. Firstly, financial firms under the same
financial holding company may share customers’ transaction and credit
information. In addition, the concurrent holding of executive positions at a holding
company as well as a subsidiary, or at different subsidiaries, is widely accepted;
considerable exceptions to the ban on holding of more than one office are allowed,
depending upon regulations that control the businesses concerned. Executives and
staff members of a holding company may concurrently hold executive positions at
subsidiaries, while executives at subsidiaries may concurrently hold executive
positions at other subsidiaries in the same category of business. Moreover, tax
benefits, including deferred taxes on gains on equity transfer, are possible.
46) Banks, merchant banks, financial investment business entities, insurance companies, mutual savings banks and credit-specialized
companies that are subsidiaries of financial holding companies can grant credit to other subsidiaries in an amount up to 10
percent of their equity capital (up to 20 percent as for the sum of credit offerings to subsidiaries).
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When financial holding companies were first introduced, regulations were applied
uniformly without consideration of the features of the respective businesses;
non-bank financial holding companies that did not own banks as subsidiaries were
strictly controlled at the same level as bank holding companies. To correct this
situation, the non-bank holding company system was extensively revised in 2009.
Non-bank holding companies were allowed to control non-financial firms as
subsidiaries, and there was a drive to introduce large investment banks and
insurance groups through scaling up and adding sideline businesses. Meanwhile,
the ceilings on shareholding in bank holding companies by industrial capital were
raised, from the initial 4 percent allowed at the time of the system’s introduction
to ninepence percent (10 percent when voting rights on the excess are not
exercised).
In 2014, however, due to concerns over the excessive concentration of capital
in conglomerates based on the eased separation of financial and industrial
businesses as well as the declining soundness of the overall financial groups
derived from the transfer of risks caused by a combination of financial and
industrial businesses, the regulations for separating financial and industrial
businesses were reinforced again. The cap on the ownership of stocks of bank
holding companies of non-financial business operators was reduced from 9 percent
to 4 percent and the criterion for recognizing investment entities, private
investment entities and special purpose companies as non-financial business
operators was reinforced. Moreover, non-bank holding companies and their
subsidiaries were prohibited from governing non-financial companies.
Moreover, as for both bank and non-bank financial holding companies, the scope
of the sharing of information that can take place without the prior consent of the
customers of subsidiaries within financial holding companies was limited to cases
in which the purpose is for internal business management, and customers must be
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notified of any sharing of information among subsidiaries. Meanwhile, bank
holding companies established the foundation to issue contingent convertible bonds
for smooth capital sourcing.

2. Credit-Specialized Financial Companies
Credit-specialized financial companies are financial institutions that provide
only loan services, and not deposit services. They commonly raise funds by issuing
bonds and borrowing from financial institutions, and operate these funds through
investment vehicles which other financial companies rarely invest in, such as
consumer finance, leasing and venture capital funds. The Specialized Credit
Financial Business Act, enacted in August 1997 (enforced from January 1, 1998),
defines the businesses conducted by credit-specialized financial companies to be
the credit card business, the facilities leasing business, the installment financing
business, and the new technology venture capital business.
Credit-specialized financial companies that retain no function of providing
deposit services do not require entry regulations for securing soundness, and so
the establishment of such companies requires simple registration with the FSC. For
the establishment of credit card businesses, however, which have payment and
settlement functions, in order to maintain credit system order and protect
consumers permission must be obtained from the FSC. In contrast, superstore
operators and others falling under the Distribution Industry Development Act may
conduct the credit card business following registration with the FSC only.
As of the end of December 2017, there are 97 credit-specialized companies
registered or licensed and in operation. The total assets of credit-specialized
companies are around 245 trillion won, and credit card companies account for the
largest share with 111 trillion won, followed by installment financing companies
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(67 trillion won), leasing companies (54 trillion won) and new technology venture
capital companies (10 trillion won).
Number of Credit-Specialized Financial Companies

Table Ⅲ - 38

(Dec. 2017)

Leasing Companies Credit Card Companies Installment Financial Companies Venture Capital Companies
Number

26

8

21

42

Source: Financial Supervisory Service

Differentiated minimum capital requirements are applied to credit-specialized
financial companies, in accordance with the scopes of the specific types of business
they conduct. Carrying out of two or fewer credit-specialized financial businesses
requires 20 billion won or more in capital, while operating three or more requires
a minimum of 40 billion won. On the other hand, 2 billion won or more in both
capital and equity capital is mandated for conduct of the credit card business not
as a credit-specialized financial company but concurrently as a loan service
provider.
In addition to the inherent businesses allowed through registration or
permission, credit-specialized financial companies may provide other services
including loans, bill discounts, acquisition, maintenance and recovery of accounts
receivables, credit verification, purchases of bonds owned by other financial
institutions or securities issued based on those bonds, payment guarantees,
management of liquid assets, and other services.
The manners of raising funds allowed to credit-specialized financial companies
are restricted to borrowing from financial institutions, issuance of corporate bonds
or bills, sales of retained securities, and transfers of retained loans. An exception
to the Commercial Act stipulations is granted for the issuance of corporate bonds,
which is allowed up to the limit of 10 times equity capital.
For operating funds, there is no set limit on loans to a single person, but loans
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to subsidiary companies are restricted to 100 percent or less of equity capital. As
for the acquisition of real estate for business, the FSC can impose limits at any
ratio of 100 percent or more of equity capital. Real estate for other than business
purposes may not be obtained, excluding real estate to be purchased for facilities
leasing or deferred payment or gained through the exercise of securities rights.
Credit-specialized financial companies raise funds mainly by receiving loans and
issuing corporate bonds. Fund management is undertaken by focusing on the
permitted or registered inherent businesses.

(1) Leasing Companies
A. History
Leasing companies (facilities leasing companies) are financial institutions that
provide corporations with equipment funding through lending facilities. As of the
end of 2017, there are 26 leasing companies, with a total asset size of around 5.4
trillion won.
The first leasing company in Korea was the Korea Industrial Leasing Company,
established in December 1972. With enactment of the Facilities Leasing Support Act
in December 1973, a foundation for the system was laid. Prior to 1988, there were
eight leasing companies in business, and 17 new ones were established between 1989
and 1991. Merchant banks began to integrate the facilities leasing business into
their operations in 1978, and new technology venture capital companies entered
the field in 1989. From 1994 through 1996 investment and financial services
companies were converted into merchant banks, resulting in a sharp increase in
the number of entities that concurrently operated businesses; as of end-1997 the
number of specialized leasing companies stood at 25, and that of concurrently-run
business entities at 34. Given this intense competition, a number of leasing
companies experienced management difficulties as a result of bankruptcies by their
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counterparts during the 1997 currency crisis. In response their majority
stockholders, banks, employed auto-restructuring methods to reorganize 15
specialized leasing companies, such as through purchases and assumptions (P&As)
by bridge financial institutions, mergers, and cancellations of registration.

B. Businesses
Leasing companies carry out services related to facilities leasing and deferred
payment sales. Facilities leasing means a financing method by which specified
newly purchased or leased goods are leased to clients for use over a set period
against periodic payment (lease payment) in installments. A deferred payment sale
refers to a financing method through which specified newly acquired goods are
delivered to clients for use, against payment of the price plus interest and other
fees in periodic installments over a pre-determined period. The disposal of the
goods upon completion of the leasing period, and matters concerning transfer of
goods ownership in deferred payment sales, are intended to be decided through
agreement between the parties concerned.
The business performance of the facilities leasing services of leasing companies
shows that the volume of lease agreements amounted to 15.9 trillion won in 1995,
but declined considerably in the aftermath of the 1997 currency crisis to 1.3 trillion
in 2000. However, the volume thereafter showed a sharp upward trend, rising to
13.9 trillion won in 2010, and it has been around 12 trillion won during recent three
years(2015~2017).

Table Ⅲ - 39

Leasing Contracts of Leasing Companies

Unit： trillion won

2000

2005

2010

2015

2017

1,332

5,765

9,955

12,987

12,816

Source： Credit Finance Association
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(2) Credit Card Companies
A. History
Credit card companies are financial institutions that specialize in consumer
financing involving the use of credit cards. As of the end of 2017, there are eight
credit card companies, including four of banks and four of industrial companies,
and their asset size is around 11.4 trillion won.
Credit cards were first introduced to Korea in 1969 by a department store. In
the 1980s, when banks concurrently conducted credit card businesses, both the
issuance and usage of credit cards expanded dramatically. In May 1987,
establishment of the Credit Card Business Act provided an institutional foundation
for the credit card business. After the Act’s establishment, some banks
concurrently engaging in the credit card business founded subsidiaries to which
they transferred their card businesses. Many banks, however, have maintained the
conventional system of concurrently providing credit card service. Non-bank
specialized card companies have also been newly established since that time.

B. Businesses
The principal services of the credit card business include the settlement of
charges in respect of the use of credit cards, the issuance and management of credit
cards, and the recruitment and support of merchants accepting credit cards. In
addition to these basic services, credit card companies may engage in incidental
businesses, including the provision of financing to credit card holders, the issuance
of debit cards and settlement of the related payments, and the issuance and sale
of pre-paid cards and settlement of payments.
Amid the trends of increased issuance and use of credit cards, the credit card
business showed high growth in the early 2000s, due to measures intended to
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promote credit card use including the elimination of maximum amounts for cash
advances, the adoption of information network systems shared by merchants
accepting credit cards, the introduction of an income tax deduction for credit card
spending (1999) and subsequent increase in the income tax deduction limit (2001),
and the instigation of a credit card receipt lottery system (2000). However,
excessive quantitative expansion led to a rapid increase in credit delinquencies and
poor management at credit card companies; after peaking in 2002, the sales of
credit card companies plunged. Credit card issuance and use then decreased
through the mid-2000s, but after that showed a slight increase. After amounting
to 104.81 million in late 2002, the number of cards issued had decreased
considerably to 82.91 million by late 2005, before bouncing back to 116.59 million
as of end-2010. It has been around 90 million since 2014.
The volume of credit card use, including credit purchases and cash advances,
fell from 631 trillion won in 2002 to 364 trillion won in 2005, but climbed back
to 493 trillion won in 2010, and to 594 trillion won in 2015. Meanwhile, the number
of merchants accepting credit cards totalled 1.48 million at end-2002, and
gradually increased from then to reach 2.42 million as of the end of 2015, and to
2.67 million as of the end of 2017.

(3) Installment Financing Companies
A. History
Installment financing companies are financial institutions managing consumer
financing to provide funds for the purchases of goods and services by the users
of installment financing. As of the end of June 2011, there were 18 installment
financing companies in business, with total assets of 42 trillion won.
In Korea, the installment financing business was introduced in 1995 when an
authorization standard was provided via the Credit Card Business Act. Operations
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began in 1996. When the installment financing business was introduced,
installment financing companies were authorized in three classes, in accordance
with the items they handled — general installment financing companies, housing
installment financing companies, and machinery installment financing companies

— and each type of company was restricted to handling appropriate items. However,
the authorization classification and restrictions on items handled were later
abolished with establishment of the Specialized Credit Financial Business Act in
1997. When the installment financing business was first launched in March 1996,
31 companies entered the business. The number of specialized companies was
significantly reduced thereafter, however, following mergers with credit card
companies, closures of some housing installment financing companies, and other
incidents.

B. Businesses
Installment financing denotes a method of financing whereby the companies
involved conclude agreements between the buyers and sellers of goods and services,
outlay to the sellers sums of money for the purchases of these goods and services
and collect principal repayment and interest from the buyers in installments.
Therefore, installment financing companies are not allowed to lend financed capital
exceeding the purchase prices of the goods and services concerned. In order to
prevent use of the financed capital installments for other purposes, moreover, a
finance company must also make direct payment of the financed capital to the seller
of the goods and services. In addition, installment financing companies provide
factoring services, through which they lend capital to enterprises by buying
accounts receivable created by sales on credit of the enterprises, and serve as
agents for managing and collecting these accounts receivable. They also offer
household loan services, including lending capital for school tuition, marriage
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expenses and household lease deposits, based on credit or collateral.
Looking at the volume of installment financing engaged in by installment
financing companies, newly acquired installment financing amounted over 20
trillion won in 2017, and the amount of installment financing outstanding was near
30 trillion won in 2017.

Table Ⅲ - 40

Installment Financing of Installment Financing Companies

Unit: billion Won

2011

2013

2015

2017

New financing

11,018

11,810

14,864

20,103

Balance

16,248

17,554

19,826

29,131

Source: Credit Finance Association

3. Venture Capital Companies
(1) Overview
Venture capital companies are financial firms that pursue profits by providing
investment funds to enterprises launching high risk-high return businesses, in
return for acquisition of portions of their shares or by acquiring, merging or
restructuring such enterprises. They pursue returns not only by providing funds,
but by participating in business plan development, marketing, business
management and other areas of the invested enterprises in order to improve
enterprise value.
In Korea, venture capital companies consist of new technology venture capital
companies and small and medium-sized enterprise establishment investment
companies. They engage mainly in the business of supplying funds to start-up
firms.
The businesses of the two types of companies are similar, but the legislation on
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which they are based, the enterprises they support, the regulations pertaining to
their businesses and other factors differ to varying degrees. New technology
venture capital companies back enterprises as stipulated by the Korea Technology
Credit Guarantee Fund Act, based on the Specialized Credit Financial Business Act,
and can concurrently conduct other credit financial businesses, including leasing
and installment financing. Small and medium-sized enterprise establishment
investment companies are regulated by the Support for Small and Medium-sized
Enterprise Establishment Act, support venture businesses and their founders
pursuant to the Act on Special Measures for the Promotion of Venture Businesses,
and specialize in venture capital services directed toward the establishment of
small and medium-sized enterprises.

(2) New Technology Venture Capital Companies
A. History
New technology venture capital companies are enterprises that pursue profits by
offering services including the provision of funds and supply of managerial and
technical assistance to firms with advanced technological skills and potential but
weak foundations in terms of their funds and management. As of the end of 2017,
there were 42 technology venture capital companies in operation in Korea, and their
total assets amounted to 10 trillion won.
The Korea Technology Advancement Corporation was founded in 1974, to be
followed by establishment of the Korea Technology Banking Corporation (1981), the
Korea Development and Investment Corporation (1982), and the Korea Technology
Finance Corporation (1984). Among these four, the three companies excluding the
Korea Technology Banking Corporation were converted into new technology venture
capital companies in December 1986 with establishment of the Financial Support
for New Technology Project Act. In 1999, the Korea Technology Banking
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Corporation was privatized and registered as a credit-specialized financial
company, while the Korea Technology Finance Corporation was merged into the
Korea Industrial Leasing Company. Since that time, five new technology venture
capital companies have been established.
In 2018, the Specialized Credit Finance Business Act was revised to change the
method of defining new technology venture companies from a positive system to a
negative one. Excepted industries are clearly defined and middle-sized companies
are added to the definition of new technology venture companies to ensure that the
scope of investment incorporates new technology/intellectual property rights,
industrial convergence, and service industries as well as the existing manufacturing
industries.

B. Businesses
New technology venture capital companies mainly undertake businesses
including the investment in, and provision of loans and supply of managerial and
technical assistance to new technology enterprises, as well as the establishment
and administration or operation of new technology venture capital associations.
Investment in new technology enterprises is made through the acquisition of shares
or corporate bonds, including convertible bonds and bonds with warrants. Loans
may be provided by means of conventional or conditional loans. The term

“conditional loans” refers to a method of financing whereby a new technology
venture capital company receives license fees if the new technology project is
successful, depending upon performance over a certain period of time. If it is not
successful, the company collects part of the principal of the loans in minimum
installments.
Similar to other credit-specialized financial companies, new technology venture
capital companies raise funds through borrowing from financial institutions,
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issuance of corporate bonds or bills, sales of retained securities, transfer of
retained loans, and other methods. They are in addition allowed to borrow funds
required for investment in and loans to new technology businesses, from
government funds including the Public Capital Management Fund and the Korea
Credit Guarantee Fund.
As of the end of 2017, other industries including the general manufacturing
industry account for the largest share (20.7 percent), followed by ICT
manufacturing (16.5 percent), ICT services (16.3 percent), and the biomedical
industry (16.3 percent).

Table Ⅲ - 41

Share of Investment by Industry in New Technology Finance
(as of the End of 2017)

Unit: %

Others (including
general manufacturing)

ICT manufacturing

ICT services

Biomedical

Chemical/materials

20.7

16.5

16.3

16.3

11.9

(3) Small and Medium-sized Enterprise Establishment Investment
Companies
Small and medium-sized enterprise establishment investment companies are
corporations that conduct businesses including investment in small and
medium-sized enterprise initiators and venture businesses, organization and
operation of enterprise establishment investment associations, and overseas
investment for the recommendation and diffusion of foreign technology. Small and
medium-sized enterprise establishment investment companies are set up as
corporations with five-and-ten-cent store billion won or more in paid-in capital,
under the Commercial Act and based on the Support for Small and Medium-sized
Enterprise Establishment Act (of April 1986). They must be registered with the
Small and Medium Business Administration. As of end-2000 the number of small
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and medium-sized enterprise establishment investment companies amounted to
147, thanks to government support measures for venture businesses and a boom
in the KOSDAQ market in the late 1990s. It then decreased owing to their reduced
profits, and there were 107 in existence as of end-June 2011. The total paid-in
capital of small and medium-sized enterprise establishment investment companies
reached a peak of 2 trillion won at the end of 2002, before declining to 1.5 trillion
won as of end-June 2011.
Small and medium-sized enterprise establishment investment companies engage
mainly in the business of providing funds to small and medium-sized enterprise
initiators and others, through the acquisition of shares, convertible bonds or bonds
with warrants, or investment under agreed terms and conditions. They must invest
50 percent of their paid-in capital with business initiators, venture businesses,
enterprise establishment investment associations, and other enterprises within
three years of their registration. Small and medium-sized enterprise establishment
investment companies in addition conduct businesses designed to improve
enterprise value, including the offering of management advice to invested
corporations, and the provision of information and assistance for marketing, initial
public offerings and making inroads into foreign markets. Meanwhile, their
investment intended to control management was initially restricted, but then
allowed from October 2005 in order to facilitate the raising of funds by start-up
firms and the restructuring of companies displaying signs of insolvency.
Small and medium-sized enterprise establishment investment companies may
obtain loans from the government, government funds, financial institutions and
other resources in order to raise the funds necessary for conducting their
businesses. They are also allowed to issue corporate bonds up to 10 times the total
amount of their capital and accumulated funds.
The volume of start-up investment by small and medium-sized enterprise
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establishment investment companies has declined since the early 2000s and
remained stagnant until recently. As of the end of June 2011, the number of
companies invested in was 1,984, and the amount of investment outstanding totaled
2.273 trillion won — sharp decreases from 1,973 and 2.9 trillion won, respectively,
at the end of 2000. The number of newly invested in firms and the value of new
investment has also shown large decreases, from 1,901 as of end-2000 to 250 as
of end-2011 and from 2 trillion to 363 billion won over the same period. By
industry, ICT services account for the largest share with 21.6 percent, followed
by distribution/services with 17.6 percent.

Table Ⅲ - 42

Share of Investment by Industry in New Technology Finance
(as of the End of 2017)

Unit: %

Others (including
general manufacturing)

ICT manufacturing

ICT services

Biomedical

Chemical/materials

21.6

17.6

16.0

12.0

10.2

4. Securities Finance Companies
A. History
Securities finance companies are financial institutions that specialize in tasks
related to securities finance, such as providing funds or loans of securities for
securities companies and individual investors in connection with the acquisition,
underwriting, holding and trading of securities. In the U.S. and Europe, financial
institutions including banks have provided these securities financial services as
part of their general finance, while in Korea and Japan there are exclusive organs
entrusted with such tasks. As of the end of March 2011, the exclusive organ in
Korea was the Korea Securities Finance Corporation (KSFC), the total assets of
which reached 25 trillion won.
The KSFC was founded in October 1955, through a joint investment by securities
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companies and under the name of the Korea United Securities Finance Corporation.
It was renamed to its current title in 1962, when it was designated as a financial
institution under the Securities and Exchange Act. As part of the national policy
to foster the capital markets, the corporation was returned to the status of a
government-invested business in 1968 before being converted into a pure
private-benefit corporation. The KSFC currently directs securities finance
operations under authorization of the Financial Services Commission in accordance
with the Capital Markets Act, and it began Employee Stock Ownership Plan in
January 2016.

B. Businesses
Securities finance companies have been engaged in securities underwriting loans,
margin financing loans, securities-secured loans, money trusts, collective
investment property custodian services, and other businesses.
As the principal means of securities finance, securities underwriting loans refer
to loans designed to channel funds necessary for securities underwriting and
acquisition to underwriters, who then purchase securities in the primary market.
Margin financing loans are a settlement financing service under which money or
securities are lent — money to the investor directly for purchase of securities, and
securities to the investor indirectly through the securities firms for sales of
securities. Securities-secured loans involve a financing plan that makes use of
securities owned by an individual borrower or a corporate body as collateral.
The KSFC also conducts deposit-taking businesses, covering general
deposit-taking services such as subscription deposits for forfeited shares, as well
as corporate deposit services that accept money of financial investors from
financial institutions.
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5. Lending Businesses
Lending businesses loan small sums to borrowers with limited credit, or act as
brokers for such funds.
Due to an ongoing rise in demand for household finance and a sustained policy
of low interest rates following the Asian currency crisis, the lending business
expanded significantly. It also emerged as a social concern because of illegal
debt-collection tactics, loans with usurious interest rates and other questionable
practices. As result, the Act on Registration of Credit Business, etc. and Protection
of Finance Users was legislated in August 2002, to improve transparency and
protect the users of finance, leading to legalization of the business. Lending
businesses are obliged to register with the mayors/governors of their
cities/provinces of operation, and receive training on observances affecting lenders
and other individuals involved.
Lending businesses in Korea are not required to comply with any standards for
competency or conduct in terms of entry requirements, related for example to
minimum start-up capital, district of business or financial strategy. The duty of
supervising lenders belongs to the mayor of the related city or governor of the
related province. They also retain the right to request submission of materials, as
well as to perform inspection, suspension and deregistration of loan businesses.
In cases where specialized investigations are required, they may ask the Governor
of the Financial Supervisory Service to carry out such investigations. Nevertheless,
with the revision of “the Act on Registration of Credit Business”, lenders with
assets exceeding 10 billion won, P2P-relevant lenders and bond buyers were
required to register to FSC for supervision.
According to a survey investigating the actual conditions of the lending business,
conducted jointly by the Financial Services Commission, the Financial Supervisory
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Service and the Ministry of Public Administration and Security, there were 8,084
registered lending businesses in Korea as of the end of 2017. The total lending
balance is around 16.5 trillion won. The P2P (peer-to-peer) loan business is also
a part of the lending business, As of the end of 2017, there are 35 P2P businesses
registered with the FSC, and their lending balance was around 0.9 trillion won.
To reinforce regulations on P2P loans, the FSC defined the lending businesses that
P2P entities affiliate with to carry out loans as "online loan information-linked
lending businesses" and required that they register with the FSC. Moreover,
operating the P2P loan business and an existing lending business as dual businesses
was strictly prohibited and the distinctions among the industries were clarified.

Table Ⅲ - 43

Number of Registered Lending Business Enterprises and Lending Brokerage Enterprises

Dec. 2013

Dec. 2015

Dec. 2017

9,326

8,752

8,084

단위 : 개

Source: FSC, FSS, Ministry of Public Administration and Security
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Public Financial Institutions

1. Korea Trade Insurance Corporation
(1) Overview
Trade insurance can be divided into two types: export insurance and import
insurance. Export insurance is written to provide compensation for a loss caused
when a domestic exporter fails to collect a certain price for its exports. Import
insurance is to recoup losses resulting when a domestic importer does not receive
goods at the appointed time or fails to retrieve prepayment due to the
non-fulfillment of a contract by an overseas exporter.
The Export Insurance System was introduced in December 1968 upon the coming
into effect of the Export Insurance Act. From its outset, Korean Reinsurance
Company was responsible for operations concerned until January 1977, when the
Export-Import Bank of Korea engaged in this business on behalf of the company.
Amendment of the Export Credit Insurance Act in March 1981 prepared the grounds
for foundation of the Korea Export Insurance Corporation (KEIC), which was
eventually established in July 1992. In July 2010, the KEIC assumed a new name,
the Korea Trade Insurance Corporation (KTIC), and introduced the Import
Insurance System.
The KTIC’s administrative structure consists of its Management Committee and
its Board of Directors. As the highest decision-making body, the Management
Committee deliberates on and resolves questions concerning the types and premium
rates of trade insurance offered, as well as the corporation’s budget and accounts.
The Board of Directors, as the KTIC executive, also deliberates on and resolves
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management goals, planning for the borrowing and issuance of private loans, and
investment in enterprises. The Board is composed of no more than 13 executive
directors, including the President, plus an auditor.

(2) Major Activities
The KTIC carries out operations concerning provision of import and export
insurance, export credit guarantees, and verification of the credit of importers and
importing countries.
Export insurance is a not-for-profit policy insurance product designed to
compensate for losses suffered by exporters, producers or financial institutions
that have lent funds for exports, covering risks that cannot be covered through
conventional insurance products such as marine insurance. These risks refer to
commercial risks (including those of contract termination by importers, bankruptcy
and delay or refusal of payment) as well as political risks (such as of war, rebellion
and/or limits on exchange transactions in importing countries).
When claims are submitted by exporting companies and financial institutions,
the KTIC prioritizes protecting exporters by paying export proceeds and then
collects the export price at a later date. The insurance payment is commensurate
with the insurance type up to 100 percent of the contracted price of each export,
with the remainder of the payment covered by the exporter involved. Insurance
premiums in relation to the usage of export insurance are determined by the
settlement conditions, settlement period and credit ratings of the importers and
the importing countries. To increase Korean export competitiveness, insurance
premiums have been maintained at relatively low levels; small and medium-sized
businesses enjoy a certain discount rate.
Import insurance consists of insurance for importers and financial institutions.
The former is designed to compensate for losses triggered when importers are
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unable to collect prepayment for import transactions under the payment terms, due
to commercial or political risks. The latter is to compensate for losses sustained
when financial institutions are unable to recover their loans granted to importing
companies for the import of key resources and other goods.

Table Ⅲ - 44

Export insurance

Major Activities of KTIC
Compensate for losses incurred by exporters or financial institutions that provided export financing
due to credit risks including contract cancellation, bankruptcy, and delay in or rejection of payment
by importers, and emergency risks including wars, civil wars or restrictions on foreign exchange
transactions in importer countries.
Short-term items (for export transactions with a payment period of two years or less)
- Short-term export insurance, export credit guarantee (before shipping, after shipping, during
negotiations), SME Plus+ insurance, etc.

Types of export
insurance

Import insurance

Types of import
insurance

Mid- and long-term items (for export transactions with a payment period of more than two years)
- Mid- and long-term export insurance (before shipping, supplier credit, buyer credit), overseas
business finance insurance, overseas investment insurance (stocks, loan, debt guarantee, rights
on real-estate), overseas resource development fund insurance, overseas construction
insurance, export guarantee insurance, interest rate fluctuation insurance, comprehensive
service insurance (methods of amount of work completed/deferred payment)
System of guaranteeing risks related to not recovering advance payment by domestic companies
in case of imports of resources or goods important for the national economy including crude oil,
iron and facility materials, or for supporting the smooth lending of import funds for domestic
companies
Import insurance (for importers)
- Compensate for losses that are incurred when a domestic company provided advance payment
to its import contract counterpart located overseas for the import of major resources but cannot
recover the payment due to emergency risks or credit risks
Import insurance (for financial insurer)
- Compensate for losses that are incurred when a financial institution provided loans to a domestic
importer for funds required for the import of major resources but the loan is not recovered
due to bankruptcy of the domestic importer, etc.

Other insurance items Foreign exchange fluctuation insurance, reliability insurance, importer credit check service,
and services
overseas receivable collection agency service

An export credit guarantee is a scheme by which the KTIC stands joint surety
for debt that small and medium-sized enterprises owe to financial institutions, in
cases where the enterprises are prevented from redeeming funds because their
export agreements fall through or where the export prices cannot be collected after
bill discounting or borrowing is received in accordance with the exporting
contracts. Moreover, exporting companies are able to make use of export credit
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guarantees to raise funds or settle shortages of collateral when suffering shortfalls
of financial resources for goods production after the export contracts have been
signed, or when borrowing funds from financial institutions as collateral for letters
of export credit guarantee after the exports are shipped.
The KTIC gathers a wide range of related materials regarding the credit of
importers and the political and economic conditions in importing countries, and
provides credit reports to reflect overseas companies’ current financial statuses and
management performances through its credit check service on foreign companies.
Financial resources for the KTIC’s operations include the Trade Insurance Fund
financed by the government and other bodies, import insurance premiums and
recoveries, and investment returns. Among these, the Trade Insurance Fund grew
from 300 million won at the time of its introduction to 1.15 trillion won as of the
end of 2010. The business performance of export insurance and export credit
guarantees reached 187 trillion won in 2010, and the rate of utilization of export
insurance relative to total exports rose significantly from 11.9 percent in 1995 to
34.8 percent in 2010. Import insurance amounted to about 49.7 billion won in 2010.
Use of Export Insurance

Table Ⅲ - 45

(during periods)

Mid-/long-term

Unit: hundred million won

Year

Short-term

2005

556,049

37,642

Credit guarantee
14,283

Foreign exchange fluctuation
123,606

2010

1,624,168

160,349

61,962

27,043

2015

1,494,365

118,441

56,291

12,262

2017

1,321,246

90,922

30,993

3,526

Source: KITC
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2. Korea Housing Finance Corporation
(1) Overview
The Korea Housing Finance Corporation (KHFC) was established in March 2004
under the Korea Housing Finance Corporation Act to foster the supply of reliable,
long-term housing finance. As of the end of June 2018, its paid-in capital stood
at 1.831 trillion won financed by the government, Bank of Korea and the National
Housing Fund. And since September 2008, KHFC has been raising funds by issuing
bonds.
The Housing Finance Management Committee, the highest decision-making body
of the KHFC, consists of six executive directors, and deliberates on and resolves
matters concerning basic operational policies, operational planning, budget
formulation, standards for assuming housing mortgage bonds and fund
management planning.
The KHFC supports low-cost housing finance through bogeumjari loans and
conforming loans, both of which are mortgage loans, and promotes the stability
of the housing financing market by issuing mortgage-backed securities (MBSs) and
mortgage-backed bonds (MBBs).

(2) Major Activities
A. Bogeumjari loans and conforming loans
To improve the lending structure of Korean housing finance market, which used
to be dominated by floating interest rates, the KHFC has introduced “mortgage on
the Housing Finance Corporation”, a long-term, fixed-rate, and installment
mortgage loan product in March 2004. And in October 2005, it has changed its name
to “Bogeumjari Loan”. In May 2017, it launched non-recourse didimdol loans, by
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which the debtor's repayment responsibility is limited to the security to prevent
the collapse of the household economy in case of a decline in housing prices,
including during economic crises, and to protect the rights and benefits of financial
consumers. Bogeumjari loan worth 12.2 trillion was issued till the end of 2017.
Meanwhile, conforming loan is a long-term, fixed-rate, installment mortgage
loan and it meets the transferee eligibility requirements required by the KHFC.
To address the risk of interest rate increase, the KHFC has launched the
conforming loan, and as of the end of 2017, 500 million won of housing with a
mortgage of 900 million won or less can be lent to the limit. It is allowed to pay
in installments for 5 years to 30 years.

B. Issuance of liquidated securities
The KHFC receives transferred mortgage bonds from financial institutions,
including banks and insurance companies, and issues MBSs and pays the principal
on bonds or the dividends on securities based on the profits derived from the
management, operation and disposal of the transferred mortgage bonds.
In 2017, MBSs worth 31.2 trillion won were issued and the balance at the end
of 2017 was 114 trillion won, making them the third largest domestic bond type
following government bonds and monetary stabilization bonds.
The KHFC’s issuance of MBBs and its payment guarantees of these bonds and
other instruments are each limited to 50 times its equity capital. Additionally, the
granting of credit to financial institutions is allowed only when these institutions
will use the money to issue long-term housing mortgage bonds. As a means of
raising the required funds, the KHFC may issue corporate bonds or commercial
paper and borrow funds from the government, financial institutions and
international financial organs, within a limit of 10 times its equity capital. The
management of surplus funds is restricted to deposits in banking institutions,
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purchases of government and public bonds, and the underwriting and purchase of
securities approved by the Financial Services Commission.

C. Housing Finance Credit Guarantees and Housing Pension
The Housing Finance Credit Guarantee Fund established within the KHFC carries
out housing finance credit guarantees when those in need of a home receive loans
from financial institutions for the funds required for house construction and
purchase, as well as reverse annuity mortgage guarantees for the smooth supply
of retirement funds. The KHFC supported ordinary citizens and those with limited
access to housing by supplying guarantees of 36.7 trillion won in the housing
guarantee sector in 2017.
The KHFC provides guarantees so that those aged 60 or older can live in the
house they own for the duration of their life while receiving annuity payments
every month for their living expenses with the house serving as the security. In
2017, the total guarantees provided reached 10.6969 trillion won.

3. Korea Asset Management Corporation
(1) Overview
The Korea Asset Management Corporation (KAMCO) was established through the
expansion and reorganization of the former Korea Asset Management Corp. in
December 1999, as part of efforts to address the distressed assets of financial
institutions and support measures to stabilize the management of firms that were
showing signs of insolvency.
KAMCO was founded in April 1962 under the Korea Development Bank Act, in
an effort to provide the Korea Development Bank with a legal basis for collecting
overdue bank loans. Since that time, the scope of its business has been gradually

274

6. Public Financial Institutions

expanded. In August 1997, when the Act on the Efficient Disposal of Non-Performing
Assets, etc. of Financial Institutions and the Establishment of Korea Asset
Management Corporation was enacted, KAMCO was expanded and reorganized in
compliance with the new regulations.
The capital of KAMCO stands at 860 billion won as of the end of June 2018,
contributed by the government, the Export-Import Bank of Korea, the Korea
Development Bank and other financial institutions.
The capital of KAMCO had reached 860 billion won as of the end of 2010, financed
by the government, the Korea Finance Corporation and financial institutions. Basic
operational policies and major matters concerning fund management are
determined by the Management Supervisory Committee, consisting of nine members
including the CEO of KAMCO, interagency executives and staff members, and
outside experts. The KAMCO executives are the CEO, the Executive Vice President,
five executive directors and an auditor. The Board of Directors, made up of the
CEO, the Executive Vice President and executive directors, resolves major matters
concerning the operations of KAMCO.
KAMCO is composed of five groups: the Business Administration Management
Group, Household Support Group, Corporate Support Group, State-owned Property
Group and Public Property Development Group.

(2) Major Activities
KAMCO is assigned fund management tasks related to the underwriting and
liquidation of distressed assets, support for the normalization of firms showing
signs of insolvency, and management of national property.
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A. Non-Performing Asset Management and Corporate Restructuring
Non-Performing Asset Management Fund
The Non-performing Asset Management Fund was established in November 1997
in order to promptly underwrite and liquidate the distressed bonds of financial
institutions stemming from the 1997 Asian currency crisis. This underwriting effor
through the fund was closed in November 2002, and the fund was liquidated on
November 22, 2012.

Corporate Restructuring Fund
As the loan default rate among financial institutions ballooned following the
currency crisis that swept the world in late 2008, the Corporate Restructuring Fund
was set up in May 2009 out of concerns that KAMCO’s funds would be insufficient
for effectively managing the potential volume of distressed bonds.
The financial resources for this fund were derived by means of contributions from
a variety of entities, including financial companies, money transferred from
KAMCO, government contributions, the issuance of Corporate Restructuring Fund
Bonds, loans from Bank of Korea, earnings from the fund’s management and other
means. The fund is employed to underwrite the distressed bonds and assets of firms
showing symptoms of insolvency and companies subject to structural improvement
as well as to finance companies set up to acquire distressed bonds and assets, and
to repay the principal of and interest on Corporate Restructuring Fund Bonds and
loans, along with other services
The fund provided support of nearly 6 trillion won for distressed bond purchases
and other financing until June 2011, and recorded a recovery rate of 16.7 percent,
equivalent to

997.8 billion won.

The Corporate Restructuring Fund was in operation until December 31, 2014, and
achieved a recovery rate of 107 percent, providing support of 6.2 trillion won and
recovering 6.6 trillion won.
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B. Credit Recovery Support for the Financially Underprivileged
The Credit Recovery Fund was established to support the financially
underprivileged class that grew due to global financial crisis in 2008, and the Fund
was expanded and reformed into the Happiness Fund in 2013. Through the
Happiness Fund, overdue bonds are purchased to support debt relief and
redemption by installment, and its bakkwodeurim loans allow the conversion of
high-interest loans from institutionalized financial institutions or lending
businesses to low-interest loans.

C. Management of State-owned Property and Clearing Delinquent Taxes
In addition, KAMCO carries out functions such as the sale of property seized by
the government, the management and disposal of state-owned property, and the
liquidation of corporate entities owned by government on behalf of the government.

4. Korea Investment Corporation
(1) Overview
The Korea Investment Corporation (KIC) was founded in July 2005 in accordance
with the Korea Investment Corporation Act, in order to ensure the effective
operation of foreign exchange reserves and public funds. As of the end of 2010,
the corporation’s paid-in capital totaled 100 billion won, wholly financed by the
government.
The Steering Committee of the KIC deliberates on and resolves matters related
to basic operational policy, medium and long-term investment policy, entrustment
of assets, changes in financial status such as fluctuations in the amount of its
capital, and related issues. The committee is composed of no more than 12 members,
including the CEO of the KIC, representatives of institutions with assets worth
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more than 1 trillion won entrusted to the KIC, and no more than six members from
the private sector as nominated by the Civil Member Candidate Nomination
Committee. The chair of the committee is selected from among the private sector
members. The Board of Directors, consisting of the President and the Executive
Directors, resolves essential particulars regarding operations of the KIC.

(2) Major Activities
The KIC directs and administers assets entrusted by the government, Bank of
Korea, and a variety of public funds. It is allowed to directly invest these entrusted
assets in securities, foreign exchange, derivatives, domestic and foreign banking
institutions, real estate and other venues, or re-entrust them to an external asset
management company. Profits from the management of the entrusted assets are
returned to each entrusting institution, and a management commission rate is
determined by mutual consent between the KIC and the entrusting institutions.
When the KIC signs a contract with an entrusting institution, terms restricting
the purposes and methods of the entrusted assets may not be included. As to
accounting, the entrusted assets must be accounted for separately from the assets
of the KIC, as well as by the entrusting institutions.
As of the end of 2010, total assets under KIC management amounted to roughly
37.5 billion dollars. Details of asset management by the KIC show that it had
invested in traditional assets such as stocks and bonds, as well as in alternative
assets such as products (energy resources and agricultural products), private
equity funds, hedge funds and real estate. As for the distribution of investment,
bonds captured the largest portion at 45.9 percent, followed closely by stocks (41.8
percent) and trailed by other assets (1 percent). As an alternative investment
instrument operated directly by the KIC and not entrusted to an external manager,
the investment strategy has focused greatly on energy resources since 2010.
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Asset Management Status of Korea Investment Corporation

Table Ⅲ - 46

(Dec. 2017)

Type of Assets
Traditional assets

Amount

Units: 100 million USD, %

Percentage

1,148

85.6

555

41.4

Equities
Fixed income

456

34.0

Misc.*

137

10.2

Alternative assets

193

14.4

Hedge funds

47

3.5

Private equities

65

4.9

Real estate, infrastructure

78

5.8

Cash
Total

3

0.2

1,341

100

* Misc.: TIPS, commodities, cash, multi-asset Funds
Source: KIC

5. Korea Inclusive Finance Agency
(1) Overview
Korea Inclusive Finance Agency, which oversees financial support for the
working class and the vulnerable, was established in 2016 in accordance with the

｢Act on the Financial Support for the Working Class｣. The purpose was to raise
the efficiency of financing for the working class through making the loan support
system simpler and more systematized.
Korea Inclusive Finance Agency was invested by other financial institutions, and
institutions related to financial support for the working class, like Korea Asset
Management Corporation. The highest organization which makes major decisions
is the Steering Committee. It consists of 11 members and determines the agency’s
work plan and budget. And there is a board of directors consisting of six directors
and one auditor. Its head director is appointed by president, with the
recommendation by the chairman of Financial Services Commission.
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(2) Major Activities
Korea Inclusive Finance Agency is in charge of diverse small loan support
activities such as supporting self-recovery including comprehensive counseling;
searching financial instruments; linking with public debt settlement; other
supports linked with employment, welfare, and housing, as well as low interest
loans, credit guarantees and support for debt settlement (agreement methods and
factoring methods). Korea Inclusive Finance Agency provides with diverse loans
including the Those existing Sunshine loans, saehuimangholssi loans and other
small loans were integrated into the sunshine loans. In addition, a comprehensive
small-loan DB was established to provide a customized small-loan support system
oriented around those in need.

280

Index

FINANCIAL SYSTEM IN KOREA

A

Index

Corporate Restructuring Fund ・・・・・ 276
corporate-type investment trusts ・・ 210

ABS ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 12

coverage insurance ・・・・・・・・・・・・・・・・・・・・・・・・・ 233

Asian currency crisis ・・・・・・・・・・・・・・・・・・・・・・・・ 29

credit card business ・・・・・・・・・・・・・・・・・・・・・・・ 252

authorized business unit ・・・・・・・・・・・・・・・ 196

credit card companies ・・・・・・・・・・・・・・・・・・・ 252
credit cooperatives ・・・・・・・・21, 175, 183

B

credit information ・・・・・・・・・・・・・・・・・・116, 124
credit inquiry business ・・・・・・・・・・・・・・・・・・ 124

Base Rate ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・35, 39

credit investigation agency ・・・・・・・・・・・ 125

Basel Ⅲ Accord ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 81

credit rating ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 124

Bogeumjari loans ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 272

credit rating agencies ・・・・・・・・・・・・・・・・・・・・ 126

BOK-Wire+ ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・44, 56

credit unions ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・4, 183

branches of foreign banks ・・・・・・21, 23

credit-specialized financial
companies ・・・・・・・・・・・・・・・・・・・・・・22, 86, 252

C
D
CAMEL ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 88
Capital Markets Act ・・・・・・・・・・・・・・・・・・・・・・・・・・ 13

demand deposits ・・・・・・・・・・・・・・・・・・・・・・・・8, 139

CDs ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・5, 143

Deposit Insurance Funds ・・・・・・・・・・・・・・・ 105

central banking system ・・・・・・・・・・・・・・・・・・・ 18

deposit insurance system ・・・・・・・・18, 97

Check Clearing ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 57

DIF Bond Redemption Fund ・・・・・・・・・ 102

CIS ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 213

direct financing markets ・・・・・・・・・・・・・・・・・・ 22

CMA business ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 204

discretionary investment

COFIX ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 148

services providers ・・・・・・・・・・・・・・・22, 217

collective investment services
providers ・・・・・・・・・・・・・・・・・・・・・・14, 194, 209

E

commercial bank ・・・・・・・・・・・・・・2, 132, 147
community credit cooperatives
・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・20, 175

282

ECN ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 12
EDCF, Economic Development

conflicts of interest ・・・・・・・・・・・・・・・・・・・・・・・・・・ 13

Cooperation Fund ・・・・・・・・・・・・・・・・・・・・・・・ 165

contract-type investment trusts ・ 210

ELW ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・114

A

ETF ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 20

Service ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・17, 76

export credit guarantee ・・・・・・・・・・・・・・・・ 269

Fund Adjustment Loans ・・・・・・・・・・・・・・・・・・ 44

export insurance ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 268

futures companies ・・・・・・・・・・・・・・・・・・・・・・・・・・ 207

F

G

face-to-face market ・・・・・・・・・・・・・・・・・・・・・・・・・・ 27

giro system ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 58

facilities leasing business ・・・・・・・・・・・・・・ 252

global financial crisis ・・・・・・・・・・・・・・・・・・・・・・・・ 33

financial brokerage companies ・・・・ 128
financial holding companies ・・ 85, 248

H

Financial Holding Company Act
・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・10, 137
financial infrastructure ・・・・・・・・・・・・・・・・・・・・・・ 18
financial interrelations ratio ・・・・・・・・・・・・ 30
financial investment business

hedge funds ・・・・・・・・・・・・・・・・・・・・・・・・・・・211, 278
housing finance credit
guarantee ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 274
housing related loans ・・・・・・・・・・・・・・・・・・・・ 147

entities ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 49
financial liberalization ・・・・・・・・・・・・・・・・・・・・・・・・・・ 5

I

financial stability ・・・・・・・・・・・・・・・・・・・・・・・・・33, 42
Financial Stability Report ・・・・・・・・・・・・・・・ 33

IFBs, Industrial Finance Bonds ・・・・・ 163

financial supervisory system ・・・ 18, 70

IKCF, Inter-Korean Cooperation

foreign exchange settlement ・・・・・・・・・・ 60

Fund ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 165

foreign trade loans ・・・・・・・・・・・・・・・・・・・・・・・・・ 149

import insurance ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 268

FLC, Forward Looking Criteria ・・・・・・・ 87

indirect financing markets ・・・・・・・・・・・・ 19

Forward Looking Criteria

inflation targeting system ・・・・・・・・・・・・・・・ 41

(FLC) System ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 11
Four-step Interest Rate

installment financing business ・・・・・ 252
installment financing companies ・・ 252

Liberalization Plan ・・・・・・・・・・・・・・・・・・・・・・・・・ 10

Insurance Supervisory Board ・・・・・・・・・・ 71

Free Board ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 12

intraday overdrafts ・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 39

FSC, Financial Services

investment advice ・・・・・・・・・・・・・・・・・・・・・・・・・・・ 138

Commission ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・19, 74
FSS, Financial Supervisory

investment advisory services
providers ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・194

283

FINANCIAL SYSTEM IN KOREA

investment brokers ・・・・・・・・・・・・・・・・・・・・・・・・・ 194

Index

KOTEC, Korea Technology

investment risk ・・・・・・・・・・・・・・・・・・・・・・・・89, 193

Finance Corporation ・・・・・・・・・・・・・・・・・・・ 120

investment traders ・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 98

KRX, Korea Exchange ・・・・・・・・・・・・・12, 112

investment trust companies ・・・ 7, 209

KSD, Korea Securities Depository ・・ 65
KSFC, Korea Securities Finance

J

Corporation ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 264
KTIC, Korea Trade Insurance

joint examination ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 19

K
KAMCO, Korea Asset Management
Corporation ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 274
KDIC, Korea Deposit Insurance

Corporation ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 268

L
leasing companies ・・・・・・・・・・・・・・・・・・・・・・・・・・・ 254
lending businesses ・・・・・・・・・・・・・・・・・・・・・・・・・・ 266
life insurance ・・・・・・・・・・・・・・・・・・・・・・・・・・・・22, 229

Corporation ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 97

limits on ownership ・・・・・・・・・・・・・・・・・・・・・・・・ 137

KFC, Korea Finance Corporation ・・ 163

local banks ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・3, 132

KFSB, Korea Federation of
Savings Banks ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 182

M

KFTC, Korea Financial
Telecommunications and

macro-financial stability ・・・・・・・・・・・・・・・・・・・・ 33

Clearings Institute ・・・・・・・・・・・・・・・・・・50, 63

Macro-financial Stability Report ・・・・・ 33

KHFC, Korea Housing Finance
Corporation ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 272
KIC, Korea Investment
Corporation ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 209
KODIT, Korea Credit Guarantee

284

market opening ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 178
MBBs ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 272
MBSs ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 272
merchant banks ・・・・・・・・・・・・・・・・4, 175, 190
Monetary Policy Committee ・・・・・・・・・・・・ 72

Fund ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 116

Monetary Stabilization Account ・・・・・・ 39

Korea Futures Exchange ・・・・・・・・・・・・・・・・・ 12

money order ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 190

Korean Federation of Community

money trusts ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 210

Credit Cooperatives ・・・・・・・・・・・・・・・・・・・・ 186

MSBs, Monetary Stabilization Bonds ・・ 27

KOSDAQ ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・12, 114

mujin ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・177

J

mutual aid ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・20, 170

payment and settlement system

mutual aid associations ・・・・・・・・・・・・・・・・・ 230

・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・18, 49

mutual banking ・・・・・・・・・・・・・・・・・・・・・・170, 187

PEF ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 210

mutual savings banks ・・・・・・・ 9, 21, 177

policyholder dividends ・・・・・・・・・・・・・・・・・・・・ 235
postal insurance ・・・・・・・・・・・・・22, 229, 241

N

postal savings ・・・・・・・・・・・・・・・・・・・・・・・・・・・20, 188
postal transfer ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 190

National Credit Union Federation

principle of separation of financial

of Korea ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 184

and industrial capital ・・・・・・・・・・・・・・・・・・ 249

nationwide bank ・・・・・・・・・・・・・・・・・・・・・・・・・5, 132

prompt corrective action ・・・・・・・・・ 10, 91

net operating capital ratio ・・・・・・・・・・・・・・ 83

pure endowment ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 233

new technology venture capital
business ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 252

R

new technology venture capital
companies ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 22

real estate project financing ・・・・・・・・ 179

non-bank depository institutions ・・・ 21

reserve requirements ・・・・・・・・・・・・・・・・・・・・・・・ 18

Non-bank Supervisory Authority ・・・・ 71

ROCA ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 88

non-life insurance ・・・・・・・・・・・・・・・・・・・・22, 229

RPs ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 5

non-life insurance companies ・・ 22, 229
Non-performing Asset

S

Management Fund ・・・・・・・・・・・・・・・・・・・・・・ 276
savings deposits ・・・・・・・・・・・・・・・・・・・・・・・・・8, 142

O

Securities and Exchange
Commission ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 4

off-board market ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 68

Securities and Futures Commission ・・ 76

open market operations ・・・・・・・・・・・・・・・・・・ 40

securities companies ・・・・・・・・・・・・・・・・・5, 199

overdrafts ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 39

securities finance companies ・・ 22, 264
securities investment companies ・・ 213

P

securities lending ・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 189
securities settlement ・・・・・・・・・・・・・・・・・・・・・・・・ 58

payment and settlement ・・ 18, 44, 49

Securities Supervisory Board ・・・・・4, 71

285

FINANCIAL SYSTEM IN KOREA

solvency margin ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 84

Index

U

specialized banks ・・・・・・・・・・・・・・・・・・・・・・・3, 135
specified money trusts ・・・・・・・・・・・・・・・・・・ 210

underwriting and arrangement ・・・・ 203
unspecified money trusts ・・・・・・・・・・・・・ 210

T
V
trade insurance ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 268
trading on consignment ・・・・・・・・・・・・・・・・ 202

venture capital companies ・・・・・・・・・・・・ 259

trust services providers ・・・・・・・・・22, 220

village banks ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 185

type 3 insurance ・・・・・・・・・・・・・・・・・・・・・・・・・・・・・ 229

286

Authors
Son, Jin Shik
Choi, Jong Ho
Kim, Young Uk
Moon, Jee Hee
Cha, Jae Hoon
Kang, Sun Young
Kim, Bo Kyung
Noh, Eun Jee
Hwang, Hyun Jung

FINANCIAL SYSTEM IN KOREA
Published in

December 2018

Publisher

Lee, Juyeol
Governor
Bank of Korea

Editor

Shin, Woon
Director General
Financial Stability Department

Editorial Designed by Jeil Printech Co., Ltd.
ⓒBank of Korea, 2018

Address

39, Namdaemunno, Jung-Gu, Seoul, 04531, Korea
(Temporary Headquarters: 67, Sejong-daero, Jung-Gu, Seoul, 04514, Korea)

Telephone

82-2-750-6885, 6705

Fax

82-2-750-6859

E-mail

exterelations@bok.or.kr

All rights reserved. Reproduction for educational and non-commercial purposes is permitted
provided that the source is acknowledged. An electonic copy of this book is available on the
internet at www.bok.or.kr

ISBN 979-11-5538-461-9 03320

