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Regulation of Banking
Establishment and Law

Sam-Hyun Chun

Object-Economy has experienced a rapid growth in Korea. However the
banking business basis not yet because the Korean financial market has
been strictly controlled by the government.

Recently the Korean money market has to a crisis with the commencement
of the WTO system and joining in OECD. Therefore it is very necessary
that Korean money market be free of such a strict governmental

regulation.

In Jan. 1997, so “Financial Reform Committee” was formed as an advisory
body for President, in order to reform the Korean financial system.

In my opinion, the financial reform should be carried out with a view to
bring about free banking business. In order to achieve this goal, first the
Regulation of Banking Establishment should be loosened.

In order to establish bank in Korea, one has to obtain a recommendation
from President of Office of the Comptroller of the Bank and a charter from
Currency-Monetary Steering Committee. In addition, the Minister of Finance
can demand a reconsideration of the recommendation and charter. If the
reconderation is not allowed, the case is moved to President for a fanal

decision on the matter.

Moreover, the examination standard of recommendation is not prescribed
in the Banking Code. It means that the President of Office of the
Comptroller can determine the standard of examination which may vary
from a case to case. Additionally the charter conditions in the Banking
Code are very general and abstract. Therefore Currency-Monetary Steering
Committee can decide the charter of banking establishment wilfully.



Such provisions are very different from those of the US and European

countries.

In order to establish a bank in Korea one must have W100 billion(federal
bank) or 25 billion(state bank) at minimum. Such a minimum level is too
high, to compared to the US($ one million), England(£ 1 million) and Japan
(¥ one billion), Germany(5 million ECU).

[t is argued that the Korean minimum is too high and should be lowered.
Therefore in order to develop the Korean financial market, firstly the
willfulness of charter should be removed by providing concrete provisions
in Banking Code. And the demand of reconsideration from Financial
Minister and President’s right to conclusively decide the matter should also
be excluded.

Especially, the minimum condition of capital must be lowered.

If the regulation of banking establishment is lighted, a question is raised :
how the depositor is protected in case of insolvency of bank.

In Korea “the Depositor Protect Code” was legislated in 1995 and at the

same time the deposit insurance came into force.

There is much controversy about appropriateness of the deposite

insurance.

In my opinion it is necessary that the deposite insurance come into force

as in many developed countries.

However another question is raised : how should be managed. In Korea
deposite insurance system is managed by “Deposite Insurance Corporation”.

Primarily, deposite insurance system was designed to protect depositors.
Nevertheless “Deposite Insurance Corporation” has supervised banks in
much the same way as the “Office of the Comptroller of the Bank”, and
has had a negative influence on free management of bank.
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Accordingly, it is very desirable that the right of supervision is transfered
to “Office of the Comptroller of the Bank”
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