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Free-banking and Law

Sam-Hyun Chun

Korea and the International Monetary Fund agreed on Dec. 3, 1997 a $
b5-billion rescue package. The agreement means that Korea finally had
decided to swallow a bitter pill in return for the IMF's emergency fund
infusion. The program comprises strengthened fiscal and mometary
policies, far-reaching financial sector reforms, and further liberalization of
trade and capital flows as well as improvements in the structure and

governance of Korean corporations.

The government also accepted the IMF demand that Korea pass several
controversial financial reform bills by the first of 1998 with legislation and
actively push ahead with liquidation of heavily debt-ridden banks and
merchant banks.

But it is not the most important thing. In my view, nowadays it is
extremely necessary for the government to reform assignment system of

bank’s officer and a responsible operation in banking system.

The government used its power to control credit, and assignment of bank’s
officer. Therefore, the banking system was largely government-controlled
and assignment of an bank officer regulated to direct scarce financial

resources to priority sectors.

The government will also sharply increase the individual equity ownership
ceiling in Korean banks, nowset at four percent, paving the way for large
conglomerates or foreign investors to freely participate in the banking

sector.

In addition, foreigners will be allowed to freely take over local merchant
banks, insurance firms, investment-trust companies and other financial
institutions through M&As.



For the Korean economy to tide over the current crisis and develop
further, it is urgent to remove the intervention of government in bank

system through adopting free market principles.

The economic crisis facing the nation can be overcome through the
change of the social system to better adapt itself to the global

environment.

Unfortunately, there has been a strong resistance to the system’s change

under various political and social pretexts.

The wasteful factors in the bank system, which have been most clearly
revealed amid the ongoing financial turbulence, should be eliminated by
economic logic, and not by that of politics and power.

At the present stage, it is impossible for the government to solve the shaky
financial system through structural re-adjustments based on a free market

theory.

To help resolve this problem, first, the regulation of personnel management
must be eliminated in aspect of free banking system.

Second, a responsible management must be realized in banking system.

Third, the government and manager, who didn’t defend the bank against
insolvency.
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