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What Have We Learned from the Financial Regulatory and Supervisory
Experiences for the Last Ten Years since the 1997 Financial Crisis?

- A Review and A Proposal for Reform in Regulatory Governance -

Hong-Bum Kim

Abstract

Until the financial crisis struck the Korean economy severely in 1997, major financial
policy functions and powers had been concentrated at the Ministry of Finance and
Economy (MOFE). With a broad regulatory governance reform introduced upon the
crisis, the monetary policy function and the financial supervisory policy function were
separated from MOFE and transferred instead to the Bank of Korea and the Financial
Supervisory Commission (FSC), respectively. Being driven by recognition that MOFE’s
monopolization of policy powers, together with the absence of institutional checks and
balances, led to the generation and magnification of the crisis, the reform was intended
to turn the financial system to a regime based upon functional division of labor among
various public agencies concerned.

Ten years have passed since. Meanwhile, regulatory measures have visibly improved
at least in terms of substance. Apparently, a good part of this improvement fails to be
reflected in enhanced supervisory efficiency, however. This is mainly due to the fact
that the supervisory modus operandi under the current regime has been all the same as
it was under the pre-crisis monopoly regime of MOFE. Hence originates the inherent
tendency toward supervisory failure. Wide-spread prudential problems of credit-card
companies during 2003~2004 were a good case in point.

After a brief review of the regulatory policy measures introduced for the last ten
years, the paper comes up with the sequential mechanism leading to supervisory failure,
in which regulatory governance vulnerabilities, embedded in institutions and cultures of
supervisory government bureaucrats, are crucially at work. We also present a case study
to discuss a lack of transparency observed during public policy formation as evidence
in support of the empirical relevance of the mechanism. Finally, we argue that attempts
at better regulatory governance begin with merging FSC and FSS (Financial Supervisory
Service) to set up a non-governmental supervisory agency with a special legal status and

that an independent ad-hoc committee be appointed to present the broad long-run vision



FEAARTS] At A FA 123

for the future financial landscape in Korea, together with the credible action plans to

reach it.

Keywords: Regulatory Governance, Sequential Mechanism Leading to Supervisory
Failure, Transparency during Public Policy Formation, Non-Governmental
Supervisory Agency with a Special Legal Status
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