








Needless to say, the more funds the financial institutions
can attract from savers, the better job they will be able to do of
financing business and investment requirements in a non-inflationary
manner, Having for several years taken the approach that it vas
preferable to ration out limited funds at low rates of interest to
favoraed borrowers, the Koreans have now switched to heavier reliance
on enlarging the pool of funds available to financial institutions
by permitting them to Pay savers a rate that wore closely approximates
the price that users of capital are willing and able to pay. It is
still too early to place a final evaluation on the success of the
experiment, but as the end of the first year approaches, it is clear
that the payment of higher rates to savers has succeeded in greatly
expanding the volume of time deposits held by Korean banks, permitting
them to expand their loans. The higher interest rates have probably
increased efforts to economize on the use of valuable capital, but
there ir not the least evidence that business activity has been reduced

and the unemployment of resources increased by the more realistic
pricing of money,



Table 1

Interest Rates on Leans and Discounts of the Bank of Korea

Prior to Effective Effective
Nov. 16, Nov. lo, Dec, 1,

1965 1965 1965
™
Loans for export trade <
Loans for suppliers of U,S, offshore ¢ 3.5 3.5 3.5
procurement J
Agriculture, fishery and member project funds 5.5 8.0 8.0
Rice lien loans 4.0 4.0 4.0
Discounts on commercial bills: Grade A 10.§h3
Grade B 11.5 7 21,0 28,0
Grade C 16.0 .
Special emergency loans -- 21.0 28.0
Loans on other bills: Grade A 12.5)
Grade B 13,5} 23.0 28.0
Grade C 16.0
(Citizen's Nat'l Bank) 13.0 -- -
Advances on government securities 13.5 23,0 26,0
Export promotion fund 10.5\
, Lo 23,0 26.0
Loans for wmilitary supply goods production ¢ 9.5

Loans for purchase of aid goods .

* Incorporated into "loans on other bills "



Table 2

Maximum Interest Rates on Loans

and Degosits of Banking Institutions

(effective from 30 September 1965)

Per Cent Per Annum

Previous Revised
item Rate Rate
Deposits
Time deposits \\ 1 year 15,0 34.5£/
Special con- :
tract deposits > 6 months 12.0 34,51/
Deferred t 1/
deposits «) 3 months °.0 34.5=
Notice deposits 3.65 5.0
Savings ceposits 3.6 12.0
Deposits of National
Savings Association 16.8 30.0
Installment savings
deposits 10.0 30.0
Passbook deposits 1.8 1.8
Extra deposits 1.0 1.0
Demand deposits -- --
Loans and Discounts
Loans for export trade N
Loans for suppliers of U.S. \ 6.5 6.5
offshore procurement _/)
Rice lien loans 11.0 11.0
Discounts on bills 14,0 24,0
Other bills 16,0 26,0
Overdrafts 18.5 20,0
Loans overdue 20.0 36.5
Call loans 12.0 22.0
Acceptance aund guarantee fees 7.5 3.65
Securities lending 7.5 3.65

Export promotion funds

Loans for military supply 14,0 (Included in other bills)
goods production

Loans for purchase of
aid goods S

1/ As based on a rate of 2.5 per cent per month compounded monthly,
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Table 3

Maximum and Effective Interest Rates on Deposits
and Loans of Banking Institutions
(Effective from 30 September, 1965
in per cent per annum)

Item Maximum rates Effective rates
Previous rates _ Revised rates
ngqsits 1/ 1/
Time depos:.ts 1-1/2 yr, 15.0 34.5= 34,5
Special contract deposits {1 year 15.0 34.51/ 29.82/
Deferred deposits 6 months 12.0 34.51/ 26.83/
3 months 9.0 34,58/ 19.64/
Notice deposits 3.65 5.0 5.0
Savings deposits 3.6 12,0 7.2
Deposits of Nat'l Savings Association 16.8 30.0 30.0
Installment savings deposits 10,0 30.0 30.0
Passbook deposits 1.8 1.8 1.8
Extra deposits 3/ 1.0 1.0 1.0
Loans and Discounts
Loans for export trade 6.5 6.5 6.5
Loans for suppliers of U.S, offshore
procurement
(Goods) 6.5 6.5 6,5
(Services) -- -- 1608/
Rice lien loans 11,0 11.0 11.0
Discounts on bills 14,0 24,0 24,0
Other bills 16.0 26.0 26.0
Overdrafts 18.5 26,0 26,0
Loans selected to installment savings 16.0 26.0 26.0
Loans secured by installment savings 16.0 26.0 20,0
Loans overdue 20.0 36,5 36.51/
Call loans 12.0 22,0 22.0
Acceptance and guarantee fees 7.5 3.65 3.65
Securities lending 7.5 3.65 3.65

Export promotion funds .
Loans for military supply goods pro-
14,0

duction _ (Included in other bills)
Loans for purchase of aid goods )}
1/ As based on a rate of 2.5 per cent per month_compounded monthly,

2/ 2 2 per cent per month compounded monthly,
3/ 2,0 per cent per mouth compounded monthly.
4/ 1.5 per cent per month compounded monthly.
/ Non-interest-bearing, in principle.

/ Effective from 22 October, 1965.

/ Effective from 1 November, 1965,
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Table §

Minimum Reserve Requirements of Banking Institutions
(per cent of deposits)

Short-term Time Long-term Time
Demand and Savin%s and Savings
Effective from; Deposits Deposits L/ Deposits 2/
July 16, 1965 16 10 10
December 1, 1965 20 12 10
February 1|, 1966 35 20 15

1/ Comprises savings and notice deposits.
2/ Comprises time depogits, special contract deposits, installments,
savings deposits and deposits of National Savings Associations.
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