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Abstract

As the financial market instability stemming from the U.S.-derived fi-
nancial crisis has had an impact on even the real sector of the economy,
the effort to normalize the financial market continues. A typical example
of this is finance-based public fund investment. The types of national pub-
lic fund investments include restructuring funds, deposit insurance funds
and financial stability funds and similar types of public funds include the
bank re-capitalization fund.

There is a prior instance, where the nation invested public funds on a
large scale due to the foreign currency crisis of 1998. However, as it ex-
perienced failure in the effective management of those financial institutions
which were provided public funds, large-scale public funds were not col-
lected, placing the burden entirely upon the people. It is therefore necessary
to prevent a loss of national finances by strengthening the management
of institutions targeted for support and ultimately enhancing the collection
rate for public funds due to be freshly invested this time.

The restructuring fund is a type of public fund but does not require
any debate regarding special means of management because it adopts the
method of collecting public funds by purchasing non-performing loans at
market prices from the market and reselling them. The deposit insurance
fund, which is a traditional method of investing public funds, is used as
a major way to stabilize the market in many countries including Korea.
But as the nation is currently in such an economic situation that support
is not necessary for insolvent financial institutions, no particular focus is

placed on them in coping with the current financial crisis.



Recently, new types of public funds have been established due to the
financial crisis. One is the financial stability fund which is prescribed as
a public fund under the Special Act on Public Fund Management and the
other is the Bank Re-capitalization Fund to which the Special Act on
Public Fund Control does not apply, but rather it functions as a semi-public
fund. Both are a preemptive-concept public funds which are due for before-
the-fact fund investments while existing funds are after-the-fact. However,
such preemptive fund investment does not presuppose insolvent financial
institutions and so, features a substantially relaxed type of plan for man-
agement. Even though it does not presuppose insolvent financial institutions,
a debate continues over the fact that such a preemptive fund investment
needs a proper plan for controlling it because it is based on taxes from
the people.

In the case of the financial stability fund in particular, there is the
criticism that the institutions which provide fund assistance are released
from their duties, even regarding the production and maintenance of data
and eventually it becomes hard to effectively control those institutions tar-
geted for support. As the bank re-capitalization fund is not even subject
to the restrictions under the Special Act on Public Fund Management,
concerns have been raised that a vacuum in management could be gene-
rated and so it needs improvement. With respect to the act on its organi-
zation, what does have an impact on the management of the financial
institutions which have received public funds is the authority of the Public
Fund Oversight Committee.

The authority of the Public Fund Oversight Committee currently encom-
passes the power to deliberate and resolve matters relating to the provision

and collection of public funds. The National Assembly is an important



organization in managing public funds, as well. According to the Special
Act on Structural Reform in the Financial Industry, there is no way for
the National Assembly’s standing committees to wield control, but the ability
to check the function for executing public funds which lean too much on
the administration should be enhanced by supplementing the law.

In view of the TARP in the U.S., FMStG in Germany and the Act on
Strengthening Financial Functions in Japan, it is necessary to increase the
transparency of the system for managing financial institutions assisted with
public funds and to make their responsibilities clear. In addition, it is
also necessary to clear up the legal nature of the MOU for public funds
and to establish a plan for managing them that corresponds to that, and
to seek to strengthen methods of control through the National Assembly,
a representative organ.

The public fund investment is a system designed to help overcome the
economic crisis which arose due to failures or moral hazards on the part
of those institutions targeted for investment as part of the function for the
people’s tax-based economic adjustments. Thus, the most important thing is
a system for managing the institutions targeted for support in a manner
that matches the fund investment. The privatization of profits and social-

ization of losses should not be tolerated.

% Key Words : Public Fund, Financial Institution, Financial Institution

Management, Deposit Insurance, Financial Stability
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