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ABSTRACT

Although various publicly reserved funds have recently come to the
fore of academic and policy-making attention in Korea, researchers rarely
take up the issue of the reserve fund retained from annual profits by the
central bank (i.e., the Bank of Korea). Starting with the general public
choice premise that bureaucrats seek to maximize their discretionary
budget, this paper first provides a theoretical reasoning why central bank's
bureaucrats would prefer retaining annual profits to turning them to the
Treasury. The major tenet to be emphasized is that retained profits as a
reserve fund can give the central bankers discretionary power in their
disposition. In particular, we focus on the close relationship between the
reserve fund and the discount windows. The latter, as a monetary
instrument, has traditionally been demonstrated to cause secrecy,
arbitrariness, and other bureaucratic amenities in the previous literature.
Subsequently, this paper, based on 61 countries data, empirically verifies
that the central bank's reserve fund is at least partially used to additionally
increase the discount windows. Since an excessive use of discount windows
results in inflationary bias, we conclude the paper with some policy
suggestions to have such bureaucratic power of discretion in check. This
paper, if in its experimental nature yet, is expected to shed a critical
implication for establishing the meaningful independence of the central
bank to a host of countries.
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"We should not expect that a monetary authority will naturally
pursue the optimal social benefits achievable with cleverly designed

stabilization policies." (Brunner[1981])
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Albania Law on the Bank of Albania §9 General Reserve Fund =3 75%
Australia Reserve Bank Act 1959 §29 Reserve Fund set E{S/de fo.f B 20.9%
contingencies
Barbados Central Bank of Barbados Act §9 General. Reserve & Q5. 1.5%
Special Funds
. Organic Act of the National Bank of Belgium . ‘compensating for losses o
Belgium §30~33 Special Reserve Fund in capital stock" 7.9%
Statutory Fund & "Cover uncollectable
Bulgaria Law on the Bulgarian National Bank §7~8 Y and doubtful receivables, 13.1%
Reserve Fund P "
and the Bank's losses
Canada Bank of Canada Act §27 Rest Fund =3 0.1%
Chile Constitutional Organic Act of the Central Bank of Reserves "Oftset any deficit” Lo
Chile §77
o "for covering general
Croatia Law on The Croatian National Bank §51~53 General & Specific operating risks and 18.6%
Reserves ; o h
/dentified losses
) . Reserve Capital,
Estonia Law on the Central Bank of the Republic of Estonia Special Capital and ore 99 40
§25, 27 )
Special Funds
Germany Bundesbank Act §27 Statutory Reserve offset Jalls in value Md,, 1.8%
to cover other losses
Iceland Act on the Central Bank of Iceland §34 Reserve 8. 84.6%
Indonesia Act No.23/ 1999 on Bank Indonesia §62 General & Special %s. 16.29

Purpose Reserves
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Japan Bank of Japan Law §53 Reserve Fund 8. 2.8%
_ Legal & Specific " " o
Korea Bank of Korea Act §99~100 Purpose Reserves recoupment of loss 16.6%
Lithuania i i i i i
Republic of Lithuania ;g\g ozr;3 the Bank of Lithuanid Reserve Capital Cover the Joss” 97%
Law Concerning the Monetary Status and the o = o
Luxembourg Central Bank of Luxembourg §31 Reserve Fund = 1.7%
Malaysia Central Bank of Malaysia Act 1958 §7 General Reserve Fund =i 6.4%
Mexico Banco de Mexico Law §53 Reserve g 0.0%
Bank Act 1998 Articles of Association of De ) oo oo
Netherlands Nederlandsche Bank n.v.. §19 Reserve from Profits 4= 16.3%
Poland Act on The National Bank of Poland §60~62 Reserve Capital g 2.1%
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Slovenia Bank of Slovenia Act §6 nggﬁlalRFe%gggvr\?e& and exchange rate and 18.1%
P price risks"”
Sweden The Sveriges Riksbank Act, Chap.10 §4 Reserve Fund 95 70.2%
Switzerland National Banking Law §25~27 Reserve Fund =3 0.1%
Turkey Law on The Central Bank of Turkey §59 Provisions & Special 'meet contingent risks" 13.6%
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