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Abstract 

The purpose of this paper is to benchmark the banking operations of the two countries 
namely Iran as a developing country and South Korea possessing a market economy and 
enjoying as a developed country. After a brief introduction and elaborating the significance 
of the study we go through the literature review which is encompassed two sections, the first 
description of the countries' economy and the second part discussing the banking system 
environment. Each part is compared by the latest figures in terms of the macroeconomic 
indicators and banking indices. The third section has explained the method of this study 
which is including the benchmark ratios and finally outlines the main differences 
accompanied by the comparative analysis. 

In this article as it's been eventually investigated, when we compare South Korean with 
Iranian money market, because of the imposed limitations and sanction on Iranian financial 
market, their impacts on banking operations are obviously acting as a sluggish factor; 
however there are many more domestic economical reasons as well which should all be 
managed to have a sound banking industry in Iran. 

Keywords: Banking system, Bank operation ratios, Benchmarking, Iran Economy, South 
Korean Economy 
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Before looking at Iran and South Korea banking structure in an attempt to understand and 
then compare what is happening on both side of the Asia, one first has to acknowledge that 
there are important differences between Iranian and South Korean banking systems. 

 
Iran is the country with special banking system based on Islamic banking; in contrast 

South Korea is the country with conventional banking system. This difference aside it is 
evident that both banking structures pursue the same or at least similar objectives, though as I 
explain below they were often choose different ways and means to meet them. 

 
In the regulatory and supervisory sphere, Iran and the South Korea pursue very similar 

objectives to ensure that the banking sector is safe, both at the entity level; protect investors 
in particular retail investors, make sure that insurance companies can fulfill the obligations. 
However, differences can be observed in the strategies applied to achieve these stability 
objectives. for instance while the financial supervisory system aims to protect the properties 
of financial customer in Korea and promote financial transactions by ensuring that 
institutions conduct financial intermediation fairly as well as by fostering sound 
management, their Iranian counterparts tend to believe that regulatory redefinition, for this 
purpose financial supervisory institutions perform the function of approving the 
establishment the financial institutions and overseeing regulatory compliance. 

 
Diversity or pluralism in the banking system has apparently proven to be highly desirable 

in both Iran and the South Korea. Apart from commercial banks, which are market leaders in 
both markets, specialized banks, saving funds, cooperative banks, non-bank depository 
institutions and credit institutions with insurance company providing Iranian and Korean 
consumers with a broad range of financial product and services. 

The banking industries in both Iran and Korea are dominated by small, medium to large-
sized institutions.The branch is primary distribution channel in both Iran and Korea. This is 
evidenced by the growth of branch banking in the last two decades in both markets, in 
response to customer preferences for relationship or proximity banking. the growth in branch 
banking in Iran and the Korea is also the result of widespread realization among banking 
executives that technologies like telephones and computers are much less good than people 
for selling complex products such as mortgages and mutual funds, as well as selling a whole 
portfolio of services. Iranian and Korean banking markets have also experienced growth in 
the number of ATMs and the same can be said about online banking.In Iran, while non-banks 
such as credit institutions, auto companies(providing credit)and saving funds have emerged 
in the consumer credit area, they have made a significant impact in terms of market share to 
date. Especially in last decade when private banks have started their activities the market 
share of public banks decreased suddenly. This was the largest competitive threat to 
traditional public banking system in Iran. 

 
Therefore, the objective of this study is at first the quest to find out and identify the 

probable gaps between Iranian and Korean economies by the use of macro indices and 
secondly to distinguish the performance distance of the two countries' banking systems; 
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Eventually by utilizing and comparing such indicators and ratios we can propose the 
optimality in terms of the banks well functioning.  

 

 

Literature Review 

 

1- overview of Iranian and Korean Economy: 

Iran Economy: 

According to the latest report published by central bank of Iran (CBI), the performance of 
the Iranian economy in 1390 (2011/12) was fairly well. In this year, as the first year of the 
5th Plan (2011-2016), the growth performance in the services, manufacturing and mining, 
and agriculture sectors was appropriate while liquidity management and inflation 
containments were successfully implemented, although the energy price reform program was 
thought to have high impacts on price level, all these achievements were attained againstthe 
backdrop of uncertainties and limitationsemanating from unjustified international 
sanctionsaffecting all sectors of the Iranian economy. 

 
Preliminary data on the real sector of theeconomy indicate that GDP surged by about 

4.0percent, at constant 1997/98 prices, in the firstnine months of 1390 (by the end of 2011). 
This rate of GDPwas lower than the growth of the previous year(5.5 percent GDP growth in 
the correspondingperiod of the previous year), although theweaker growth of 2011/12 was 
anticipated inlight of the adjustments following the implementationof energy price reform 
program. Themajor economic uncertainties in 2011/12showed themselves in the very weak 
performanceof gross fixed capital formation. Thisvariable grew by only 1.2 percent in the 
first ninemonths of 1390 (2011/12), at constant prices,which indicates a much weaker 
performance(4.5 percentage points decline) compared withthe corresponding figure of the 
previous year. 

 
The major efforts of the CBI and the bankingsystem were exemplary in 2011/12 in 

mobilizationof funds and provision of finance to all productivesectors of the economy and in 
particularfor Mehr Housing Program. The year 1390(2011/12), and especially the second 
half of thatyear, was characterized by intensification ofunjustified limitations and sanctions 
againstIran which targeted the productive activities andthe stability of financial markets. 
However, adoptionof appropriate policies in all areas of theeconomy like the declaration of 
the "Monetary,Credit, and Supervisory Policies of the BankingSystem in 2011/12", aimed at 
enhancing bankscompetitiveness in absorbing deposits and raisingparticipation papers 
attractiveness for investorsand the gold coins advance sales were successfulin restricting 
liquidity growth at 19.4 percentand inflation at 21.5 percent. Moreover, thesepolicies 
lowered market fluctuations of foreignexchange and gold markets, and led to banks 
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intermediationimprovements, enhanced competition,higher propensity to save, and better 
performancein fund mobilization through the salesof development projects' participation 
papers. 

 
The success of government in adoption ofappropriate policies once again indicated 

thatattainment of goals can be enhanced throughbetter coordination and timely 
implementationof policies. It is to be noted that improvementsin real and financial sectors as 
well as all othermarkets like goods, labor, foreign exchange,money, capital and asset markets 
can beattained through coordinated policies as thesemarkets are highly interconnected. 
Instabilitiesin any of these markets, emanating frominternal and external shocks, should be 
containedthrough implementation of appropriatepolicies with application of right 
instruments,before these instabilities have contagion onother markets. 

 

 

South Korea Economy: 

Having remained among the world's poorest countries before the1960s, Korea 
subsequently achieved and sustained rapid economicgrowth over a long period of time that 
raised the nation's status to amuch higher level: joining the OECD in 1996 and hosting the 
G20Summit in 2010. The gross national income (GNI) per capita soared froma mere 82 US 
dollars in 1961 to exceed 20,000 US dollars in 2007. Koreabecame the world's 15th largest 
economy as of 2011. 

 
With the postwar reconstruction completed by the early 1960s, theKorean government 

began to formulate and carry out economicdevelopment plans to overcome poverty and build 
the foundation for aself-supporting economy, which provided a framework for 
economicgrowth based on export-oriented industrialization. Despite the oil shocksand 
strengthened protectionism, the Korean economy continued to growat an annual rate of more 
than 10 percent in the 1970s, thanks totechnical development achieved by nurturing heavy 
and chemicalindustries. However, Korea also experienced such side effects as highrates of 
inflation and a chronic current account deficit. 

 
In order to resolve structural problems that arose during the processof growth-oriented 

development, the Korean government shifted itspolicy stance to building a foundation for 
economic stability throughfiscal and financial austerity in the 1980s. Based on this, the 
Koreaneconomy achieved strong growth from 1986, taking full advantage of'the three lows' 
low oil prices, low international interest rates and thelow value of the U.S. dollar in terms of 
the Japanese yen ― and shifteddeeply into the black on the current account. Although the 
economycontinued to grow at an annual rate of 8 percent in the 1990s as well,structural 
problems came to the surface that had accumulated in theprocess of condensed growth and 
combined with deteriorating externalconditions including a global economic recession and 
rising oil pricesalong with the side effects of liberalization of capital transactions, theseled to 
a currency crisis in late 1997. 
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As a result of resolute efforts to overcome the crisis, including theimplementation of 

intensive restructuring throughout the economy, thefinancial and foreign exchange markets 
quickly got back on track andthe real economy recovered momentum. Furthermore, as its 
externalpayment capacity improved thanks to a large current account surplus,the nation paid 
off all its IMF loans (Stand-by Arrangement) ahead ofschedule in 2001, successfully getting 
through the crisis. 

 
With the consolidation of foundation for stable growth until themid-2000s, consumer 

prices stabilized and the current account remainedin the black, although the GDP growth rate 
slowed. However, sideeffects occurred in the process of boosting the domestic 
economy,including a credit card meltdown, a rise in household indebtedness anda run-up in 
housing prices. 

 
Meanwhile, with the spread of the global financial crisis in the wakeof the Lehman 

Brothers collapse in September 2008, with its high levelof external dependence the Korean 
economy was hit hard once again.Boosted by bold and decisive policy measures in the fiscal 
and financialsectors, however, Korea achieved one of the fastest recoveries amongOECD 
members, with economic growth of 6.3% in 2010. Accordingly,the Bank of Korea has since 
the second half of 2010 striven to normalizeits policy rate, which had been cut exceptionally 
low to cope with theglobal financial crisis, while beefing up its efforts, along with 
thegovernment, to minimize the adverse side effects of capital in-andoutflows. 

 
As global financial market instability has intensified in the second halfof 2011, owing to 

the possibility of the euro zone sovereign debt crisisspreading, the domestic financial market 
has also been unstable. In response, the Bank of Korea has kept its Base Rate frozen 
whilebolstering its efforts to maintain financial stability, including thereduction of the 
ceilings on banks’ foreign exchange forward positions.Thanks to these policy measures, the 
Korean economy has maintained itslevel of long-term trend growth and its current account 
surplus in 2011as well. The upward pressure on consumer prices has not eased 
much,however. 

 
Despite the sluggish economic movements in major countries causedby the euro zone 

fiscal crisis, Korea was, thanks to its macroeconomicstability, the only nation in 2012 whose 
sovereign credit rating wasraised by the world’s top three credit rating agencies. As the rate 
ofincrease in its exports declined and investment contracted, the nation’sgrowth slowed. 
However, the current account surplus expanded torecord an all-time high level and consumer 
price inflation decreasedsharply from 2011. 

 
 

 

Economies' Benchmarking: 
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As it is known from the general economic conditionsdominated on Iran and South Korea, 
there exist obvious gaps between the two. According to the latest official figures, to identify 
such gaps, comparative indicators on the main Iranian and South Korean macroeconomic 
indices are illustrated in the following table: 

 
 
 

Latest Macro Figures of Iranian and South Korean Economy 
Index Iran South Korea 

Population(Million) 75 50 
GDP (Billion USD) 374.5 290.5 
GDP Growth rate (%) 4 0.8 
GDP per capita (USD) 4189 22708 

GDP Sector Composition (Value Added, %) 
 

 

Agriculture 11.4 3 
Industry 20 39 
Services 44.5 58 

Oil 27.6 ---- 
Inflation rate(%) 21.5 1 
Unemployment rate(%) 12.3 3.2 
M1 (Narrow Money)(Billion USD) 71.3 844 

M2 (Broad Money)(Billion USD) 216.0 1664 

Liquidity(Billion USD) 287.3 2854 
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2- Overview of Iranian and Korean Banking Industries: 
 

Iranian Banking System: 

There are 10 state-owned banks (including three commercial, fivespecialized banks and 
two Qard al Hassan Banks) in Iran, supplemented by eighteen private commercial banks. The 

Pe
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Central Bank of theIslamic Republic of Iran (CBI) is responsible for the design and 
implementation ofmonetary and credit policies concerning the general economic policy of 
the country.Iranian state-owned banks are among the largest Islamic banks in the world, 
comprisingseven of the top 10 (Asian Banker Research, 2008). The state-owned banks have 
also beenthe most successful in acquiring domestic market share since the private banks 
joined themarket after 2001. 

 
During the last decade the industry has undergone extensive changes due to factors suchas 

increased government regulation and technological advances. Changes in policy haveaffected 
both state-owned and private banks. Generally, it appears that state-owned bankshave been 
more noticeably affected by the Iranian government’s regulatory initiativeslaunched in 2005, 
which obliged all banks to markedly reduce deposit and loan interestrates. The government 
also imposed different interest rates and conditions on state-ownedversus private banks. For 
instance, state-owned banks were obliged to assign higherpriority in their lending operations 
to areas such as advanced technology projects, smalland medium-sized enterprises and 
housing projects for low-income earners. As a result,state-owned banks raised their loans and 
advances to the private sector by 30 percent and29 percent in 2006 and 2007, respectively. 
According to CBI (2008) the share of theprivate sector in total loans and advances increased 
from 90 percent in 2005 to 93 and 94percent in 2006 and 2007, respectively. However, the 
level of non-performing loans(NPLs) of state-owned banks increased considerably in the 
same period. According to CBI(2005, 2007), the ratio of state-owned banks’ NPLs to their 
total loans was approximately5 percent in 2005, but this number increased to 10.4 and 9.7 
percent in 2006 and 2007,respectively. Hence, it seems that government control of the state-
owned banks has tendedto limit the ability of managers to allocate their resources efficiently 
and to operate at anefficient scale. 

 
According to the recent banking figures, the outstanding balance of non-public 

sector'sdeposits with banks and credit institutions wentup by 19.6 percent to Rls. 3,258.4 
trillion inMarch 2012. Share of private banks and creditinstitutions out of total deposits of 
non-publicsector went up by 0.6 percentage point to 64.4percent in March 20122.The ratio of 
non-current claims on public andnon-public sectors to total facilities (in rials)extended by 
banks and credit institutionsincreased by 1.3 percentage points from 13.8percent in the 
previous year to 15.1 percent inMarch 2012. 

 
 

Iranian Banking Payment Systems: 

Along with the rapid development of bankselectronic payment services and attainmentof 
high security and payment efficiency inobservance of legal and regulatory guidelines,the CBI 
also put in place comprehensive riskmanagement and a prudential supervisoryframework. 
With the high growth in electronicpayments through POSs in 2011/12 and forbetter 
observance of payment and clearancestandards and criteria, the CBI designed andestablished 

                                                 
2As of March 2010, Bank Saderat Iran, Tejarat Bank, Bank Mellat, and RefahKargaran Bank were classified as private banks. 
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the so-called Electronic Cards Paymentand Settlement System (SHAPARAK)in the 
anniversary of the Islamic Revolution.Meanwhile, certain guidelines were approvedby the 
MCC3 and issued to banks for higherefficiency in electronic payment and clearancesystem, 
more effective compliance with theAML4 measures, higher coverage of marketretail 
transactions through POSs, anti-dumpingmeasures in banks' provision of electronicservices 
to retailers, and private sector involvementin payment service provision. Moreover,in light of 
higher speed and volume of bankselectronic transactions and in facilitation ofmore effective 
supervision based on datamining, proposals were approved in design anddevelopment of 
infrastructural projects such asElectronic Banking Supervision System (SENAB)and the 
Interbank Financial Telecom System(SEPAM). 

 
 
Iranian Electronic Payment Instruments: 

In recent years, electronic payment instruments,equipment, and systems in Iranian banks 
networkexpanded with an admissible growth. Thenumber of cards issued by the banking 
system hasincreased by 35.5 percent to more than 174 million (March 2012). Of thisfigure, 
70.4 percent (122.5 million) were debitcards, 28.7 percent (49.9 million) prepaid (gift)cards, 
and merely 0.9 percent (1.6 million)credit cards. Moreover, 715 thousand e-moneycards 
were issued till March 2012, signifying ahigh growth compared with the previous year.This 
largely resulted from Bank Mellat cardissuance within the framework of ElectronicPurse 
Project (KIPA), pertaining to the fuelcards issuance for automobile owners.In 2011/12, the 
number of ATMs rose by29.1 percent to 26,626. The number of pin-padsand POSs picked up 
by 22.6 and 44.3 percent, respectively. Thus, the number of POSs surgedto 2.2 million in 
March 2012, representingbanking system appropriate approach towardsfurther expansion of 
electronic payments. 

 
 

Korean Banking System: 

To elaborate on the classification of South Korean financial institutions, it is notable that 
there are totally 4617 types of such entities, out of which 57 Banks including 52 commercial 
banks (7 nationwide, 6 local, 39 foreign banks) and 5 specialized banks.When examining the 
share of each financial cluster in the total assets of major financial institutions as of end-
2010, the banking sector (including trust accounts) accounted for the largest portion with 
54.8 percent, followed by insurance institutions (14.8 percent), credit cooperatives (10.5 
percent), collective investment business entities (asset management companies) (9.5 percent), 
investment traders and brokers (securities companies) (5.5 percent), mutual savings banks 
(2.7percent) and postal savings (1.6 percent). In the following chart and the table as well, the 
comparison of financial markets and especially banking structures between South Korea and 
Iran is clearer in a schematic way: 
 
                                                 
3  Monetary and Credit Council 
4 Anti Money Laundering 
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Structural Chart of South Korean and Iranian Financial Institutions 
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Different Types of Financial Institutions in South Korea and Iran 
Country Types of Financial Institutions – Top Money Market Players 

Nationwide Banks (7) 
Local Banks (6) Commercial Banks (52) 

Branches of Foreign Banks (39) 
Banks (57) 

Specialized Banks (5) KDB/EXIM Bank of Korea/IBK/NACF/NFFC 
Mutual Savings Banks (98) 

Credit Unions (957) 
Community Credit Cooperatives (1448) Credit Cooperatives (3794) 

Mutual Banking (1389) 
Postal Savings (1) 

Non-bank Depository 
Institutions (3894) 

Merchant Banking Corporations (1) 
Securities Companies (62) 

Investment Traders and Brokers (69) 
Futures Companies (7) 

Collective Investment Business Entities (82) 
Investment Advisory and Discretionary Investment Business Entity (159) 

Financial Investment 
Business Entities (367) 

Trust Business Entities (57) Bank/Securities/Insurance/Real Estate Trust 
Life Insurance Companies (23) 

Property and Casualty Insurance Companies (20) 
Reinsurance Companies (9) Non-life Insurance Companies (30) 

Guarantee Insurance Companies (1) 
Postal Insurance (1) 

Insurance Companies 
(58) 

Mutual Air Associations (4) Mutual Aid Services of NACF/NFFC/Korea 
FCCC/NCUF Korea 

Bank Holding Companies (9) 
Financial Holding Companies (12) 

Non-Bank Holding Companies (3) 
Credit-specialized Financial Companies 

(64) 
Leasing/Credit Card/Installment 

Financing/New Tech Venture Capital Co 
Venture Capital Companies (107) 

Other Financial 
Institutions (189) 

Securities Finance Co/Korea Trade Insurance Corp/Korea Housing Finance Corp/Korea 
Asset Management/Korea Invest Corp/Korea Finance Corp (6) 

Financial Supervisory Service/Kr Deposit Insurance Corp/Kr Financial Telecom & 
Clearing Inst/Kr Securities Depository/Kr Exchange (5)  

Credit Guarantee Institutions (2) 
Credit Information Companies (36) 
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Financial Auxiliary 
Institutions (52) 

Financial Brokerage Companies (9) 
Commercial Banks (3) Melli, Sepah, Post Bank 
Specialized Banks (5) BKI/Maskan/SanatMadan/ToseSaderat/ToseTaavon State Owned Banks 

(10) 
Qard al Hassan Banks (2) Mehr/Resalat 

Private Banks (18) Pasargad/Parsian/Melat/Saderat/Refah/Tejarat/Karafarin/Dey/Ayande/Sarmaye/…. 

Ir
an

 

Other Financial 
Institutions Credit Institution of Development / Miscellaneous Unauthorized Financial Entities  
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It is worthy to add that the share of Korean banks out of the total assets increased 
temporarily owing to their recovery of soundness through restructuring and a preference by 
economic players for riskless assets in the wake of the 1997 Asian currency crisis. Over the 
long term their share has been showing a trend of decline, however, attributable for example 
to their low earnings ratios. Among non-bank depository institutions, the share of credit 
cooperatives has been experiencing steady growth, while the volume and share of assets at 
mutual savings banks decreased for a period following the 1997 currency crisis but 
rebounded due to agovernmental small-loan support policy. Insurance companies' portion has 
shown a steady increase thanks to growing interest in preparation for the uncertain future and 
provisions for old age. As the capital markets recovered from the 1997 Asian currency crisis, 
the share of securities companies grew as well. As the highly importance of the role of 
commercial banks in South Korea money market, it is more appropriate to explain the recent 
financial status of such category. 

 
At the end of 2012, the management soundness of South Korean commercialbanks 

appears generally favorable. Evenamid a slight weakening in profitability duefor example to 
the contraction in the loan to deposit interest rate spread, asset soundnesshas remained at its 
2011 level thanks toefforts to dispose of bad assets, while capitaladequacy is also 
maintaining a satisfactorylevel.Looking at bank funding conditions first,the amount of 
increase in deposit inflowshas shrunken greatly, in reflection for exampleof banks’ passive 
efforts to attractdeposits, the decline in deposit interest ratesand the slump in loan demand. 
The amountof increase in deposits at commercial bankscontracted greatly in 2012 to 23.2 
trillionwon (compared to 59.4 trillion won in 2011). Meanwhile, influenced byinflows of 
uncommitted capital, the proportionof short-term deposits showed a trendof increase from 
the second quarter of 2012,and as of end-December 2012 stood at49.9%.Amid the ending of 
banks’ efforts to complywith the loan-to-deposit ratio requirements,there is a trend of 
shrinking in theamount of decrease in wholesale funding.The amount in wholesale funding 
decreasereached 77.6 trillion won in 2010, but hassince then lessened greatly and 
recorded15.4 trillion won in 2012. 

 
On the asset management side, theamount of increase in corporate lending hasfallen - in 

line with the sluggishness in loandemand due to the low growth, the worriesabout increases 
in credit risk, and so on.Extension of these loans expanded by 11.8trillion won in 2012, with 
the extent ofexpansion dwindling compared to 2011(24.6 trillion won). Due to the preference 
forextension of conforming loans for securitization,on top of the continued slump in 
thehousing market, home mortgage loansexpanded by only 7.2 trillion won, as theirdegree of 
increase contracted compared to2011 (19.8 trillion won)Meanwhile, as of end-2012 
commercialbanks were maintaining an average loantodepositratio level of 96.3%, similar to 
thatat end-2011 (96.7%). All banks were keepingtheir ratios below the regulatory 
ratio(100%), and in particular some banks handling high shares of conforming loans 
forsecuritization had cut their loan-to-depositratios to the 80% level. 

 
In terms of asset soundness, occurrences ofnew defaults increased with continuation ofthe 

economic sluggishness, but thanks totheir disposals of troubled assets throughsales and 
write-offs commercial banks maintainedtheir substandard and below loanratio (1.28%) at 
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end-2012 at the same levelas that at end-2011.Korean bank asset soundness is meanwhileat a 
satisfactory level compared with banksin advanced countries as well. At 0.5% and 2.6% 
respectively, Korean banks’ ratios ofnon-performing loansand of non-performingloans-to-
capital are at very low levelscompared to the major country averages. 

 
Payment Systems in South Korea: 

The payment and settlement system of Korea was for long heavily dependent on paper-
based payment instruments. This is attributable to individuals' traditionally strong preference 
for cash as a payment instrument and the well-developed bill and cashier's check system. 
Nevertheless, the use of non-paper based payment instruments has grown steadily since the 
1980s with interbank funds transfer systems such as Interbank Funds Transfer System and 
the Interbank CD/ATM System being established. The spread of e-commerce transactions 
and introduction of Internet banking in recent years are accelerating the movement toward a 
further diversification of the range of electronic payment and settlement systems. 

The payment and settlement system of Korea consists mainly of a large-value payment 
system, various retail payment systems, securities settlement systems, and foreign exchange 
settlement systems. The main large-value payment system is the Bank of Korea Financial 
Wire Network (BOK-Wire+), which is a hybrid settlement system owned and operated by 
the Bank of Korea (BOK). Most of the retail payment systems are run by Korea Financial 
Telecommunications & Clearings Institute (KFTC). Representatives of such systems are the 
Check Clearing System, the Giro System, the Interbank Shared Network Systems, and the 
B2C & B2B E-commerce Payment Systems. There are credit card payment systems as well. 
Recently, a few retail payment systems which are run by non-financial institutions such as 
telecommunication companies have appeared. Securities settlement systems include the 
Securities Market Settlement System and the KOSDAQ Market Settlement System managed 
by Korea Exchange (KRX) and the OTC Bond Market Settlement System run by Korea 
Securities Depository (KSD). In December 2004, a Payment versus Payment (PvP) system 
for foreign exchange through CLS Bank was established. 

 

Operation of BOK-Wire+: 

The BOK has operated a large-value payment system, BOK-Wire, since December 1994, 
with the aim of effectively satisfying the growing demand for large-value payments amid 

expansion of the nation’s economy and financial markets. BOK-Wire is a real-time gross 

settlement system providing funds transfers for short-term financial market transactions, 
securities settlement, foreign exchange settlement and net settlements arising from the retail 
payment systems. BOK-Wire was renamed BOK-Wire+ from April 2009, when a hybrid 
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system was added to the old system to save participants' settlement liquidity through such 
features as a continuous bilateral and multilateral offsetting mechanism. 

Comparison of Banking Payment Systems in South Korea & Iran 
Payment Systems Iran South Korea 
Paper-base payment 

Instruments 
Branch traditional 

Banking before 1990 ------- 

ATM Withdrawal Bank Sepah 1992 ------- 
Interbank Fund Transfer Shetab system 2002 Operated within 1980s 

RTGS Satna 2006 BOK-Wire 1994 
 

Banking Industry Benchmarking: 

Having a brief look at the banking industry figures in Iran versus South Korea shows the 
existence of some deficiencies in Iranian banking system in terms of its operation, ratios and 
the general conditions. In the following table, we mention the recent banking data to compare 
the two countries money markets.  

 
Latest Figures of Iranian and South Korean Banking Systems 

Index Iran South Korea 
Number of Banks  

Commercial 21 52 
Specialized 5 5 
Non-banks ---- 4560 

Total Assets (Billion USD) 816.5 3366.9 
Total Deposits (Billion USD) 309 883 
Total Loans (Billion USD) 256.6 983 
Number of ATMs 26626 135065 
Number of POSs(Million) 2.2 3.1 

 
 
Methodology 

As it has already investigated in the related literature, some shortages can be seen in 
Iranian banking environment. Hence, it can be definitely clear that assuming South Korean 
banking industry and its indicators is rationally the correct benchmarking instrument to 
compare with their Iranian counterparts. By utilizing such this method, at first we can 
identify the gaps or weaknesses and then suggesting the optimal criteria in which Iranian 
banking industry can empower itself on those points under the current tough circumstances. 

Thus, to clarify the reasons to select the benchmarking method, it's quite essential to 
elaborate the concept of such method and the significance in which we utilize this kind of 
methodology in the current paper. As we probe the concept, there's been found several 
definitions for benchmarking method; one of the most widely accepted definition is as 
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follows: Benchmarking is the continuous and systematic process ofidentifying, analyzing, 
and adapting industries' bestpractices that will lead an organization to superiorperformance 
(Spendolini, 1992). In this regard, some of the more common descriptive words used to 
describe the term benchmarking can be as the learning opportunity which is the ability for 
participants in abenchmark study to learn best practices associated with theprocess that they 
are researching, it is as well a tool used to identify, establish, and achieve standards 
ofexcellence, the results of the study can provide an organization (here the case of banking 
system)with information to assist in achieving performance excellence. 

 
The significance of opting for applying benchmarking method and the main reasons which 

any agency would like to do benchmark, is to understand and discuss the methods and 
practices needed toreach new goals, in fact we should know what is needed to 
reachperformance excellence and how to reach it. Another reason is to adapt best practices 
and finding them through research activities to eventually improve the process. Finally, by 
reviewing or studying the competitive comparisons in banking system, a pattern or scale can 
be designed as a reliable instrument to compare among banking rivals. Therefore, when 
decision makers are looking for change or in the cases in which the dynamics of banking 
industry is changing and the changes will affect the whole system, it is inevitable to utilize 
such mentioned method. The said change is required in processes, products or services to 
meetand exceed customers' needs and expectations 

 
In this article, the indices which can be used to do our benchmark are selected according 

totheir implications on the bank market penetration among ordinary people as well as 
definable indices to exhibit the development of new technological banking services based on 
internet. It is because of the degree of development and fast evolution of cyber environment 
and Internet usage and coverage in South Korea as an index of a developed country, which is 
much higher than other industrialized countries. The evidence of such claim is the South 
Korean Internet bandwidth status which is quite as a premier and the most top ranked among 
all the world's countries.     

 
Therefore, the selective indicators are in different categories and some of them are based 

on the new banking technologies and channels, such as ATM or POS usage and so on. So the 
criteria likethe number of automated teller machines to population, the number of POSs to 
the country's population and several other banking operation ratios and key comparative 
indices which all will be defined and discussing from the macro banking outlook to the bank 
balance sheet aspect in the next table as following: 
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Key Comparative Ratios as the measures of Benchmarking 
Category Ratios Attributes 

Macro Total Assets / 
GDP 

Size of Financial Institutions out of 
the Country's Economy 

Loans / Deposits LTD ratio as the measure of 
Banking system liquidity Deposits 

& Loans NPL / Loans Non-performing loans over total 
Loans 

Population / 
ATMs 

As the coefficient of electronic 
banking channels penetration  Penetrati

on indices Population / 
POSs 

Measure of e-bank market 
penetration 

 
 
As it can be apparent from the above table, the explained ratios are assumed as the 

benchmarking indicators to compare Iranian vs. South Korean banking systems in terms of 3 
categories namely: macro classification, deposits and loans category and penetration 
indices.By utilizing such indicators an outlook of the banking industry operations in two 
countries will be compared with together and finally borrowing from South Korean banking 
system strength points, the improvement opportunities can be apply for the case of Iranian 
banks. 

 
The related calculated numbers are allocated to the mentioned key comparative ratios by 

the two countries' groups which are brought in the next table:  
 

Key Comparative Ratios as the measures of Benchmarking 
Category Ratios Iran South 

Korea 

Macro Total Assets / 
GDP 218 1159 

Loans / Deposits 83 111 Deposits 
& Loans NPL / Loans 15.1 0.5 

Population / 
ATMs 2817 370 Penetrati

on indices Population / 
POSs 34 16 

 
 
 



17 
 

Comparative Analysis 

- The big difference between Iranian banks total assets over economy's gross 
domestic product with the South Korean one, is definitely because of the higher 
amount of Korean banks' total assets; In fact this difference may be because of the 
total number of banks in South Korea which are double the number of Iranian banks 
(57 South Korean banks compared to 29 Iranian banks). 

- To compare the banks operations in Iran vs. South Korea, one aspect is 
looking at the deposits and loans indices. In this regard, one of the significant ratios is 
called as LTD which demonstrates and reflects the banking soundness in terms of 
liquidity management, the inversion of such ratio can also indicated the financial self 
reliance. Well, as it's been shown in the table this ratio is 83% for Iranian banks 
however for Koreanbanking system it amounts to 111% and the commercial Korean 
bank amounting to 96.3%.  

- One of the changes most apparent within the Korean banking system as a 
whole is banks’ restructured balance sheets. This caused the enhancement in assets 
quality and thus we can see the ratio of non-performing loans out of total loans is very 
low (0.5%) even lower than the average of the industrialized countries (2.4%); 
however for the case of Iran, unfortunately the banking system suffers from the high 
rate   

- To compare the banks operations in Iran vs. South Korea, one aspect is 
looking at the deposits and loans indices. In this regard, one of the significant ratios is 
called as LTD which demonstrates and reflects the banking soundness in terms of 
liquidity management, the inversion of such ratio can also indicated the financial self 
reliance. Well, as it's been shown in the table this ratio is 83% for Iranian banks 
however for Korean banking system it amounts to 111% and the commercial Korean 
bank amounting to 96.3%.  

 
- One of the changes most apparent within the Korean banking system as a 

whole is banks’ restructured balance sheets. This caused the enhancement in assets 
quality and thus we can see the ratio of non-performing loans out of total loans is very 
low (0.5%) even lower than the average of the industrialized countries (2.4%); 
however for the case of Iran, unfortunately the banking system suffers from the high 
rate of default and delinquencies of loans as this index amounted to 15.1%. 

 
- In terms of penetration coefficient of electronic banking, as we can see in the 

case of South Korean banking industry, the accessibility of the e-banking devices for 
customers are much easier comparing to the case of Iran. It means that more ATMs or 
POSs in South Korea are accessible to the equal number of people when comparing 
the two countries. 
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Challenges facing Iranian Banking System: 

- The necessity of making diversified financial institutions in Iran is inevitable 
as it was witnessed in South Korean money market. As it's already been studied, the 
variety and the different types of financial entities in South Korea should be inspired 
by its Iranian counterparts, so it will be much essential to establish institutions like the 
ones in South Korea such as the Investment Business Entities, Credit Guarantee 
Institutions, Venture Capital companies and Financial & Bank Holding Companies 
(FHC, BHC). Additionally, it is quite important to formulate the related rules and 
regulations prior to establish such institutions especially FHC or BHC in Iran. 

 
- In the current globalization trend, IT infrastructure is the progressive factor for 

any country. Unfortunately Internet bandwidth in Iran has a far distance to its average 
world rate, while South Korea is ranked as a premier country in this regard which 
according to the latest statistics, this country's enjoying from more than 31 Mbps 
internet speed.The mentioned factor can obviously affect the banking services 
accessibility. 

 
- The speed of technology growth in Iran suffers from periodical delays, so it's 

also the case of banking new services development which is mostly based on the new 
technologies.According to the table which is compared the two countries' banking 
payment systems, Iran money markets lag behind the South Korean banking industry 
for with a delay amounting to at least 10 to 15years. 

 
- As the higher degree of South Korean urbanization, the more technology 

acceptance tendency is its outcome comparing to the case of Iran which has got lesser 
urbanization ratio. Therefore, accepting new banking services based on the modern IT 
technologies is harder for Iranian people, it makes the increase in the number of 
customer referring to branches and so the higher branch costs per transactions. 

 
- In spite of the well formulated foreign investment regulations which are 

prepared by theOrganization for Investment, Economic & Technical Assistance of 
Iran (OIETAI), mostly because of the limitations enforced upon Iranian banking 
system, there are no foreign banks branches operating in Iran, however there are the 
variety of 39 types of foreign banks attending in South Korean financial markets. 

 
- The restrictions on the usage of International Credit or Debit cards like 

MasterCard, Visa, Amex… etc in Iran can be named as another challenges which 
Iranian money market suffer from. 
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Opportunities enjoying Iranian Banking System: 

- The young population in Iran is assumed as a strength point and opportunity 
which can be maximally utilized by the banking system. In this line, as the banks 
develop new services based on the IT technologies, the products' acceptance will be 
definitely high among youngsters, thus banks can do their best to promote and sell 
their services. 

 
- The share of bank card usage among Iranian people (2.3 cards per capita) will 

indicate that, the majority of the population is bankable, while doing bank affairs is 
normally penetrated in households so the resource mobilization, promotion and 
selling the banking services will be easier for the industry. 

 
- There is only 1 ATM machine for more than 2800 Iranians while in South 

Korea this ratio is 1 ATM for 370 people. Thus, the expansion of e-banking network 
and ATM machines in Iran can be an opportunity for the whole banking system to 
make use of the vast Iranian population. 

 
- There is 1 POSs device for 34 Iranian while in South Korea this ratio is more 

than doubled which means that 1 POS for 16 people. Therefore, with respect to the 
diversity of bank customers in Iran, the banking system can do efforts on expansion 
of POS devices all over the country.  

 
 

Concluding Remarks: 
 
 
The objective of this paper was to benchmark the banking operations of the two countries 

namely Iran as a developing country and South Korea possessing a market economy and 
enjoying as a developed country. 

As it's been investigated in this paper, when we compare South Korean with Iranian 
money market, because of the imposed limitations and sanctions on Iranian financial market, 
their impacts on banking operations are obviously acting as a restricting factor; however 
there are many more domestic economical reasons as well which should all be managed to 
have a sound banking system in Iran. By emphasizing on the opportunities which Iranian 
banks strongly possess and turning them into strengths points, financial decision makers can 
well manage the industry and put it really on the right track. 
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Therefore, in Iran it is quite essential to utilize the banking opportunities and formulating 
the effective strategies for the whole banking system. In the following some of such 
strategies are proposed: 

- Making diversity in the structure of financial institutions and money market 
players, especially banks and credit entities by the more emphasis on Banking 
Holding Companies (BHC) and credit guarantee institutions. It is worthwhile to note 
that prior any establishment, the right rules and regulations have to be prepared and 
enforced in advance. 

- Paying enough attention to the investments on new technologies and the 
infrastructure development of ICT in terms of the mutual investment collaboration 
among Central Bank of Iran (CBI) with the other related telecommunication 
organizations which its outcomes will be reflected to the development of new banking 
services based on the modern technologies. 

- Setting up the training electronic banking classes and courses for the kids, 
teenagers and youngsters with the purpose of increasing their technology acceptance 
tendency and finally to bring them the feeling of comfort with the new changing 
banking technologies. 

- Concentrating on the expansion of Mobile banking services as the market 
penetration of usage of mobile devices in Iran is enough acceptable and amounting to 
more than 105 percent.    
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