CDIC invites Mr. Sabourin to give a keynote address to financial safety net players
By Alice Wang

Recently, Taiwan experienced the largest run on a bank in its history, namely, a run on The Chinese Bank, an event that became a focal point of attention of the international financial community. In the aftermath of this crisis, all eyes have once again focused on examining the limitations in terms of the powers conferred upon the deposit insurance mechanism, as well as the speed and effectiveness of the current mechanism for dealing with local financial institutions that fail. The Central Deposit Insurance Corporation (CDIC) is the only specialized institution with responsibility for the deposit insurance mechanism in Taiwan, and it is also responsible for implementing the policies for dealing with failed financial institutions.

To make its mechanism for handling failed financial institutions in Taiwan more complete and assist in strengthening the effectiveness of cooperation in relation to the financial safety net, CDIC especially invited the Chairman of the International Association of Deposit Insurers (IADI), Mr. Jean Pierre Sabourin, to visit Taiwan and to comment from an international perspective on Taiwan's financial supervisory mechanism. 

CDIC hosted the seminar on April 27, 2007, at which Mr. Sabourin gave the keynote address. CDIC also invited officials from both the Financial Supervisory Commission and the Central Bank of the Republic of China (Taiwan), which are both members of Taiwan's financial safety net to participate. 


At the beginning of the seminar, Ray- Beam Dawn, Chairman of CDIC, firstly delivered a warm welcome to Mr. Sabourin. Since May 2002, Mr. Sabourin has served as the President and Chairman of IADI's Executive Council with the unanimous support of all association members. As CDIC Taiwan is a founding member of IADI, it has had a closer working relationship with Mr. Sabourin.

【段標】A respected authority in deposit insurance and financial supervision

Mr. Jean Pierre Sabourin is the former president of the Canada Deposit Insurance Corporation, and has almost thirty years of experience in deposit insurance and financial supervision. He is widely recognized as a respected authority in these fields. Since retiring from the Canada Deposit Insurance Corporation, CDIC, he has channeled all his efforts into the newly-established Malaysia Deposit Insurance Corporation (MDIC), by serving as its first Chief Executive Officer. He is an acclaimed leader in the area of international financial supervision. He has studied the topics referred to above in depth and is well known for his original insights into them. CDIC is on this occasion availing itself of the platform of IADI to establish channels for international communication on the subject of Taiwan's financial safety net, and thereby enhance substantial effectiveness of the financial safety net. 

【段標】Many large bank failures over the last 20 years

During the seminar, Mr. Sabourin pointed out that over the last 20 years, there have been many large bank failures around the world. Since the late 1970s, almost 117 episodes of systemic crises and 51 cases of borderline or non-systemic crises were documented by academicians in developed and emerging effect on economies may last long after the crisis is over. Cross-country estimates suggest that output losses during banking crises have been, on average, over 10% of annual GDP. In addition, bank lending and bank profitability have in many cases remained low and cautious for several years after the crisis.

Mr. Sabourin's presentation on the issues is organized as Section 1 looks briefly at the strategic approach and protection needed for supervisors to manage problem banks. Section II covers supervision of financial conglomerates. Section III discusses the OPTIMAL approach to bank resolution focusing on the objectives and legislative framework for bank resolutions. Section IV is on interrelationship. Section V concludes.

【段標】 Supervision of problem financial institutions

In many cases, supervisors are requested to delay bank restructuring while allowing forbearance since there is pressure for bank loans to continue circulating in the economy. This also gives time for the supervisor to assess information of the bank's financial position and to develop an acceptable resolution strategy.

Many countries have legislated prescriptive rules into their banking acts. These rules require supervisors to implement prompt corrective actions upon the occurrence of specific deterioration of certain safety and soundness benchmarks.

The failure of a bank is not the failure of the supervisor. The real failure is in our supervisory and legal framework when it does not provide the protection and incentives for supervisors to act in the best interest of the financial system.

【段標】 Supervision of financial conglomerates 

Financial conglomerates pose additional challenges to supervisors as these heterogeneous financial groups unite a broad range of banking, investment, insurance, and non-financial operations, each subject to quite different types of risks. The key areas which supervisors need to focus on when supervising financial conglomerate include capital adequacy, intra-group transactions, and risk concentrations resulting from various fields of business activities in the financial conglomerate.

Learning from the lessons of the Rebar incident, there are a few legislative areas that may need enhancement or review such as enhancement of defective controls and enhancement of preventive controls.

【段標】 Objectives of bank crisis resolution

In 2005, Mr. Sabourin proposed the OPTIMAL approach to bank resolution. OPTIMAL is the acronym for Objectives, Process, Timing, Intervention, Market Discipline, Assessment and Legislative framework. 

It is important that the objectives of a bank failure management be clearly spelt out and understood by all parties involved in maintaining financial safety. Objectives set the goals for all subsequent policy directions of the resolution process. For example, policy makers must decide what the goals of crisis resolution are.

During a system-wide crisis, the objectives are even more critical. And the immediate and most critical goal of the safety net players is to stabilize the financial system as a whole at minimum fiscal and moral hazard cost before focusing on restructuring the failed banks. In many circumstances, the bank supervisor would also focus on restructuring the financial system as a whole to address weaknesses in the system that had caused the systemic crisis.

【段標】 Interrelationship between financial safety net players

Protecting stability in the financial system is a common objectives of financial safety net participants to achieve, however, when the safety net functions are assigned to different organizations, it is highly desirable to establish good interrelationship among the financial safety net participants in order to smoothly resolve potential tensions and coordinate actions among the different safety net functions.

The strength of any Strategic Alliance Agreement is only as solid as the commitment put in by its people! And this commitment must be demonstrated by the top management of all the financial safety net players. 

【段標】 Concluding remarks

Defined role and responsibilities can avoid unproductive duplication of functions and minimize regulatory costs to the financial system. Of importance are also the requisite powers for the deposit insurer and each safety net player to carry out their respective mandate and responsibilities within the financial safety net. A deposit insurer that is effective in carrying out its role, complements and supports the other financial safety net players in driving towards their common goals of promoting financial stability and enhancing public confidence.

【段標】CDIC actively exchanges experiences with counterparts in Taiwan and overseas

From the time of its establishment in 1985 to the present day, CDIC has made every effort to establish a deposit insurance mechanism. In 2001, CDIC was commissioned by the Executive Yuan's Financial Restructuring Fund to assist in establishing a mechanism to enable failed financial institutions in Taiwan to withdraw from the market. In 2002, CDIC became a founding member of the International Association of Deposit Insurers (IADI). Since then, CDIC has actively exchanged experiences with deposit insurance organizations and financial supervisory institutions both in Taiwan and overseas and has established an information sharing mechanism, while also helping domestic financial institutions to comply with international norms.

