History and Milestone of Central Deposit Insurance Corporation

History of CDIC

The Central Deposit Insurance Corporation (CDIC) was established, pursuant to the Deposit Insurance Act, on 27 September 1985, as the sole institution in Taiwan charged exclusively with the provision of deposit insurance. It is one of the financial safety net players in Taiwan.
The deposit insurance mechanism is one means by which the financial supervisory authorities allow failed financial institutions to withdraw from the market. Internationally, the design of the deposit insurance organization has shifted from that of being a pay box to that of serving as a risk manager. For this reason, being responsible for controlling risk and dealing with problem insured institutions both are important for the deposit insurance mechanism to have its full effect. 
Participation in the deposit insurance mechanism in Taiwan was initially administered under voluntary basis that could cause the problem of adverse selection. This system also limited the extent to which the scope of the deposit insurance system could be enlarged. Because of this as well as the inadequacy of the deposit insurance fund, the deposit insurance system in Taiwan could not have its full effect. Following serious financial mishaps of several financial institutions in 1999 that might trigger potential financial crisis, there was no alternative but to make participation in deposit insurance mandatory. At the end of April 2007, there are total 380 financial institutions insured by CDIC. 

Taiwan government in 2001 successively appropriated a total of about US$7 billion for its Financial Restructuring Fund, which was designed to provide blanket guarantee over a period of four years from July 2001 to July 2005, with CDIC responsible for its implementation. 48 problem financial institutions smoothly withdrew from the market, without precipitating any further financial crisis. Furthermore, CDIC has continued to assist the Taitung Business Bank (2006), Enterprise Bank of Hualien (2007), the Chinese Bank(2007) and China United Trust & Investment Corporation(2007 to exit from the market. 

Revisions of the Deposit Insurance Act

As a result of a bank run case of The Chinese Bank, the issue of how to effectively handle domestic problem financial institutions has been reexamined, in view of the speed and effectiveness of resolution mechanism as well as the limitation of the powers of the deposit insurance. The amended Deposit Insurance Act has been passed rapidly, and this has provided more flexibility to CDIC in dealing with problem financial institutions.
Main Amendments to the Deposit Insurance Act

The main amendments to the Deposit Insurance Act promulgated in January 2007 could be divided into 3 parts. They are: replenishing and reforming the deposit insurance fund, tightening controls over risk, and strengthening the mechanism for handling problem financial institutions and systemic crisis. 

1.Given the differences in supervisory authorities, laws and regulations, and insurance risks between general financial institutions and agricultural financial institutions, the deposit insurance fund is separated into two accounts—one for regular banking sector and the other for agricultural financial sector. In addition, the target ratio of deposit insurance fund is set at 2% of insured deposits.
2.The assessment base for calculating the deposit insurance premium changes from insured deposits to insurable deposits. Based on the current premium rates, the premiums collected would increase to about double which could help speed up the accumulation of the deposit insurance fund.
3.For newly established banking institution, mandatory application to CDIC membership is required. However, in order to prudently control insurance risk, CDIC has a right of approval or disapproval of membership.

4.Besides, a mechanism for facilitating coordination among financial safety net participants is stipulated, as well as the division of responsibilities and the handling mechanism in relation to systemic crises. Moreover, CDIC is given special inspection and investigation powers, in order to help how to deal with the insured risks and insurance liabilities.
5.Bank resolution is exempt from the cost restriction when there is a systemic crisis. If the deposit insurance fund is insufficient due to handling of a system crisis, special premiums can be assessed by CDIC. Besides, when there is a systemic crisis and CDIC is unable to resolve, in a timely manner, the problem insured institution by P & A transaction, CDIC may set up a bridge bank so as to maintain the non-interruptive banking service.

In line with the amended Deposit Insurance Act regarding the resolution of problem financial institutions, currently CDIC is drafting the regulations, enforcement rules, and operational procedures on bridge bank, financial assistance to insured institutions, advance payment, etc. as well as considers precautions against various possible situations, in order to develop complete complementary measures. 

Future Focus of CDIC

The experience indicates that in Asian countries the mandate of deposit insurance has already gradually expanded from the traditional pure pay box to the risk minimizer, CDIC will in the future, based on its newly-amended Deposit Insurance Act, continue to make every effort to move in the following directions: 

Strengthening the risk control function
The CDIC Taiwan uses the on-line transmission of financial institutions’ operating information via the Internet. Immediately upon discovering abnormal operating information regarding these insured institutions, CDIC would submit the recommendations to the relevant competent authorities to monitor any improvements, and thereby reduce insurance risk. 

Collaboration among Financial Safety Net Players

By strengthening the interrelationships, coordination and information sharing among the financial safety net players could jointly maintain a firm grasp of the operating conditions of insured institutions. 
Transparency is the key factor of fraud prevention 

By strengthening the scope of disclosure of financial holding company operating information, the market discipline could be enhanced and the insurance risk of subsidiary banks could be reduced. 

Reducing the Cost of Dealing with Problem Financial Institutions and Enhancing Efficiency.
Time is the key to handling problem financial institutions. In order to avoid delays in handling problem financial institutions, establishing clear indicators for them to exit from the market is important, so as to create a financial environment that is stable over the medium and long term. 
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