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General Comments

Dear Sir or Madam:

| welcome the opportunity to provide comments on the July 2011
consultative document on Effective Resolution of Systemically
Important Financial Institutions issued by the Financial Stability

Board (FSB).

Even though the consultative document contains a package of
measures to resolve systemically important financial institutions
(SIFIs), it neglects the importance to implement the regime to secure
competition in the financial market. It is recommended that in the
process of designing the final policy measures to resolve the
SIFls, the FSB should consider from the financial competitive

regime perspective.

During the current financial crisis, in order to ensure financial
stability, authorities have been making large-scale short-term
interventions such as recapitalization, guarantee and nationalization
to rescue SIFls. However, these emergency measures will distort

competition in the financial sector in the medium to longer term. In
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the context of modern institutional economy, the key to defend
effectively the competition in financial sector is to establish the
financial competitive regime. As a result, the FSB should explicate
at least the competition ensured by implementing the regime as one

of the key principles to resolve SIFIs.

The first paragraph of page 8 in the consultative document describes
“...SIFlIs that are ‘too-big, too-complex and too-interconnected-to

fail’”. In determining SIFIs, authorities can calculate SIFIs in terms
of size, interconnectedness, substitutability and complexity,* and all
of these indicators reflect directly or indirectly -either the
competitiveness of financial institutions or the competitiveness

conditions in the financial market.?

It is six times that the consultative document quotes “market
discipline”, the 3™ Pillar of Basel Capital Accord. In practice, the
effectiveness of market discipline depends primarily on a sound
competitive environment, and the financial competitive regime
concentrates on fostering competitive environment and preserving

the level of playing field in the financial market.

! When calculating global SIFIs (G-SIFls), the authorities will consider cross-jurisdictional activity additionally.
2 Zhen Li, “Response to the Basel Committee's Consultative Document of Global Systemically Important Banks:
Assessment methodology and the additional loss absorbency requirement from Financial Competitive Regime
Perspective”, August 2011. Available at: http://www.bis.org/publ/bcbs201/zhenli.pdf
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In the light of the coordination between laws, the legislatures should
specify the Financial Stability as a new public interest consideration,
modify Anti-monopoly Act, Antitrust Act or Competition Policy, and
exempt the SIFIs’ merger from financial anti-monopoly scrutiny on

public interest grounds.

It is worth pointing out Zhen Li submitted one proposal on
establishing Financial Competitive Regime to Chinese national
decision makers in December 2010,% and “The National Economic
and Social Development twelfth Five-Year Plan Compendium”
adopts Zhen Li’s opinion. Besides, Deputy Mr. Yang Xiaoping of the
11™ NPC proposed setting up promptly Financial Competitive

Regime in March 2011.°

® Zhen Li, “Enhancing the Financial Competition to Promote the Scientific Development in the 12th Five-Year

National Plan”, China Economic Herald, December 21, 2010. Available at:

http://www.ceh.com.cn:8080/epaper/ceh/20101221/B05/B05_56.htm

* Yang Xiaoping, “Proposal on Establishing Financial Competitive Regime”, Financial News, March 11, 2011; Ou
Yang and Dong Xiao, “Financial Representatives of NPC & CPPCC Discuss Over Domestic Issues”, Financial
Analyst, March 2011.
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