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o ' anmen ':"ou th.e Second (‘onsultatwe Package of the New Capital Accord

. :.E-oﬂowm,;. rt,!rast at the more delanled capital adequacy framework in January by
o ‘the: B.aacl n‘llmtt»e oh B‘ankmg,. Superv:smn we have had extensive consultation
S wnh F -6ankmg mdmtrv Tins excrclse has pmved o be extremcly hclpful in

ng s 1.0 tmpm\u, but' Syétem with the new Capital Accord as a benchmark.
'\‘a'v:mg. 'ccwrnment,s uﬁmd hcrc reﬂect both the views of the central bank and

We wou)d .hkef W ruu.mlc our sucmg support for the objectives of the new capital
. -ddequfu, 'Er.ime'work charm,lemed by thc three plllars By way of mtcgmtmg
kN mmunum
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: ';"::m ofhu roumnei w;ll he expc(:tvd to use the ht.mdardlzed approach to calculate
P m.mlmum rambul rcqmre.ment's, and all ugmﬁwnl banks will adhere 1o the new
A Atcord in & period of time, Jt js: r.rua that! the new Accord offers a number of options
2 for cokmtt:e" to thmvs: from. Hmwwer, it seems to fall short of providing enough
: "‘1_,altemau=‘ve'- for batike'in emt:rgmg maxkets Tndeed, the complexity of the new Accord,
L ~even for the' tutlddfdl’déd ‘mpmach ‘weakens its general application. In the absence of

o many L.sscmm] condﬂwn, the. implcsmentdtmn of the new Accord will not be feasible
3 X mr m.mv ‘nén- (,r i} roumries

Wc dlw btlreve tl‘nu 1he new proposals, as thcy stzmd now, will be unlikely to achieve

. Lhe Rirng abtmm.ﬂs for non-Gm countries, if implemented, simply becausc they

_ ‘bdblcﬂﬂ)’ ‘uid { the nceduf thc large. and coraplex banks in G10 countries. For

N L'campiu “the implcmmtntxon ol tht new Accord in non-GI0 countries, including

. i, wﬂl ‘defintiively 'incrouse: the overall level of capitul, either by the use of

‘ .staudardtzuf appy o.n:..h ur the mlemal—ratmgs based approach. Also, the calibration of

i ubaoluu, c.xptml un-le,r the ai.mdm'dugd approach will not be so much risk-sensitive

because almnst al{ cc:rporute cl'wm.a {below BBB or unrated) will receive 100% risk

: wengh( Yt,t..\w. all kriow" lha‘l beh.um do sovereigns in emerging markets have a rating

4[10\/@ BBB .md Tei alone Lm'p()lamq 1eglstered in these jurisdictions. Perbaps, the

Bas.ei-ff‘mnmmec Sheutd cxplam, the: posmblhty of building an equally robust but

: .mmph, .Ld bmnddrd:zul approach that can; be.useful for applications across the-world,
. plefe‘l:ﬂ‘ﬂjv Wﬂh the dlm,t p'lm(:lpailon of cmt.rgmg markets.

s Standardlmd appmach

: iiGm mn&ultahdn mth the ban kmg «confirms our concem for the use of external ratings
o 'agenmc for captm’l purposes This. approach is not workable for many emerging
Lo markets: ’Iarku C‘hmd for vxamplu There are very few ratings agencies and corporates
‘tha they; t'nve wva:rcd -ate fety in- -number. There is also a good reason to believe that
thefr ramngs m nnt news@unll rehablc Changmg this situation will take a long time.
On the other lmnd the. vse of sinational rating agencies is also questionable. In
many (.aws, these, r'rtmgs agcncnes do not have a balanced view of emerging markets;
: »'-_1[ is: thus dithed)e: for- them. to - genemle Fair and reliable ratings. Given all these
i coneenis, otir bank.i lwve litde itilerest iniengagirig rating agencies even if the cost-is
'lcss pmhlbﬁl%, msmﬂd LhC} pn:.l'er the, use of inteinal ratings approach as a
. meanmg;fm ahel‘u ative, a!lhmlph the chdllen«c to use IRB for capital regulation
N should not hc umlmammawd o

' -Wc are cnm.,emui abuut H’t'r.. wnumcd use of different risk weighs assigned to- claims
nn sovctetgnv ds*mrmmatcd in forei gn currencies and domestic currency. The proposal
o fdlls 10 takesntd sctount the *pohmal mamy in non-(310 countries and il overlooks the

ovenﬂi wappﬁnmmv of; Lhe qugacmwr in maintaining overall financial stability. We
- crtamly \hd.te the\, C,mnmzm.c 3 view that. .country risk or transfer risk needs to be
takm mm acmum m mtemdtmnal Lransactmm However, in many cmerging markets
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. .thc suparvwmf c&n imrcllt, nmsran a hlghcr risk for securities denominated in foreign
i Gurrencigy. mu] kmcr oF . 660 nsk welght for securities denominated in local
' urrcm'v Muecl E&y the mrrtc: gcvernment. This would undermine the reputation of thc
govumnjenﬁ dtui dir u&ﬂy sel the’ aupurwwr on the course of collision with the Ministry
of: Flrwnm, ; hlch likelv enjoys: o higher status in the government. At least, this issue
i khould lac wmgmmu and - pmpt'srly addressed in thc proposals and some flexibility
L should b mowdcd at the n:monzil dn.crchon

’Ihc mc@gm!ma of coltmml m thc uurrem proposal seems 10 be oo narrow. The
R pmposal mx!y ,a(.wpts ‘cash dml securiti¢s rated BB- by sovereigns, securities rated
. ‘BBB- o t‘bﬁ'\r’(“ by banks . and securifies firms etc.. In emerging markets where

_ ='I|mmcml’ '\\dl‘kt‘blm‘ lcas dwclopcd bv definition, physical collateral, covering both
N real: !..S!dt(‘ anthi uther ‘assels, i often ‘used and over-collaterization is common.
- Moderarg af: it can be,. chplml tcgulatmn should encourage secured lending by offering
some l“ub'ta redagt. for. p"lquc:z! dollateral. In so doing, it will help better allow for

S mﬂ'erenlmhon A mks Pcrham, th:s would need to have another risk bucket of, say.
R E NS S

'We ack.xmwied‘_'e thc challenge to .1ccuratelv measure operational risk but agree that
i thers .shtxuld_{ ‘4. fegul.i DI‘) capital c,hargc. on operational risk. In many emerging
market«: Ao ntmmd risk can be very high given thé absence of a well-defined legal
hamewmk am'} ude;quulc mtcrnd: control systems. However. the proposcd 20% of
; ‘cum:m mxmmurh -mg;uldlm y wruml seérns to be excessively high. Perhaps this also is
I another, arer.\ thaE hwhh«hts the’ chfrerence between G10 and non-G10 banks in gencral.
Like m.my tbther emergmg maxkcts, we scparate commercial banking with investment
s bdnkmg ».md mqumnce business. Bunks hcrc provide traditional commercial banking
ces . Wi almoa.t “No. lmnsactmm in derivatives or involvement in other
,comphca!ed fmum fal mmar\mnts Fufther. banks’ fee-based incomie remains small.
Themlom. ‘wpltal*t‘ha.rgc for opemlsnndl risk nceds to be reduced. And some national
digcrition could’ dlsu-be considenid $o as. to tike into account the country and bank
P .apcclf t*xum )m,.:.Wc ﬂhn beha\rc thdt the defmmon of operational risk needs to be
' :funher mwew. . .(}ur expmenco is that quite often- operatlonal risk trunslates itself
P into crechr Y -'":'md i prictice it s chfﬁcult to make a distinction in between. A
T broader. but les&szﬁreciac d@hmtmn Wnuld iricrease the difficulty of better measuring
fo amd t.t)nl,miimg mbt‘xauuxml usk '

b ,‘-Imerm[m nu-lmed_approach

o f o :Smnewhai m m.m Burpxasc, Q large numbcr of our banks favor the use of IRB approach.
i ;'Our b&nks Belte,w {tiat. this is- an issue of practicality. Rather than waiting endlessly
i for ﬁxtﬂmdl fating. agenc:u 1o get reddy, it makes more sense for banks, particularly
' Hirp ALk L*u,n then own IRB system We, as supervisors, are not fully
dar: :'bdrikq wsll be-isble to use. the TRB- approach for capital purposes
em'd bc.wrm.s efte:wve ina few ycars time. However, this is a trend

- whén the g
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- thm. w«. mouid eﬁmulsloc Inowadayv., some of our banks have started (o build the IRB
L «yhlam r;md ‘M: haw seen mte.mahum] consulting firtns knocking at our doors, On one
g : :m‘: wm.t.rm.d nboul ‘thic huge cost of the banking scctor in developing the

; 'iR.B systﬂ“ﬂ, it_' s worth: nolam_. Ahat. undike in mature. markets, there is almost no IRB
'systcm Lh‘u x_.hn Lruly mu.uf the ope.m(mna] requirements for capital purposes in many
'cmumng, markels On ll.c dlhw hiand, we are c.um,crned that we may end up having a
variety ﬂf IZRH w‘s:cm tha! me diffiéult; it not impossible, for supervisors to validate.

a. ‘We, lhcrc.icvrc 'suggt:sl that fhi: Bﬂsol Coimmittee develop a prototype IBR system as
S f"-;m“ oﬂuon mr 1 ani:q m us*'- pur‘.cuiurl\« those in emerging markets. Of course, such a
S pi ntotvpv ERQ l _ ust an cspuon and: needs to be adapted to suit local circumstances.
Au wc:uld he demmble 1f the Basel Comrnmee cou!d d]SO consider

- Sincerely yours,

HESG

Liu Tinghuan

Deputy Governor
People’s Bank of China
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