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. General Comments

Dear Sir or Madam:

| welcome the opportunity to provide comments on the July 2012
consultative report on Recovery and resolution of financial market

infrastructures by CPSS and IOSCO.

In contemplating the Financial Crisis, the international communities
have reached many conclusions. The CPSS and 10SCO’s
consultative report of Recovery and resolution of financial market
infrastructures will play an important role for banking supervisory
system. However, unfortunately it should be perceived that the
consultative report neither pays enough attention to the value of
Financial Competitive Regime (FCR), nor considers broadly the

relationship between the competition and the banking supervision.

This comment integrating FCR is submitted along with relevant
suggestions and important events on Chinese FCR. It is hopeful that
the Basel Committee and IOSCO can consider them in issuing the
final document of Recovery and resolution of financial market

infrastructures.



1. Introduction

1. Footnote 3, “(i) fair and open access by market participants....”
1.1 Comment: Access grants participants the privilege to enter the

financial market for competition.



[11. Relationship and continuity between the
Key Attributes and the Principles — main

observations

2. Paragraph 2.2, “... to wind down its operations in an orderly
manner.”

2.1 Comment: Winding down the operation means exit gradually.

3. Paragraph 2.7, “Because the traditional bankruptcy process does
not have the preservation of financial stability as an objective....
it is necessary to also have a resolution regime.”

3.1 Comment: Even though there is the flaw in bankruptcy

process as above mentioned, enforcing resolution regime

should avoid distorting the competition in financial sector.



V. Recovery and resolution approaches for
different types of FMI

4. Paragraph 3.12, “... an auction process....”
4.1 Comment: Engaging an auction process should prevent the

anticompetitive activities, such as bid rigging.



V. Important interpretations of the Key
Attributes when applied to FMIs

5. Paragraph 4.17, “... acquisition....”

5.1 Comment: Acquisition may result in high concentration,
because it will reduce competition. In order to ensure a level
playing field, acquisition should be subject to anti-monopoly

review.



V1. Cooperation and coordination among
relevant authorities (Key Attributes 7, 8 and
9)

6. Paragraph 5.2, “... market regulators....”
6.1 Comment: The market regulators include competition

authorities, financial supervisors and etc.



VI1I. Conclusions

7. “ltis vital that very robust arrangements exist for the recovery of

FMIs and, if that fails, for their resolution.”

7.1

7.2

8. “..
8.1

Comment 1: FCR should be viewed as an innovative
arrangement.

Comment 2: To a large extent, future financial supervision
should focus more on the recovery and resolution of
systemically important financial instrument from financial
anti-monopoly perspective. For example, London Interbank
Offered Rate, a key component in the FMIs, was manipulated
by a dozen international financial institutions, which results in
the collapse of this globally used rate. Traditional Libor
mechanism can’t function properly any more, and its recovery
or resolution will affect the integrity and trust for the financial
industry. Now Libor is still under anti-monopoly investigation

by authorities from U.S., U.K., Swiss, Canada, Japan and EU.

. for cooperation and coordination among authorities”
Comment: Authorities should include financial supervisors

and competitive regulators.



VI1II. Annex: Applicability of the Key
Attributes to FMIs

9. Paragraph 2.3, “Objectives of a resolution authority”, (i) “pursue
financial stability and ensure continuity of systemically important
financial services”

9.1 Comment: Preserving a sound competition plays a critical

role for the sustainable financial industry.

9.2 Amendment: “pursue financial stability, ensure continuity of

systemically important financial services and preserve a

sound competition”

10. Paragraph 2.3, “Objectives of a resolution authority”, (ii)
“protect depositors, insurance policy holders and investors”
10.1 Comment: Protecting the financial consumers by ensuring the
competitions is a global trend.
10.2 Amendment: “protect depositors, insurance policy holders,

investors and financial consumers”

11. There are four objectives for a resolution authority in the annex.
In addition, to foster the competitive environment should be

added as the fifth objective.



11.1 Addition: “foster a globally competitive environment”

12. Paragraph 11.3, “complexity, interconnectedness, level of
substitutability and size”
12.1 Comment: Complexity, interconnectedness, level of
substitutability and size are four factors related to the

competition in financial market.



V. Important Events about Financial

Competition Regime in China

Chinese FCR, originating from the financial anti-trust, is composed
of financial anti-monopoly, financial consumer protection®, financial
competitive supervision, financial competitive ecology and financial

security strategy defense system.?

Ms. Mingxian Ge and Zhen Li initially introduced the conception of
the financial anti-monopoly in the context of the Creative Function
of the People's Bank of China in 2006. ® Zhen Li, working as the
secretary for Deputy Yang Xiaoping of the 11" NPC, helped Mr.
Yang propose protecting the financial consumers by analyzing the
effect arising from high concentration in Chinese banking sector
over the financial consumers during the first session of the 11" NPC
In March 2008. This milestone is the first proposal relating to the
financial consumer protection submitted to NPC in history. Zhen Li

helped Mr. Yang proposed innovatively setting up the financial

! Because of the separate supervision model arising from the People’s Bank of China, China Banking Regulatory
Commission, China Securities Regulatory Commission and China Insurance Regulatory Commission, Chinese
financial consumers are composed of banking consumers, security investors and insurance consumers. The
coordination and cooperation mechanism between the financial supervisors plays a key role for the financial
consumer protection.

2 Zhen Li, “Establishing Wenzhou financial zone to explore a path to Chinese financial reform”, the Study Times
affiliated with the Party School of the Communist Party of China Central Committee, April 9, 2012. Available at:
http://www.studytimes.com.cn:9999/epaper/xxsb/html/2012/04/09/01/01_40.htm

% Ge Mingxian and Li Zhen, “A First Exploration of China's Antitrust Regulations: A Discussion of the Creative
Function of the People's Bank of China”, East Asia Law Review, VVolume 2, Issue 1.

10
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competitive supervision during the second session of the 11" NPC in

March 2009.°

Zhen Li submitted one proposal on establishing the FCR to the
national decision makers in December 2010. ° Finance is the lifeline
of the national economy, modern economy is institutional one, and
sufficient and effective financial market competition will play a
significant role in fulfilling national strategies such as containing
inflation, transforming the mode of economic growth,
macroprudential supervision, job creation and stepping out. In
conclusion, in the coming economic development of the twelfth
Five-Year Plan period, the FCR should be established as soon as
possible. After three months, “The National Economic and Social
Development  Twelfth Five-Year Plan Compendium” was
promulgated. The compendium adopts Zhen Li’s opinion and states
the strategic principle of Enhancing the Competition to Promote

the Development.

In March 2011, the fourth session of the 11™ NPC was convened in

4 Yang Xiaoping, “Learning from the Financial Crisis, and Improving the Financial Competitive Supervision”,

Available at:

http://www.pbc.gov.cn/publish/redianzhuanti/1094/2009/20090706164513821618023/20090706164513821618023
html

> 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

11
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Beijing. During the period, Zhen Li helped Mr. Yang Xiaoping
propose setting up Financial Competitive Regime. In the proposal
Mr. Yang analyzed values of the FCR on Chinese economic
development, suggested to amend the legal framework of the FCR,
and sketched the new framework for the executive mechanism of the

FCR. ®

National People’s Congress of China, an official journal of National
People’s Congress, published an article on “Establishing Financial
Competitive Regime and Protecting Financial Consumers” in
November 2011. This indicates China’s supreme legislature
recognizes the value of financial competitive regime for the first in

the history. ’

The 4™ National Financial Work Conference was convened in China
on January 6", 2012. Premier Wen Jiabao attended and announced to
reform financial institutions deeply and to break the monopoly
effectively. ® In fact, financial anti-monopoly is the core value of the

financial competitive regime.

® 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.

" “Establishing Financial Competitive Regime and Protecting Financial Consumer”, National People’s Congress
of China, issue 19, November 2011. Available at:
http://www.npc.gov.cn/npc/zgrdzz/2011-10/27/content_1677259.htm

8 “The National Financial Work Conference was convened in Beijing”. Please visit China government website.
Available at: http://www.gov.cn/ldhd/2012-01/07/content_2038988.htm

12
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On March 28n 2012 China State Council approved Wenzhou
financial reform zone. From April 1stto 3 Chinese Premier Wen
Jiabao conducted a field research in Fujian province and emphasized
the Central Committee of the Communist Party of China and
Central Government have already reached consensus over
breaking the monopoly in financial sector. In essence, the
Wenzhou financial reform program encourages private capital into
the financial sector with the ultimate intent to unprecedentedly break

up bank monopoly by enforcing financial antimonopoly policy.’

On September 17" 2012, the People’s Bank of China promulgated
“The Financial Industry Development and Reform Twelfth
Five-Year Plan” compiled by the PBC, the CBRC, the CSRC, the
CIRC and the SAFE.' Competition is emphasized and appears 16
times, which fully embodies the strategic principle of Enhancing

the Competition to Promote the Development.

® Zhen Li, “Establishing Wenzhou financial zone to explore a path to Chinese financial reform”, the Study Times

affiliated with the Party School of the Communist Party of China Central Committee, April 9, 2012. Available at:

http://www.studytimes.com.cn:9999/epaper/xxsh/htmI1/2012/04/09/01/01_40.htm

10 «“The Financial Industry Development and Reform Twelfth Five-Year Plan”, Available at:

http://www.pbc.gov.cn/publish/goutongjiaoliu/524/2012/20120917155836347504341/20120917155836347504341
.html

13
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