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|. Introduction

It’s my pleasure to have this opportunity to provide comments on
consultative document of Countercyclical Capital Buffer Proposal

issued by the Basel Committee in July 2010.

The Basel committee’s Countercyclical Capital Buffer Proposal will
play an important role in the global reform of financial supervisory
system, and it will help reduce the possbility of recurrence of
financial meltdown in the long term. However, to my
disappointment, the proposal neither pays enough attention to the
value of financial competitive regime on the long-term
development of finance nor considers the financial market

competition thoroughly.

Integrating the financial competitive regime, this comment is
submitted along with relevant questions and suggestions. It is
hopeful that the Basel Committee can blend them in the final

Countercyclical Capital Buffer.
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|1. Background

1. The four key objectives identified by the Basel Committee were

set out in the December 2009 Consultative Document

Srengthening the resilience of the banking sector.

1.1 Analyss: As amatter of fact, the inadequate protection for the

12

financial consumers and the excess financial innovation are the
other two main reasons for this recent Financial Crisis. By
enforcing financial competitive regime, not only can the
competition in financia industry be sustained and the
consumers’ legal rights be protected, but aso financial
innovation will be piloted rationally. In addition, from
macroprudential supervison perspective, enforcing financia
competitive regime is one of the important regulatory
measures to keep moderate structure in banking sector and to
refrain from moral hazard and “too big to fail”.

Suggestion: “Enforce financial competitive regime and foster
sound financial competitive environment” should be

identified by the Basel Committee as the Fifth objective.
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[11. Objective and Operation of Proposal

2. There are three key features of the proposal that distinguish it

2.1

2.2

from some other macroprudential tools.

Analysis. A multinational bank is the irreversible business
model in the economic globalization. Before deciding the time
to operate the Countercyclical Capital Buffer, in order to avoid
distorting financial market competition, the committee should
conceive whether a nation with rigorous buffer operation will
be placed at a competitive disadvantage compared with other
nations that execute the buffer leniently. As aresult, preserving
the same potency in the execution turns out to be one of the
key elements for success in the enforcement of
Countercyclical Capital Buffer.

Suggestion: “The same potency in the execution of the

Buffer” should be distinguished as the Fourth feature.

3. Footnote 3, “The transmission mechanism between required bank

31

3.2

capital buffers and the impact on the price and demand for credit

isnot yet well understood.”

Analysis: The impact on the price and demand for credit
originates from the competition in financial market.

Suggestion: The transmission mechanism between required

3
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bank capital buffers and the impact arising from financial
market competition on the price and demand for credit is not

yet well understood.

4. Footnote 5, “In addition, one should not underestimate the

41

4.2

signaling component of buffer decisions and the associated

commentary on macro financial conditions....”

Analysis: Financial competitive ecology is the prerequisite for
the operation in the financial market.

Suggestion: In addition, one should not underestimate the
signaling component of buffer decisons and the associated
commentary on macro financial conditions such as the

financial competitive ecology....

5. National buffer decisions and jurisdictional reciprocity.

5.1

5.2

Analysis: To set up a financia holding company, a banking
holding company or a universal bank is an effective approach
to strengthen the competitiveness of financial institutions.
However, these blended banking systems, for instance a
universal bank with mixed operation in insurance sector and
security investment, bring the challenge to the authority on
how to exercise the buffer explicitly and effectively.

Suggestion: Even though the jurisdictional reciprocity ensures

the level playing field for domestic and foreign banks, it is too
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abstract to apply to blending banking system. The
international financial competitive regimeis a complement to

the Countercyclical Capital Buffer.
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V. Further Details on Key Elements of the Proposal

6. Selecting the authority to operate the buffer.

6.1 Analysis. Generally speaking, it is difficult to coordinate for

6.2

authorities with different interests. For example, there are two
legally authorized agencies to supervise banks in China,
People’s Bank of China (PBC) and China Banking Regulatory
Commission (CBRC). Such an organizational structure
represents a competitive financial supervisory model, in which
PBC focuses on macroeconomic aspects and while CBRC
concentrates on micro economic matters. PBC and CBRC
fulfill their legal duties separately, but macro finance and
micro finance interact with each other. As a result this
separation brings functional overlaps or supervisory loopholes
on some matters. Predictably, without specification of
authority which is legally authorized to operate the buffer, the
dilemma in the coordination cannot be alleviated; on the
contrary the predicament can be further deteriorated.

Suggestion: Many countries adopt competitive financial
supervision and believe that competition can bring more
welfare to the society. However, the competitive financial

supervision has a negative effect on setting responsibilities of

6
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different bureaucracies, such as overlaps on ingtitutions’
accountabilities or loopholes in authorities’ duties. Regarding
to Countercyclical Capital Buffer, who will be the legally
authorized authority to operate the buffer in order to prevent
the supervison arbitrage? The Basel Committee should
identify in the buffer proposal.

7. It isimportant that buffer decisons be taken after an assessment
of as much of the relevant prevailing macroeconomic, financia
and supervisory information as possible......

7.1 Anayss: In practice, assessing competitive information on
financial market is beneficia to identify systemic risk. For
example, the information on concentration ratio in banking
industry can illustrate the potential dangers resulted from
homogeneous credit flow.

7.2 Suggestion: It is important that buffer decisions be taken
after an assessment of as much of the relevant prevailing
macroeconomic, financial, competitive and supervisory
information as possible. ...

8. Alternative tools ... may be deployed in situations where excess
credit growth is concentrated in specific sectors....

8.1 Anayss. A lack of imperative competition leads to high

concentration in banking industry, and thus results in high
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8.2

concentration of excess credit growth in specific sectors
finally. In conclusion, enforcement of financial competitive
regime mitigates the highly concentration in banking industry,
which provides an alternative macroprudential measure
employed by authority.

Suggestion: Alternative tools ... may be deployed in
situations where excess credit growth arisng from deficient
competition in banking industry is concentrated in specific

sectors....
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V. Miscellaneous

9. Suggestion: In the Countercyclical Capital Buffer Proposal, the
Basel committee should fully consder whether the buffer
operation will distort financial market competition, and cause
excessive high concentration in banking industry.

10. Suggestion: In the Countercyclical Capital Buffer Proposal, the
Basel committee should fully consider whether banks will shift
the credit cost onto financial consumers by reducing deposit
rate or raisng loan rate. It will potentially stifle financial
consumption and financial innovation, and weaken the

economic competitiveness as a whole.
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