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I. Introduction

| welcome the opportunity to provide comments on the December
2010 consultative document of Pillar 3 disclosure requirements for

remuneration issued by the Basel Committee.

In contemplating the Financial Crisis, the international communities
have reached many conclusions. The Basel committee’s consultative
document of Pillar 3 disclosure requirements for remuneration will
play an important role for the regulation of senior managers in
financial institutions in the global financial supervisory system, and
it will help avoid huge bonuses to those senior managers only based
on the aggressive performance at the cost of outstanding risk
exposures in financial companies in the long run. The target of this
remuneration aims at balancing the relationship between risks and
performance in financial institutions. However, unfortunately it is
perceived that the proposal neither pays enough attention to the
value of financial competitive regime nor considers broadly the
relationship between competition and remuneration in financial

market.

This comment gives some suggestions on the relevant components

1



in the consultative document from the financial competitive regime.
It is hopeful that the Basel Committee can consider them in issuing
the final document of Pillar 3 disclosure requirements for

remuneration.



Il. Comments and Suggestions in Detail

113

1. Paragraph 3 mentions “...the firm’s strategy”. Normally, the core
strategy such as merger requires the competitive scrutiny by
authority. In addition, it is possible to cause maturity mismatching of

remuneration in financial institutions.®

2. Paragraph 3 puts forward “...not requiring disclosure of sensitive

)

or confidential information. ” In order to keep a long-term
cooperation with clients or protect the confidential information,
financial institutions often adopt non-compete agreement, whereas

anti-competitive terms should be refrained.

3. Although Paragraph 4 involves information in seven areas,
embedding from “The governance/committee structures” to “The
types of remuneration”. It neglects the factors on competitiveness in
financial institutions. It is highly recommended to attach related
information into this document from the perspective of financial

competitive regime.

1 Zhen Li, “Response to Basel Committee's Consultative Document on Range of Methodologies for Risk and
Performance Alignment of Remuneration from Financial Competitive Regime Perspective”, December, 2010.
Available at: http://www.bis.org/publ/bcbs178/zhenli.pdf
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4. Paragraph 11 includes two main parts of disclosure requirements,
but does not concern any factor regarding the non-compete
agreement. It’s suggested that such factors can be added in the

“Qualitative disclosures” or the “Quantitative disclosures”.?

2 |bid.



I1l. Miscellaneous

1. In 2009, Enhancements to the Basel Il framework was issued by
the Basel Committee, Principles for Sound Compensation Practices
and Principles for Sound Compensation Practices — Implementation
Standards were issued by the Financial Stability Board (formerly the
Financial Stability Forum). All the documents directly or indirectly
refer to the competition in financial markets. In issuing the final
Pillar 3 disclosure requirements for remuneration, the Basel
Committee should also align the financial competitive regime with

the requirements.

2. Supplemental Pillar 2 Guidance in Enhancements to the Basel Il
framework

2.1 In paragraph 85, “Compensation practices at large financial
Institutions are one factor among many that contributed to the
financial crisis that began in 2007.” In fact, compensation practices
are not the main cause for the current financial crisis. According to
The Financial Crisis Inquiry Report published by the Financial
Crisis Inquiry Commission of the United States of America in

January 2011, the financial crisis stemmed from the excessive



concentration in the financial industry.® Acting as a key instrument
to regulate the excessive concentration in the financial industry, the
financial competitive regime can be effectively used to adjust the
structure of financial industry and to guide market participants’
behaviors, especially those of systemically important financial
institutions, and furthermore to regulate the firms’ compensation
practices. Noticeably, implementation of financial competitive
regime will play a significant role for the economic development in
China as well.*

2.2 Paragraph 91 points out “variable compensation payments”.
Such compensation practices relate to non-compete agreement and
anti-competitive behavior, both of which are regulated by the
utilization of the financial competitive regime.”

2.3 Paragraph 93 emphasizes the process of supervising
compensation practices. In practice, on the one hand it is necessary
to avoid the regulatory arbitrage, which is caused by competitive
financial supervision and leads to deterioration of the regulatory
effect. The competition between different financial supervisors

hatches the competitive financial supervision. Once the coordination

® The Financial Crisis Inquiry Committee, “The Financial Crisis Inquiry Report”, January 27, 2011. Available at:
http://www.gpo.gov/fdsys/pkg/GPO-FCIC/pdf/GPO-FCIC.pdf

4 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

% Zhen Li, “Response to Basel Committee's Consultative Document on Range of Methodologies for Risk and
Performance Alignment of Remuneration from Financial Competitive Regime Perspective”, December, 2010.
Available at: http://www.bis.org/publ/bcbs178/zhenli.pdf
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system among these authorities works inefficiently, financial
institutions will make full use of the functional overlaps or
supervisory loopholes for regulatory arbitrage. ® On the other hand, it
Is essential to avert the competitive unbalance between nations,
which is triggered by cross-border compensation supervision. In the
course of enforcing compensation rule, profit-motivated financial
institutions by nature are more prone to operate in the country with
less supervision, which gives rise to imbalance at national financial
competitiveness due to execution of distinct standards in various

countries.

3. Principles for Sound Compensation Practices

3.1 The section of *“Introduction” indicates “competitive
pressures”. Competition in financial markets should be regulated by
rigorously enforcing financial competitive regime, in order to
prevent the occurrence of monopoly and unfair competition.

3.2 The section of “Commentary on the principles” demonstrates
“Major financial institutions compete for talent in a global labour
market...”, “...firms have many competing priorities”, and
“...should coordinate at the global level”. In the context of

globalization, the international community should endeavor to

® Zhen Li, “Response to Basel Committee's Consultative Document of Countercyclical Capital Buffer Proposal
from the Perspective of Financial Competitive Regime”, September, 2010. Available at:
http://www.bis.org/publ/bcbs172/zhenli.pdf
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establish a set of uniform international financial competitive codes.
Through implementation of these rules it is helpful to ease firms’
anxiety over their loss of competitive advantage when voluntarily
executing compensation reform as “first-mover”.

3.3 “Rationale” of “Principle 1-3: Effective governance of
compensation” in the section of “Commentary on the principles”
states “Variable compensation (‘bonus’) has been substantially
influenced ...by the levels of compensation offered by competitors”.
In order to ensure effectively executing compensation system reform,
when setting the uniform compensation standard the relevant
authorities or organizations should make full consideration of the
financial competitive regime for the sake of enhancement of the

confidence of financial institutions as first-mover for the reform.

4. Principles for Sound Compensation Practices — Implementation
Standards

4.1 In executing Implementation Standards at the international
level, authorities should contemplate prudentially how to maintain
the sustainable competition in financial market on a level playing
field.

4.2 “They are not to be used as a pretext to prevent or impede

market entry or market access.” Market entry or market access is one



of the main fields regulated by financial competitive regime.
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