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. General Comments

Dear Sir or Madam:

| welcome the opportunity to provide comments on the December
2011 consultative document on Principles for the Supervision of

Financial Conglomerates issued by the Joint Forum.

In contemplating the Financial Crisis, the international communities
have reached many conclusions. The Joint Forum’s consultative
document of Principles for the Supervision of Financial
Conglomerates will play a crucial role for the financial supervisory
system. However, unfortunately it should be perceived that the
proposal neither pays enough attention to the value of the Financial
Competitive Regime (FCR), nor considers broadly the relationship

between the competition and the banking supervision.

This comment integrating the FCR is submitted along with relevant
suggestions and some key affairs about the FCR in China. It is
hopeful that the Joint Forum can consider them in issuing the final
document of Principles for the Supervision of Financial

Conglomerates.



I1. Background

1. Page 1, “In hindsight, the crisis exposed situations in which
regulatory requirements and oversight did not fully capture all the
activities of financial conglomerates...”

1.1 Comment: To a large extent, these complex activities aim at

enhancing the competitiveness of financial conglomerates. As
a result, the international communities should set up the
internationally accepted FCR in a short run to strengthen the

supervisory efficiency and effectiveness.

2. Page 1, “...the holding companies of financial conglomerates.”

2.1 Comment: Before licensing a financial conglomerate, its
affiliate or its legal entities, the authorities should assess the
impact on competition arising from licensing a new participant
in order to avoid excessive concentration or competition

distortion in the financial sector.

3. Footnote 4, “(iii) provide a basis for increased intensity of
supervision and regulation of financial groups, particularly when
a group or any of its institutions is identified as systemically

important”.



3.1 Comment: The supervisors can regulate financial groups
more effectively by implementing the FCR. If a group, its
institution or its legal entity is identified as a systemically
important financial institution, the implementation of the FCR
will play a critical role. Please see “Response to the Financial
Stability Board's Consultative Document of Effective
Resolution of Systemically Important Financial Institutions

from Financial Competitive Regime Perspective”. *

1 Zhen Li, “Response to the Financial Stability Board's Consultative Document of Effective Resolution of
Systemically Important Financial Institutions from Financial Competitive Regime Perspective”, September 2011.
Available at: http://www.financialstabilityboard.org/press/c_110909fff.pdf
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[11. Objective

4. Page 3, “... policymakers to ensure that supervisors are provided
with the necessary powers, authority and resources to perform
comprehensive  group-wide  supervision  of  financial
conglomerates”.

4.1 Comment: The powers, authority and resources should

include those to perform the financial competitive supervision.



V. Scope of Application

5. Page 6, “interconnectedness”.

5.1 Comment: Interconnectedness is a significant indicator for the
competitiveness of a financial conglomerate. The more
interconnected a group is, the stronger the competitiveness of a
financial conglomerate is. As a result, the financial competitive
supervision should be taken as an indispensable component to

the modern financial supervisory system.



V. Principle

6. Principle 1, “Supervisory powers and authority”.

6.1 Comment: It is important that supervisors are empowered to
investigate monopoly activities, punish anti-competitive
practices, preserve the competitive financial market, and

protect investors and financial consumers.

7. Paragraph 1.2, “The legal framework should provide sufficient
enforcement powers to the supervisors to address any concerns or
issues related to the financial conglomerate ranging from
regulatory compliance to safety and soundness and resolution.”

7.1 Comment: Compliance to the competition rules or the FCR
makes great contribution to the resilience of the financial
market.

7.2 Suggestion: “The legal framework should provide sufficient
enforcement powers to the supervisors to address any concerns
or issues related to the financial conglomerate ranging from
regulatory compliance to competition, safety and soundness

and resolution.”

8. Principle 2, “Group-level Supervisor”.



8.1 Comment: In the context of multiple supervisors, different
supervisory objectives are provided to various supervisors.
These objectives diverge occasionally and result in a
supervisory arbitrage. Consequently, it is crucial to confirm the
leading supervisor. In China, national policymakers should
establish the Financial Competition Commission at the State
Council level as soon as possible, and confirm the central bank
as the leading body for the cross-sector cooperation,
coordination and information exchange between supervisors,

regulators or agencies.

9. Paragraph 11.3, “Where a financial conglomerate creates many
legal entities ...”
9.1 Comment: Before licensing legal entities to be created by a
financial conglomerate, the authority should take effective
measures to avoid the occurrence of anti-competitive practices

and the competition distortion.

10. Paragraph 14, “Remuneration in a financial conglomerate”,
“Supervisors should require that the financial conglomerate has
and implements an appropriate remuneration policy that is

consistent with internationally agreed standards as well as with



10.1

10.2

Comment: Remuneration should correspond with the
competitiveness of a financial conglomerate. Please see
“Response to Basel Committee's Consultative Document on
Range of Methodologies for Risk and Performance Alignment
of Remuneration from Financial Competitive Regime
Perspective”. 2

Suggestion: “Supervisors should require that the financial
conglomerate has and implements an appropriate remuneration

policy that is consistent with internationally agreed standards

as well as with its competitiveness and risk profile”

11. Paragraph 28, “Risk concentrations and intra-group transactions

and exposures”.

11.1

Comment: The more concentrated a financial industry is, the
more interconnected financial institutions are, the more
concentrated the risk is for a financial conglomerate as a

whole.

12. Paragraph 28.1, ... Supervisors should deal effectively with ...

intra-group transactions ... are considered to have a detrimental

2 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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12.1 Comment: Large fines or damages imposed on a financial
conglomerate or its related entities for breach of the
competition policy or antitrust rules have a significant

detrimental effect.



V1. Key Affairs about Financial

Competitive Regime in China

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
explicates the strategic principle of Enhancing the Competition to

Promote the Development.

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

Beijing. During the period, Zhen Li helped Deputy Yang Xiaoping

3 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
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draft a proposal on setting up the FCR. In the proposal Mr. Yang
analyzed realistic values of the FCR for Chinese economic
development, suggested to amend the legal framework of the FCR,
and sketched a 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 to Protect Financial Consumers” in November
2011, which indicates China’s supreme legislature recognizes the

realistic values of the FCR for the first in history. °

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

core for the FCR.

4 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 to Protect Financial Consumers”, 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

® “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
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