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( )
The Deposit | nsurance System in the R.O.C.

and Its Experiences of Member ship, Coverage
and Public Awareness

L adies and gentlemen:

I’m very happy that we have a good opportunity to get together here to
share the experiences and opinions about the deposit insurance system.
I’'m from the Central Deposit Insurance Corporation (or the CDIC) of
Taiwan. It's my pleasure to give a presentation about The Deposit
Insurance System in the R.O.C. and It's Experiences of Membership,
Coverage and Public Awareness.

Brief Introduction of our Deposit | nsurance System

The first part of my presentation is the Brief Introduction of our Deposit
Insurance System, which includes:

* The establishment of the Central Deposit Insurance Corporation
* Our objectives

* Our major responsibilities

* Theinsured financial institutions

* Thecoverage

» The assessment rates

» The sources of funds

» Themeans of fulfilling insurance obligations

L et me explain one by one.

Establishment of the Central Deposit | nsurance Cor por ation

Our Corporation was established by the Ministry of Finance and the
Central Bank in 1985. In the first beginning when it was established,
the paid-in capital was $800 million NT dollars (about $24 million US
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dollars). Up to now, it has been increased to $10 billion NT dollars
(about $303 million US doallars). The MINISTRY OF FINANCE and the
Central Bank own 99.9% share capital. Therefore, the CDIC is a
government-owned corporation.

Objectives

The objectives of our system are:

» To safeguard the benefits of depositorsin financial institutions
* To promote savings

* Tomaintain an orderly credit system

» To enhance the sound development of financial operations

| think they are similar to those of other countries.

Major Responsibilities

Our major responsibilities are:

* To handle deposit insurance

* To examineinsured institutions

» Toassist problem insured institutions

* Toded with failed insured institutions

In our country, bank examinations are conducted by Ministry of Finance,
the Central Bank and our corporation. Among all the 457 financial
Institutions, about 382 regional banks are examined by our corporation. In
other words, about 80% of financia institutions are examined by us,
including all the regional banks. After examinations, we have to make
reports and suggest to Ministry of Flnance.

Insured financial institutions

As for the insured financia institutions, our deposit insurance system is
administered on a voluntary basis before 1999. The Deposit Insurance
Act was amended in January 1999. Since then, every financial
institution that accepts depositsis required to join in the deposit insurance
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system.

Our insured financia institutions include:

*  Domestic banks (52)

* Postal saving system (1)

e Trust and investment companies (3)

» Local branches of foreign banks (38)

» Credit cooperative associations (48)

*  Credit departments of farmers’ and fishermen’ s associations (314)

Insurance Coverage

Our insurance coverageis limited as follows:

* The maximum coverage that the CDIC extends to each depositor in
any bank is set at NT$1,000,000 (about 30 thousand US dollars).

» Under the new Act, only principal is covered; interests are excluded.
However, the old act covered both.

The insured subjects are the following deposits and trust fund:

» Checking deposits

* Demand deposits

* Time deposits

e Savings deposits

* Trust funds

But there are some deposits such as amount due to banks, amount due to

al levels of government are excluded.

Assessment Rates

In our system, the assessment rate was fixed at 0.015% before 1999. It
was changed from a fixed rate to a risk-based premium system after July
1999. Every bank pays the insurance premium according to its risk
group. Therisk indicators are capital adequacy and composite score of
CAMEL system. Asyou can seein Table 1, the insured institutions are
classified into 9 risk groups and three rate levels. The rates were
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0.015%, 0.0175% and 0.02% from July 1, 1999 to December 31, 1999.
Since January 1, 2000, the rates have been raised to 0.05%, 0.055% and
0.06%. Please make areference to Table 1-1 and Table 1-2 Risk-Based
Premium Systeminthe R.O.C

Sour ces of Funds

Our sources of fund are from capital, assessment income and special

financial accommodation from the Central Bank. Up to December 31,

2000, the sources of fund of our corporation were:

» Capital, which was 10 billion NT dollars (about 303 million US
dollarsin December 31, 2000 )

» Assessment Income, which was 3 billion NT dollars last year (about
91 million US dollars)

» Financing from the Central Bank of China, which was about 2 billion
NT dollarslast year (about 61 million US dollars).

Means of Fulfilling Insurance Obligations

The deposit insurance act authorizes us the following means of fulfilling

our obligations

o Cash pay-offs

* Insured deposit transfers

* Providing financial assistance to facilitate healthy insured institutions
to merge with or acquire a failed institution or its operations, assets
and liabilitiesin whole or in part

* Temporarily continuing to operate failed institutions in the name of
the CDIC

» For those insured institutions receiving assistance, being put under
supervision or conservatorship, the CDIC may extend loans and place
depositsin such ingtitutions.

The CDIC’s Experiences
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Now I'll talk about the second part of my presentation: Our Experiences
in Membership, Coverage and Public Awareness.

Member ship: From Voluntary to compulsory

We changed the membership system from a voluntary system to a
compulsory one in 1999. One of the reasons is to accumulate and
enlarge the deposit insurance fund. To increase the insurance fund can
give depositors more confidence, at least they will not wonder the ability
of the insurance corporation to protect the depositors due to the small size
of fund.

Ten years ago, in order to attract banks to join the deposit insurance, our
corporation deceased the premium rate twice from 0.05% in 1985, to
0.04% in 1987, and to 0.015% in 1988. Up to 1991, the total
membership increased to 160. Now the total membership is 456.

Member ship: Accumulation of Deposit | nsurance Fund

Now let's look at table-2 Accumulation of Depositinsurance Fund. The
total fund in 1986 was 48 million NT dollars. It increased to 300
million in 1990, and to 820 million in yearend 1994. Asyou can seein
Table 2, it increased to 1.4 billion in end of 1996. Up to the end of last
year, it became 4.9 billion NT dollars.

Member ship: Adverse Selection

Another reason for changing the membership system is that during the
voluntary time, some less healthy regional financial institutions were
eager to join in the deposit insurance, especially during 1995 and 1996
after one regional bank in central Taiwan happened some financia
trouble. On the contrary, large healthy banks lacked the willingness to
participate because they thought that they were strong enough to avoid
trouble.
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Member ship: Enhancing Financial Sability

The other reason to adopt compulsory membership was to enhance
financial stability. There were some regiona bank runs which
endangered the financial stability. People, bank managers and the
government all wanted a stable financial environment. They urged
banks to join in the deposit insurance.

Membership: To Avoid Moral Hazard

When talk about the compulsory membership, we have to try our best to

avoid moral hazard and bank failures, and to keep banks in healthy and

sound situation. In order to curtail moral hazard, we have adopted the

following policies:

* Risk-based premium system

» To terminate deposit insurance of failing banks

 Enhancing market discipline, including financial disclosure and
limited coverage

» Strengthening Financial Supervision, including on-site examination
and off-site monitoring. In off-site monitoring, we use the early
warning system, account officer system, follow-up evaluation, and
Real-time On-line Data Transmission Monitoring System. The
purpose of Real-time On-line Data Transmission Monitoring System is
to know if any bank has anything irregular like dishonest loans or any
doubtful activities immediately.

Coverage : Scope and L evel

Asfor the coverage, we consider the following factors:

* Income level

* Inflation rate

e Savingsrate

» Other economic conditions

Now in our country, per capita GDP is about 13,000 US dollars (USD
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$13,114), and our coverage is about 30,000 US dollars (1 million NT
dollars). So the insurance coverage is about 2.3 times to per capita GDP
in Taiwan.

Because our savings rate is as high as 26.1%, we consider how to protect
small depositors and what is the best coverage to protect the small
depositors.  In our country, the deposits within 1 million NT dollars is
usually defined as small deposits. So now we set 1 million NT dollars
asour limit of coverage.

To protect small depositors and to maintain appropriate market discipline,
the coverage level should cover a high percentage of the number of
accounts, but a smaller percentage of the total value of deposits. Let me
explain this by Table-3 Ratio of Fully-covered Depositors to Total
Depositors of All Insured Institutions, and Table-4 Ratio of Insured
Deposits to Total Insurable Deposits of Insured Institutions.

Indexing Coverage and Fixed Coverage

We know there are two kinds of coverage: indexing and fixed. In our
country, we adopt fixed coverage now, for the reason that although the
indexing coverage can better reflect the real value of protection, it will
confuse the depositors because it may be changeable.

Low Coverage

We believe the coverage in our country is appropriate according to the
income level. Although some small banks, especialy some regiona
banks hope to raise the coverage to 2 million NT dollars to attract
depositors, we still think that it is unnecessary. Besides, we think that
low coverage can enhance market discipline better.

Public Awar eness
As for public awareness, we think that high public awareness can better
exert the functions and fulfill the objectives of the deposit insurance
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system. In other words, the more we let people know, the better the
deposit insurance system will be performed.

Public Awareness. Target Audiences

While setting up a public awareness program, a deposit insurer should
determine its target audiences based on the development of the deferent
stages of the system. Under voluntary basis before 1999, we wanted to
urge participation in deposit insurance. Under compulsory membership
now, we want to enhance market discipline and avoid moral hazard.

Public Awareness: | nformation to be Communicated

The information that we want to communicate with the public consists of
the following:

» The Scope of Deposit Insurance

» The Coverage of Deposit Insurance

*  Who Paysfor the Deposit Insurance

| think most people know that the banks, instead of depositors, should
pay for the insurance premiums. But in our experience, athough our
corporation has been established for 15 years, there were still some
depositors calling us up to ask who would pay the premiums.

Public Awareness: M eans of Communication

The means of communication contain:

* Financial crisisor events

» Advertisement campaign

» School education

* Toll-freetelephone lines

* Internet website

In our experiences, when a financial crisis happens, the mass media
always report a lot about the event, the financial situation and the deposit
insurance system. Gradually, people understand the importance of the
financial conditions of banks and the stability of the financial system.
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Then they want banks to participate in deposit insurance. |I'll tell a story
which happened to an uninsured regional bank in central Taiwan in 1995.
The president of that bank secretly embezzled bank fund to speculate in
the stock market; unfortunately, the stock market price fell sharply, the
huge loss made him unable to pay back to that bank. Therefore, that
bank failed, and ailmost all the other uninsured regional banks in that area
had the trouble of panic runs at the same time. From then on, people
and banks knew the importance of financial stability and deposit
insurance. Ladies and gentlemen, | would like to emphasize that from
the lessons of the financial crisis, people learned more about the functions
of the deposit insurance system.

Public Awareness: Major Concern

Finally 1'd like to point out that the major concern of public awarenessis
to avoid the possible negative impacts caused by the public awareness
program. We learned a lesson seven years ago. At that time it was
voluntary membership. Our corporation made an advertisement on TV.
That ad described that some regional banks might be in weak situations,
so the CDIC urged the depositors to carefully choose their depository
banks, or better to choose the insured banks. Then many non-member
regional banks got angry and complained to the Ministry of Finance.
Therefore, before setting up a public awareness program, we suggest that
adeposit insurer select arelatively positive point of view or manner.

This is the end of my presentation. Thank you very much for your
attention.
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