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Dear Ladies and Gentlemen,  

 

Good morning.  

Thank you for the opportunity to be present in this esteemed 

venue once again. Let me start by extending my appreciation to 

the management and staff of the Deposit Insurance Corporation 

of Japan, represented today by Mr. Masanori Tanabe, Governor 

of DICJ and to Mr. Hiroyuki Obata, Deputy Governor of DICJ 

and Chairperson of the Asia Pacific Regional Committee. Thank 

you for hosting the event and for your warm hospitality.  

Last year, I was pleased to be a part of what was a very 

interesting and enjoyable APRC Annual Meeting in Seoul. 

Given the excellent organizational framework and exciting 
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agenda ahead I am sure that Kyoto will replicate the success of 

that event. Following the speech of Governor Tanabe, during 

the next two days we shall witness rigorous debates among 

distinguished speakers from the deposit insurance community, 

central banks and supervisors, who will hopefully take us 

through the diverse perspectives of resolution tools applied both 

in advanced markets and developing economies. The topic of 

the conference, which is timely and relevant, provides an 

excellent opportunity to stimulate further thinking on the highly 

interlinked nature of deposit insurance and resolution regimes. 

What’s noteworthy is the fact that you have chosen an 

exceptional venue famous for the tough debates conducted 

within its halls, since it is here that some years ago the majority 

of UN members successfully signed the Kyoto protocol which 

imposed binding obligations on industrialized countries to 

mitigate climate change, setting a milestone in the reduction of 

greenhouse gas emissions. So I also tip my hat to the 

organizers on that account. Please keep the bar high and thus 

inspire other IADI Regional Committees to greater 

accomplishments.   

Before passing the floor to the first speakers, allow me to take a 

few minutes to touch on some aspects of the conference 

agenda.  
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In particular, I would like to share with you some thoughts 

concerning the issue of funding of deposit insurance systems in 

the context of their mandate and operational effectiveness.  

Recent experience has clearly evidenced the evolution of DGSs 

from pure pay-box to loss and risk minimisers. According to 

IADI survey data, the percentage of DGSs with at least some 

resolution powers has increased from 46% in 2008 to 63% in 

2013, (*based on a sample of 59 respondents in 2008 and 80 

respondents in 2013), with the most pronounced changes being 

reflected in a trend away from the mere pay-box model. 

On the other hand, even in countries with just a pay-box model, 

DGSs are envisaged to support resolution authorities by 

allocating their funds for resolution action. The European DGDS 

and BRRD makes such transfer of funds both possible and 

desirable. In such a case strong safeguards are required for the 

efficiency of resolution action as well as transparency and 

corporate governance integrity of DGSs. 

The observed expansion of DGS functions and mandates 

makes the funds at their disposal instrumental for their 

operational capabilities and effectiveness. This funding is two 

dimensional. The first is the traditional accumulation of funds to 

reimburse depositors. The second dimension is funding needed 

in the application of resolution tools in relation to unsound 
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financial institutions via both loss/risk minimiser or paybox plus 

models.  

Effective crisis management entails skilful manoeuvring 

between its three mainstays, which are a combination of: 

powers, tools and funding. Although well-designed powers and 

tools are vital, it is funding that makes them operationally viable. 

When funding is the weakest link in the system, then the other 

pillars are inoperable. If such is the status quo, namely a state 

of inadequate funding, we are but a few steps away from 

repeating the scenarios we experienced during the financial 

crisis i.e. relying on taxpayer money and extensive use of 

central bank aid to rescue the too-big-to-be-allowed-to-fail 

banks. Moreover, this poses the risk of emergence of a number 

of disastrous consequences which could even lead to the 

sovereign insolvency of a given country.  

On the other hand, even the best-funded resolution tools and 

deposit insurance schemes with the highest capabilities cannot 

always be prepared a priori for problems of an unprecedented 

magnitude. Therefore a reasonable assumption is that 

occasionally the cost of rescuing a financial institution can 

exceed the regular financial capacities of deposit insurer and/or 

resolution authorities. This leads me to a brief elaboration on a 

new instrument in the resolution toolkit, namely bail-in. 
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Bail-in is designed to be a critical component of the resolution 

framework, enabling the management of the failure of large 

financial institutions, in particular G-SIFIs, hopefully without 

recourse to public finances. Under this tool, some liabilities can 

be written down to absorb uncovered losses or converted into 

capital instruments to reconstruct the capital base of a troubled 

entity to restore long-term viability. Because it is a largely 

untested tool, there are many fields that need to be examined 

and properly designed e.g. bail-in parameters such as its scope 

or triggers; a single or multiple point of entry resolution strategy;  

cross-border coordination; hierarchy of claims with possible 

depositor preference as well as the impact of bail-in on the 

deposit insurer’s mandate and powers. Another concept which 

must not be omitted is GLAC (gone concern loss absorbing 

capacity), which is crucial. It should be available at the point of 

entry of a resolution process, and entail a clear ranking in 

creditor hierarchy as well as a credible option to transfer losses 

within a banking group. Currently IADI is carrying out a research 

project to identify and analyse these key issues, challenges and 

risks, related to the interactions between bail-in tools and 

deposit insurance systems, which will duly fill in the existing 

research gap.  

I would like to emphasize the fact that the post-crisis approach 

to the crucial matter of funding of deposit insurance systems 

and bank resolution is currently the subject of many discussions 
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involving standard setters as well as legislative bodies all over 

the world. 

An example could be the work on updating the Core Principles 

for Effective Deposit Insurance Systems. The outcome of this 

work, focusing on exploring the feasibility and desirability of 

greater use of ex-ante funding, is the development of stronger 

recommendations for providing deposit insurance systems with 

credible, funding accumulated in advance, which is the basic 

guarantor of their effectiveness. Among the long list of 

differences between ex-post and ex-ante funding I would like to 

draw your attention to two crucial points. Although the aim of 

both variants is the same (protection of depositors), the 

capabilities of each to reach the aim are considerably different. 

The ex-post variant gathers the funds only for a given moment, 

whereas under the ex-ante approach funds are accumulated 

over a number of years. As a general rule, an ex-ante fund is 

always better prepared for pay-outs. This is because in case of 

large reimbursement requirements it seems hardly possible to 

collect sufficient funds in times of distress without risking 

sparking a contagion effect in the rest of the banking sector.  

Such a threat is averted under an ex-ante scenario, in which 

funds have been accumulated successively over a protracted 

period of time. 
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Let me cite some numbers. The funds required for a deposit 

reimbursement process sparked by a medium-sized bank 

failure, usually account for 1.5-2% of eligible deposits of the 

banking sector. In practice, no deposit insurer is capable on an 

ex-post basis of withdrawing such large amount as, for 

example, 2% of eligible deposit from the banking sector during 

a single day. If the banks are required to pay premiums in such 

a scenario, it would significantly impact their financial 

performance and most probably result in a wave of failures as 

well as a strong contagion effect. In such a scenario an ex-ante 

variant would be considerably superior to an ex-post 

counterpart. Secondly, an ex-post approach is strongly 

interlinked with cyclicality. The countercyclical effect is 

enhanced only in an ex-ante system. The premiums collected in 

times of prosperity are used in times of distress of the banking 

sector. Ex-ante premiums, contrary to an ex-post scheme, do 

not constitute a burden for the sector in times of financial 

turbulence. In the coming years we can expect the natural 

decline of ex-post or weakly capitalized deposit insurance 

schemes, because this trend is inevitable in the light of post-

crisis arguments. 

Not only IADI’s work on credible funding but also similar 

conclusions are presented in the Financial Stability Board Key 

Attributes for Effective Resolution Regimes. According to KA 6, 

jurisdictions should have in place a policy for public authorities 
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not to be constrained to relying on public ownership or bail-out 

to resolve banks. The proposed solution is the presence of 

privately-financed, well-capitalized deposit insurance and 

resolution funds used for the recovery or orderly liquidation of 

financial institutions. As an exception to the main rule, if private 

sources of funding have been exhausted and financial stability 

is endangered - then, and only then -public funds can be used 

but only as a short term last resort bridge solution and finally 

repaid from private sources.  

It is not only standard setters that emphasize the need for 

protection of public money in relation to financial institutions, as 

this has already been expressed in binding legislation, an 

example of which is the Dodd Frank Act. The new provisions 

impose a ban on the use of taxpayer funds or federal bail-out 

money to preserve a company that has been put into 

receivership or is on the verge of collapse. In essence, these 

provisions prevent any future government bail-outs for 

struggling financial institutions, no matter how big, or how 

impactful their failure might be.  

The same regard for taxpayers and credible private funding of 

deposit insurance systems and resolution tools is expressed in 

the EU and the Bank Recovery and Resolution Directive as well 

as the Directive on Deposit Guarantee Schemes adopted a few 

days ago. For the first time in Europe, deposit insurers are 
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obliged to accumulate ex-ante private funds of up to 0.8% of 

covered deposits for potential reimbursements and the amount 

of 1% of insured deposits for the creation of a resolution fund, 

and both are minimum levels which have to be harmonized 

among EU members. A temporary use of public funds will still 

be available but only after the application of bail-in. 

In conclusion, I would like to emphasize several points. First, 

without sound and credible private funding the crisis 

management tools and powers at our disposal can essentially 

be disregarded, because without the backing of funds they are 

not operational. Second, an important step towards completing 

the rule book on crisis management for unsound financial 

institutions is uncoupling the link between taxpayers and banks. 

Third, the road to that solution leads to a destination 

characterised by proper funding of the deposit insurer and 

resolution tools. Finally, solutions based on strong and credible 

private funding are good for taxpayers, depositors and could 

also be a cure for some of the bank industry’s ailments. They 

enhance trust in the banking sector, which is a fundamental 

component of financial sector stability. 

As a final note, let me say this. I believe that a conference such 

as this one today is a great example of regional cooperation 

that helps us to understand each other better and benefit from 

experience and expertise sharing, and gives us further impetus 
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to move towards the ultimate objective of protecting retail 

depositors, which is our common goal. Having that in mind let 

me again thank the members of the APRC regional committee 

as well as the organizers, Mr. Tanabe and Mr. Obata for hosting 

this year’s event and for your continued support for IADI.  And 

on that note, let me wish everyone here productive and prolific 

discussions at the conference.  

Thank you.  

 


