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1. I m honoured to be here in Dalian to share m y thoughts on deposit 

insurance.  As Chair of the Execut ive Council of the I nternat ional Associat ion 

of Deposit I nsurers ( IADI) , I have been very fortunate as the scope of I ADI s 

work necessarily involves engagem ents with m any established deposit 

insurers as well as econom ies at the threshold of developing deposit 

insurance system s or m id-way into the process.  I have found these 

engagements and the issues that are addressed very challenging, som et im es 

mind-boggling but always enriching.  As a case in point , I have recent ly 

launched the Malaysia Deposit Insurance Corporation (MDIC) as its first Chief 

Execut ive Officer, having been its advisor for the last three years.  I n the 

light of these experiences, I would like to share som e insights and draw 

som e lessons that I hope would provide guidance on the approach that m ay 

be adopted in developing an effective deposit insurance system.    

2. I shall draw closely on m y experience and the approach used in 

Malaysia. I call this the OPT approach.  OPT stands for Object ives, Process 

and Timing.    It provides a practical approach to meeting the best practices 

that are set out in the Financial Stabilit y Forum Report on Guidance for 
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Developing Effect ive Deposit I nsurance System . Malaysia has used this 

approach very successfully.  

3. First, it is crucial that the object ives for the deposit insurer be clearly 

spelt out and that the principal safety net players are in agreem ent. I n the 

FSF s guidance paper, the first step is to ident ify the public policy object ives 

for the deposit insurer.  In my experience, clar ity of m andate is the corner 

stone for set t ing other param eters.  This determ ines the role of the deposit 

insurer within the financial safety net which in turn defines the 

interrelationships of the safety net players. The object ives could include 

policy statements or guiding principles that would shape the design features 

of the deposit insurance system.    

4. Let m e share how this was done I n Malaysia. Before designing the 

features of the deposit insurance system , Malaysia adopted several guiding 

principles which later set the benchmark for determining the priority of each 

design feature.   One such guiding pr inciple required that the deposit 

insurance system be able to reinforce and com plem ent the exist ing 

regulatory and supervisory fram ework.  As a result , the deposit insurance 

system evolved from an initial narrow mandate to a broader mandate which 

em powered the insurer to resolve banks that have ceased or are likely to 

cease to be viable.  Yet it was not set up as another regulator or supervisor.  

I nstead the deposit insurer would rely on the supervisory and exam inat ion 

powers of the cent ral bank.  This is a fundam ental design feature of the 

Malaysian deposit insurance system.    

5. Another im portant cr iter ia and guiding object ive was that the deposit 

insurance system be able to com ply with Syariah tenets for I slam ic 

deposits. Guided by this object ive, it was just a m at ter of m aking the 

legislat ion and system , Syar iah com pliant all the way, from prem ium 

collect ions to payouts. While this m ay sound sim ple, believe m e, the actual 

crafting took some time.    

6. But this is to be expected.  Tim e is required to t ranslate a design 

from the m aster architect s vision to paper and to the finished product .  But 

it becomes easier if the craftsman knows what he wants. 
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7. Second, a sound developm ent process matters.  Sufficient resources 

should be deployed, if the project is to be successful.  A dedicated multi-

disciplinary team should be assembled and led by a strong leader who is fully 

supported by top Managem ent , as only clear guidance can m ove the project 

forward.     

8. A sound development process requires that policy papers be developed 

for each m ajor design feature and issued for consultat ion am ongst the key 

policy decision-m akers and where necessary, for indust ry consultat ion.   I 

should st ress that it is im portant to also take cognisance of the needs of the 

exist ing financial system , the st rategic direct ions for the system and the 

specific condit ions of the econom y.  This is to ensure that the end results fit 

the financial system for which it is designed.  While there m ay be short - term 

wins to adopt a ready-made deposit insurance system , in the longer term , if 

the deposit insurance system is not custom -built to a count ry s specific 

requirements, inefficiencies would arise.  

9. Decisions m ust be m ade based on local needs and condit ions. The FSF 

Report states that the choice of how a deposit insurance system is to be 

operated depends on m any factors that are unique to each count ry and its 

governm ental and financial system .  For Malaysia, during the developm ent 

process, all features were considered carefully to ensure that the system fit s 

the Made in Malaysia object ive.  Bank Negara Malaysia inst ituted a st rong 

qualit y cont rol program m e to ensure that the legislat ion was sound and 

workable in every respect.   

10. The draft legislat ion was reviewed and studied several t im es by a 

multi-disciplinary Task Force, com prising a team of persons from within the 

Bank and from other organizat ions. The Task Force was also given the 

necessary t im e to do it r ight and to get it r ight .  There was always st rong 

leadership and support provided by the executive management and Governor 

Zeti of Bank Negara Malaysia.         

11. Third, Tim ing is crucial. Deposit insurance is not the Mother of all 

solut ions .  Lest we forget 

 

deposit insurance is a tool.  It is only as good as 

the craftsm an who wields it .  And the best product , if launched at the wrong 
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time, or launched ahead of it s t im e, would not be effect ive.   The Malaysian 

system was developed and im plem ented in a stable econom ic environm ent , 

after the financial system had been rest ructured, and the financial system 

was st rong and robust .  There also exists st rong and appropriate regulat ion, 

effect ive supervision of the financial system , and st rong legal and account ing 

regimes.    

12. I n cont rast , there are m any exam ples of count r ies which had 

established deposit insurance system s without the necessary foundat ion or 

the r ight condit ions. Som e count r ies have int roduced deposit insurance at a 

time when their banking systems were unstable and when banks were failing. 

I n such circum stances, the deposit insurance system has lit t le chance to 

prom ote or cont r ibute to the stabilit y of a count ry s financial system .   

13. Ladies and Gent lem en, having highlighted some experiences of 

Malaysia, I would like to share som e of m y thoughts on how this m ay be 

relevant for China.  China is at an im portant cross- road.  As it advances into 

the new digital and techno-savvy global econom y, the financial system is 

being modernized to support economic expansion.    

14. Given the faster pace of liberalizat ion, m aintaining financial stabilit y 

becomes an ever increasing im portant object ive.  I ndeed, financial system 

stabilit y is increasingly seen as a policy object ive to be achieved together 

with m onetary stabilit y.  Enhancing depositor confidence is a cr it ical pillar for 

financial stability.    

15. I n developing an effect ive deposit insurance system , policy m akers 

m ust first of all consider a num ber of public object ives. This included the 

scope of it s role within the financial safety net . For instance, should it be a 

pay-box, a loss m inim iser or a r isk m it igator?  Each has advantages and 

disadvantages.   

16. I n the Malaysian situat ion, the init ial policy object ive was to apply a 

pay-box.  But as the policy discussions deepened, it was clear that the 



 
5

 
soundness of the financial safety net would be bet ter enhanced with a 

deposit insurer that had a broader role.  The lessons of the past , the 

exper ience and success of Pengurusan Danaharta Nasional Berhad 

underscored the need for the deposit insurer to have powers to resolve 

problem m em ber inst itut ions with a view to minimise r isks and in a m anner 

that would minimise losses to the financial system.    

17. Having resolved the scope of it s role, a policy decision had to be m ade 

on the t r igger m echanism for intervent ion, including how and when the 

deposit insurer should exercise its powers to resolve problem banks.    

18. Recognising that the cent ral bank could not , at any t im e, abdicate it s 

responsibilit ies as the regulator and supervisor of a problem financial 

institution, we therefore devised a t r igger m echanism which required the 

cent ral bank to determ ine the viabilit y of a m em ber. I f that determ inat ion is 

not m ade, the deposit insurer cannot exercise its resolut ion powers. This 

trigger m echanism provided a clear accountabilit y fram ework between the 

two principal players within the financial safety net.   

   

19. Another salient issue that requires close policy at tent ion is the 

coordination and inform at ion sharing arrangem ent . I n Malaysia, we were 

determ ined not to repeat the m istakes of others.  I ndeed, information 

exchange and inform at ion sharing arrangem ents are legislated in the MDI C 

Act.  The Act also provides that a st rategic agreem ent be entered into 

between MDIC and the cent ral bank. The agreem ent will be a working tool to 

ensure the relationship remains collaborative, effective and symbiotic.    

20. Ladies and gent lem en, as Chairm an of the FSF Working Group on 

Deposit I nsurance, m y views on inclusion of state-owned banks are, of 

course, well docum ented. The Report out lines that in som e count r ies, state-

owned banks are included in the deposit insurance system since such banks, 
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depending on their size, m ay enhance the stabilit y of the financial system . 

On this issue, I am aware that policy m akers in China are giving m uch 

at tent ion to the quest ion of whether state-owned banks should be included 

as members of the deposit insurance system.  

21. This policy decision should be considered in light of the overall public 

policy object ives that are chosen.  I understand that Chinese state-owned 

banks are significant players in the financial system. I n this regard, I would 

like to pose three questions.  

 

What is the m arket share of state-owned banks in the overall 

financial system? 

 

What is the st rategic direct ion and object ive of the nat ional agenda 

and do state-owned banks have a role under this agenda?  

 

What key results or object ives does China hope to achieve with 

state-owned banks by including them into the deposit insurance 

system?   

22. I would suggest four possible key results for discussion and broadly 

touch on the benefit s that m em bership of state-owned banks would br ing to 

the financial system.    

First       : To reduce the Governm ent s 100% guarantee on 

deposits of state-owned banks.   

Second  :  To enhance supervision and r isk m anagem ent 

practices of state-owned banks through an 

incentive based deposit insurance system;  

Third      :  To t ransit ion state-owned banks towards higher 

best banking practices; and   
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Fourth   :  To facilitate leveling of the playing field in the 

banking system.    

23. The benefits are clear to m e. Deposit insurance will br ing state banks 

onto the m ainst ream of bank regulat ion and supervision.  Under an explicit 

lim ited deposit insurance system , state banks would be subjected broadly to 

the sam e m arket forces and the sam e level of market discipline as other 

banks.  Such a system inevitably creates a class of depositors who would 

have clear incent ives to m onitor state banks r isk- taking.  While it may not 

be possible to im m ediately apply the sam e regulatory standards to state 

banks, deposit insurance m ay be designed to allow state banks to t ransit ion 

towards higher regulatory standards. During this transition process, there will 

be opportunit ies for the regulator with the assistance of the deposit insurer, 

to develop com prehensive and integrated m easures to provide incentives for 

state-owned banks that are in line with the nat ional st rategic object ives and 

to achieve the desired key results.    

24. To sum m arise, m y view is that state-owned banks may be included to 

ensure com pet it ive equity and diversify the deposit insurer s r isks. I n such 

cases, prudential, regulatory and supervisory rules are applicable.   

25. I n addit ion, the r ise of consum erism provides the perfect opportunity 

for regulators to re-assess the exist ing regulatory and supervisory st ructure.  

This opportunity enables regulators to address existing regulatory gaps in the 

supervisory system through new deposit insurance legislat ion.  This gives a 

second chance to get things right. Why not seize the opportunity?  

26. I am pleased to note that m any of m y fr iends and colleagues are also 

here today to give you their own perspect ives on these and other related 

matters. I t should be a highly interest ing one and half day dialogue. I would 

suggest that you take advantage of the sem inar and not hesitate to get into 

the discussions by asking quest ions. I would also suggest that you feel free 
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to discuss any m at ters during the breaks and m eals. Building personal 

relationships should also be an important objective.  

27. I n closing, I wish to thank the organizers for put t ing on this forum. 

This is a great way to kick off discussions on the Object ives, Processes and 

Timing that are needed for building an effect ive deposit insurance system for 

the benefit of the people of China.  

On that note, I wish you successful deliberations.      

Malaysia Deposit Insurance Corporation 
12 September 2005    
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