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Japan is already G7
China is emerging as an economic 
power
ASEAN has strong political and 
economic alliance, comprising some of 
the best performing emerging 
economies.
Despite recent crisis, East Asia is quite 
resilient and able to contribute 
significantly to the global growth.



With the increase role in the global 
economy and current capital inflow in the 
region, the urgency to implement sound 
financial regulations and supervision is 
increasing.
Lessons from recent financial crisis:
› Systemic problem can be originated from 

developed financial markets.
› Crisis can be triggered from ‘unlikely’ financial 

products or by ‘unlikely’ financial shock.



ASEAN+3 provide safety net for balance of payment 
pressure: CMI & CMIM
It becomes economic cooperation for macroeconomic 
surveillance, i.e. Economic Review and Policy Dialogue, 
Capital Market Development, Asian Bond Initiative, 
Capital Flows Monitoring and Bilateral Payment 
Arrangement.
AEC is an open single market of ASEAN countries 
projected in 2015.
Both alliances face challenges of heterogeneity in the 
financial markets.
There is urgency to strengthen macroprudential 
surveillance, on top of the more established 
microprudential supervision, especially after the East Asian 
crisis and recent crisis.



Country level:
1. To incorporate macroprudential surveillance 

into the financial supervisory framework;
2. To open a channel of communication among 

supervisory bodies and improve surveillance to 
achieve effective consolidated supervision

Regional level: 
1. To develop a common language for 

information sharing in regional surveillance;
2. To establish channels of communication to 

support early warning system and crisis alert 
mechanism and develop crisis management 
arrangement in the region.
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Banking is dominant because it provides 
the intermediation service: important for 
a region with problems of asymmetric 
information.
Financial markets are relatively shallow in 
most countries in the region.
Banking regulations follow Basel 
framework and currently the banking 
system in the region has CAR well over 
8% (table 2)



Country 2006 2007 2008 2009 Latest
China 4.9 8.4 12 n/a December
Hong Kong 
SAR 15.2 13.4 14.2 n/a June
Indonesia 21.3 19.3 16.8 17.8 April
Korea 12.8 12.3 12.3 12.9 March
Malaysia 13.5 13.2 12.7 14.2 April
Philippines 18.1 15.7 15.5 n/a December
Singapore 15.4 13.5 14.3 n/a September
Thailand 13.6 14.8 13.8 n/a December

Source : IMF Global Financial Stability Report October 2009 – Bank Regulatory Capital to 
Risk-weighted Asset.



Japan, China, Korea and Indonesia have 
commitments under the G20 framework to 
comply to standards set by FSB and BCBS and 
are able to contribute in determining the 
standards.
In most countries, the central bank is the sole 
authority of the banking system, if not of the 
entire financial system.
Barth et al (2003) found that the structure of the 
financial supervisory authorities does not 
influence bank performance. However, will it 
influence the degree of success in crisis 
prevention and resolution?



Chiang Mai Initiative
Chiang Mai Initiative Multilateralization
Economic Review and Policy Dialogue
Asian Bond Market Initiative (ABMI)

Technical-level cooperation can still be 
improved.
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Regulatory framework needs “systemic 
regulatory framework” to detect 
potential systemic problem.
Needs Macroprudential surveillance
› both top-down and bottom-up approaches.



Macroprudential surveillance
› Top-down starts from not only country-level macro 

indicators, but also global financial indicators, which 
includes global markets and systemically important 
international financial institutions (FI). 

Also are variables that were overlooked in the systemic 
risk surveillances in the past, such as risk concentration, 
trading liquidity risk, geopolitical situation and security, 
or even an increase of risk premium of one country. 

› Bottom-up starts from the case of idiosyncratic shock 
in a FI, working all the way through the linkages.  
Tricky part: determining the systemically important FI 
during financial crisis. Possible linkages can be 
detected using product exposure approach or 
business exposure approach.



In any structure of financial supervisory 
authority (integrated, institutional, 
functional or twin peaks), coordination 
for  information sharing is crucial.
Good communication between 
authorities and market players under the 
smae mindset of maintaining the 
financial stability



The ultimate objectives of doing top down and bottom up 
stress testing is to detect the potential stress that may 
emerge in the financial system and to timely prescribe 
policy to mitigate the risks and prevent the financial stress 
to materialize. 
This objective should not be completely detached from 
the microprudential surveillance objective, which is to 
ensure good corporate governance (GCG) or business 
conducts and customer protection. 
The key to preventing the financial instability is to establish 
a credible financial market. This can be achieved by 
maintaining GCG and protecting the customers’ interests, 
having a good macroprudential surveillance system and 
setting up the financial safety net.
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Most countries in East Asia are supported by 
deposit insurance scheme.

More integrated regional financial market needs 
regional FSN.

Stronger inter-governmental commitment is an 
advantage to establish regional FSN (e.g. EU MoU 
on Cross-border Financial Stability).



In the absence of regional setup, responses to crisis 
situation could be of different levels that potentially 
create imbalances in the region (e.g. blanket 
guarantee vs. Increase of coverage in deposit 
insurance).
CMIM is only good for short-term systemic crisis 
resolution.
There is need to setup CMIM-like arrangement for 
the regional financial system (not only for balance 
of payment support).



Policy Measures Australia Hong Kong Indonesia Japan Korea Singapore

1) Liquidity 
Injection

Injected liquidity. Injected liquidity.
Simplify the formula for 
base rate by lowering 
the difference from fed 
fund rate and removing 
interbank rate from the 
formula.

Lower FX reserve 
requirement, simplify 
the calculation of Rp 
reserve requirement.
Increase the tenure for 
repo transaction.

Provide ample liquidity 
for banks by increasing 
its standing facility

Liquidity injection of 
KRW3.5 trilion through 
repo market.
Provision of USD 
liquidity through swap 
market, even provision 
of USD liquidity for 
exporters via 
Eximbank.

Keep higher level of 
liquidity via open 
market operation.

Australia Hong Kong Indonesia Japan New Zealand

1) Expansion of 
central bank 
facility 
(domestic 
market)

Expanding the assets 
that can be used as 
collateral for repo 
transaction.
Offer 6-month and 1-
year repo.

Five temporary 
measures for banks: 
expanding the eligible 
assets for collateral and 
increasing tenure in 
discount window, and 
provision of FX swap.

Extend the period of 
fine tune operation 
(short-term deposit and 
lending facility for 
banks).
Extend FX swap tenor.

1)Improve the liquidity of JGB repo market by 
expanding the eligible assets for collaterals, 
reducing the minimum fee rates for SLF, extending 
the period of relaxation in the SLF; 2) Facilitate 
corprt financing by increasing the frequency and 
size of CP repo operations, and expanding the 
eligible asset-backed CP

RBNZ provides lending 
on the basis of fully 
secured RMBS prior to 
these securities 
achieving formal 
ratings.

Australia Hong kong Japan Singapore

1) USD Swap line 
with the Fed

The RBA and the Fed agreed on a 
USD10 bn swap line to provide USD 
liquidity in Australia in exchange for 
AUD.  The size of the swap line was 
expanded to USD30 bn

HKMA concluded a USD 
swap agreement with the Fed 
up to USD 30 bn

BoJ concluded a USD swap 
agreement with the Fed of up to 
USD60 bn and decided to introduce 
USD funds-supplying operations

MAS concluded a USD swap 
agreement with the Fed up to USD 
30 bn

Australia Indonesia China Korea

1) Policy Rate 
Cut

RBA lowered the cash rate by 100 bps to 6.0% BI lowered the BI rate 
gradually by 300 bps to 
6.5%, lowered the O/N 
repo rate from the BI 
rate plus 300 bps to 
plus 100 bps

PBoC cut one-year 
bank loan interest rate 
by 81 bps.

The BoK lowered the base rate by 25 bps to 5%, 
and the interest rates on Aggregate Credit Ceiling 
Loans by 25 bps to 3.25%.

Source: EMEAP documents



Australia Indonesia Korea

1) Restriction on 
Short-selling

Prohibition on naked and covered short selling of 
all securities, managed investment products and 
stapled securities quoted on licensed markets in 
Australia, subject to certain exceptions.

Restrictions on short selling activities until further 
notice. Starting from 1 Jan 2009, the 
implementation of a new trading system will force 
dealers/brokers to announce short selling before 
a transaction is made. Short selling activities are 
only allowed at times of hiking prices.

Restriction on short-selling of all listed stocks and 
allow companies traded on the main exchange to 
buy back 10 times more of their own shares from 
the market from 1 Oct 2008, in an effort to calm 
market jitters. The increased ceiling on share 
buybacks would be effective until the end of the 
year, with the junior Kosdaq-listed companies to 
be affected by the limit increase from 2 Oct 2008.

Australia Hong Kong Indonesia Malaysia New Zealand Singapore

1) Increase in 
deposit 
protection

A three-year guarantee 
of all deposits of 
Australian banks, 
building societies and 
credit unions, and 
Australian subsidiaries 
of foreign-owned 
banks.

Use the Exchange 
Fund to guarantee the 
repayment of all 
customer deposits (in 
HKD and FX) 
following the existing 
Deposit Protection 
Scheme, but including 
Restricted-Licence 
Banks and Deposit-
Taking Companies as 
well as Licensed Banks.

Increase the limit of a 
single deposit account 
guaranteed by the 
Deposit Insurance 
Corp from Rp100 
milllion to Rp2 billion.

All RM and FX 
deposits with 
commercial, Islamic 
and investment banks, 
and deposit taking 
development financial 
institutions regulated 
by Bank Negara 
Malaysia, will be fully 
guaranteed by the 
Government through 
Perbadanan Insurans 
Deposit Malaysia. 

Deposit guarantee is 
provided for the next 2 
years, with deposit-
taking finance 
companies also 
included.  Free 
protection for 
institutions with less 
than NZD5 bn in 
deposits, while 10bps 
per year is charged to 
larger deposit bases 
and which wanted to 
avail of the guarantee.

Guarantee all 
Singapore Dollar and 
foreign currency 
deposits of individual 
and non-bank 
customers in banks, 
finance companies and 
merchant banks 
licensed by the MAS.

Australia

1) Bank Debt 
guarantee

Guarantee wholesale term funding of Australian incorporated banks and other authorized deposit-taking institutions (ADIs).  The Australian Government 
will offer the guarantee in return for a fee in respect of eligible non-deposit debt obligations of Australian ADIs and foreign subsidiary banks operating in 
Australia.

Source: EMEAP documents
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Pre-requisites:
› A mutual understanding of financial stability (FS) 

objectives and concerns.
› Good communication to the public. Question: 

Do policy makers need legal protection for 
making decision based on their expertise?

There is need to have common language 
or protocols to assess and address the 
potential systemic impact in the regional 
financial system, including to open all 
channels of communication for cross-
border information sharing.



Information flow in the cross-border 
surveillance under the Supervisory 
College  has to go both ways. Host 
countries have the same urgency to 
learn about the condition of the parent 
banks.
As crisis is capable of changing forms, 
the accumulation of human capital in 
the financial stability field becomes 
crucial to overcome the “unthinkables”.



Heterogeneity of the levels of economic 
development in Europe and East Asia.
The objective of becoming a single market 
in ASEAN (as in EU).
The need to establish a level playing field in 
terms of the financial system development.
The common interest to have a sound 
prudential regulations, countercyclical 
measures, and incentives-disincentives 
system.



“Free flow of investment” and “Freer flow 
of capital” has their own implications to 
the regional financial systems. They have 
to be ready:
› need safe and reliable cross-border 

transactions
› Monitor and ensure capital inflow is not for 

speculative interest and not only short term.



Regional FSN (on top of CMIM):
› The sequence: 1) strengthen infrastructure; 2) 

arrange periodical technical meetings for 
regional macroprudential surveillance; and 3) 
develop regional cross-border crisis resolution
› Suggesting a tool: Pooling of deposit insurance 

fund from all countries in the region capable of 
guaranteeing deposit accounts in a systemic FI, 
therefore reduce the moral hazard behavior of 
the too-big-to-fail financial institutions.



Introduction
East Asian Financial Structure and 
Regulations
Systemic Risk Surveillance
Regional Financial Safety Net
Combining Micro- and Macro-prudential 
Surveillance
Closing Remark



East Asia and Europe relationship has the 
potential to facilitate the efforts to:
› Detect global imbalances
› Conduct surveillance for financial stability
› Expand opportunities to diversify counterparties 

for risk sharing.
East Asian can learn from EU experience in 
establishing a single market. EU can learn 
from East Asia experience in restructuring 
the financial institution that helped establish 
the financial and economic resilience.
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