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Lessons from the financial crisis

. 2LFL R 23 HBRENWZRIGH - — MmN
Eﬁﬂ:ﬁ% FLUIK - MBBRMEEAHBRENZRIEHE - —NNELT

EU countries, US faced severe financial crises from 2007 onward, as Asia had in
prior decade

- SBEIRRIAIFIARBRIRETE) - NSRS

Swift and unprecedented response required to bail out financial institutions (Fls):

> HEBTEEL330ERFERMEAMENIRIT - HhZEHENMILERT
RHTRITANBEEERIRTT
The UK Government committed a cash outlay of GBP 133bn to bail out
troubled banks, notably Northern Rock, Lloyds and RBS

> EEIBUFRIETRIRBREERMBNET R - #PRERA4,00018% 7T - MISEEIE
BREE - ERABNCIEEESSREETIE
In the US approximately USD 400bn of state funds disbursed under the
Troubled Asset Relief Program, including capital injections in AIG, JPMorgan
and Citigroup
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Lessons from the financial crisis

These taxpayer funded bail-outs were necessary because:

> 1B y%mﬁ’fﬂ%%?ﬁﬁj{ﬁ ﬁEZFﬁ AREY . —BEIR . FgHE
RS %R  KEUEEBHENREBREXNRER
Many FlIs were so large and interconnected that their failure posed
significant risks to the stability of the financial system, the economy and
society more broadly

> Eg%@%%m = B Bt (B IE B IR R k) & BBt (RS O EIRE) =
= s E
Contaglon?rlsks posed to other Fls via direct (i.e. actual exposures) and
indirect (i.e. confidence) channels

> RTHERSIENIELIBERFERITHERES/MINGER BN
Existing insolvency regimes not designed to ensure continued operation
of critical functions

> RZBRBENS RN

Inadequate provision for cross-border coordination and cooperation

- SEABARNELHMMABDNHRTE - REWDT :

Bl R REfEE M E

International standards emerge
. _TEEEREANESRGEH  SRTMIBEESEHRKHE - N
FET RIS " REIABEE" IRE
In response to crisis, G-20 leaders mandated the Financial Stability Board
(FSB) to address the ‘Too Big to Fail’ (TBTF) phenomenon

- TRIBEESENMENREAERUIBVNEERKS
FSB member jurisdictions committed to establish effective resolution
regimes:

> REEHERNBAARE  UZZ2NAXEESREE  EEEUE
BRITRARESRINGE - WIREEA
Robust alternatives under which FIs can be safely resolved protecting
continuity of critical financial functions and public funds

> TRREESEMHENEERE . (AUNEREEEEHS
FETR) ((EER) )
FSB sets standards for resolution under “Key Attributes of Effective
Resolution Regimes for Financial Institutions” (Key Attributes)
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International standards emerge

o« (FERTE) RE:
Key Attributes require:

> TEEEARERAMSSFEZHERNERTNA - LUSTE R
PSR BEEERNEZL S - WEMEREREMINEENSEY
Authorities to have powers to intervene and stabilise failing Fls, or key parts
of their business, to secure continuity of critical financial functions without
consent of affected parties

> TREBRRMSENEEMAEAEREERERERNEREAFIE
MIER AT ASZ
Costs of resolution to be borne by Fl and its shareholders and creditors, not
taxpayers

y HITRE(RESREEERMERNEE) DRSS EEmEEERAN
OJgEM MR ERHGIN (EERBHE=) )

Reforms (reducing impact of failure) complementary to those designed to reduce
the probability of failure (e.g. Basel Il1)

= ]
Bt L8
Implementation
. THBTESEHENENREEEEER (XETR)
FSB expects member jurisdictions, including Hong Kong, to implement the
Key Attributes
o AR "AREIABEA" RIRZR
Put an end to TBTF:
> HEATRRAHNENRERGEEMTREBHNEL.....

Remove perception of Government guarantee of systemic Fls...

> ABARTE SRR - DR REBERNITATS
teEmEE R
...and therefore unfair subsidy that rewards reckless behaviour and
creates moral hazard

. BITHENBERERRY  LUSZERTHMEHRTENERA
Progress in securing reforms well underway, particularly in jurisdictions
most affected by the crisis

31/12/2015



Btz HE
Implementation

. *ETF%%E’J@ﬁzu$1ﬁ$ﬂﬁmﬁﬁémi§$’“ﬁ’]ﬂ¥§EE;H?% KAEIRTHEEE
BRI (XE0ER) WERETE
Self-assessments and thematic peer review by FSB revealed gaps in existing
regulatory and supervisory toolkits in Hong Kong against Key Attributes

« ANEINENE DRSS EESMBEAEEFHEENRE.....
Legislative reform required to enhance the resilience of the financial system in
Hong Kong...

o« TR A E BRI BIR R O Ot i

... and enhance Hong Kong’s status as an international financial centre (IFC)
TEEMEBEEETILETIRAREEUMI0RIRTER - 29RTERAE
2% SETMETESEIAEEKAREEZRNIRFRBAT - 8K
EBRBER
Hong Kong is host to 29 of 30 banks and 8 of 9 insurers determined by FSB to
be globally systemic

. (KAIEXR) BEEHFEULEM] (FETER)
The Bill is designed to implement the Key Attributes in Hong Kong

Y

= & 1 Il RV = &L E

Scope of the regime
. HEHSTEE—BERAFuEEHEMERENENNFRELENERH
WM RZEEHE
Designed to cover those Fls that could be systemically significant or critical
on failure

o MEFIAROIEE EETHMBSER - EESBEEMELERE
1$|}MA ‘Hl—_l—ﬁb/LImlulu Q%ﬁﬁ
Includes all authorized institutions, certain financial market infrastructure,
certain licensed corporations, certain authorized insurers and, potentially,
recognized exchange companies

. EXHETHEBHNTEEASNEMESEER —FREER
Holding companies and affiliated operational entities of within scope Fls

. Elﬁgi—eﬁé - HEOHE R E BEAFEEZ M RHB A AR

=50

Designation power for other Fls identified in future as systemically

important
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Resolution authority and objectives

BEERHES

Resolution authority (RA)

> SMEEES  BHRMESHERZRENRREEE - HHIERRHEENS
HE SRR
Each of the MA, SFC and IA for within scope Fls within their respective purviews

> FEEERHERATERRAERNEENES TF

Lead resolution authority to co-ordinate resolution of cross-sectoral groups

BEEER

Objectives

> BREMIEE(EEFENTRRERINGE)
Maintenance of financial stability (including continued performance of critical financial
functions)

> REGH - RRENESAE  REREMINBEAMHRESS 2570 R
MENEFEESRRENEE
Protection of deposits, insurance policies and client assets to no less an extent than on a
winding-up

> TREBEHESERA - EMREAES

Seek to contain the costs of resolution and, in so doing, protect public money

K

e AR 3e

Conditions for initiating resolution

UM SR B EETEIE] T a9

Conjunctive conditions for initiating resolution set high threshold for action:

> R . FRASHEBABOFELS  IHEURARIFELRS
Condition 1: Fl has ceased, or is likely to cease, to be viable

> & mEEREHRBLZRRNTETE  FSERSHEEXETR
BIEENER
Condition 2: No reasonable prospect that private sector action would result in
recovery

> B3 . BHSRMEEAIGELE -  HESSMEANRERAWEFBK
Ef:  METEES®ENREZSER
Condition 3: Non-viability of FI poses risks to the stability and effective working of
financial system in Hong Kong and resolution will avoid or mitigate those risks

AP IEEER

Requirement for consultation with Financial Secretary
EERGHSSUEREETHHAMNERERNEE  URNEMENZEERS
IR EE A EE

RA may consider impact of resolution on other group entities and financial stability in
other jurisdictions
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Preparatory powers

MEME - Ol "IEEEBEE" WIRIRE TN TERES  REMSREEEIBIMT£E
PURRFBREHEZESHIMITEN

‘Business as usual’ powers to plan for action in event of failure and enhance RA’s ability to act,
if necessary

REERE

Resolution planning:

> BREBRASEMNINEN  DUEREHGIZEH ] EEREREE
Proportionate gathering of information and analysis to support RA in developing
resolution strategies and plans

BEEOTHETE
Resolvability assessment:
> FBLEARSRMEBHNEE  FEFZERRAMBEE RIS R EERNIEH
Framework for identification of impediments to those strategies and plans due to Fl’s
structure, practices etc.

HEBRIERE

Removal of impediments:

> EAEBELFREERNELT - REMETARESHEERRSER

Direct, ex ante, the removal of such impediments subject to certain safeguards

BREEERFIE

Overview of proposed resolution regime

SRR AR AR - T AR SRR R TR

Flis no longer viable and no reasonable prospect of recovery?

=
=
Yes

BRI RS E B BRI E R - TR BT B ] DUB R I b?

Non-viability poses risks to financial stability and resolution would mitigate?

¥ b

= il
Resolution regime
TR e Fit
Stabilization options SRR
e 7]
Trt%ff?r;o Insolvency proceedings
+
HBEEHTH PRBE
HE RS Asset EIET Protection schemes
Purchaser Bridge Management Ee
institution Vehicle (AMV) AR INFFINT]
s ABRE
. smaw Temporary
BREE AR R (A Tk S~ Public
Deal with the residual Bail-in Ownership
institution (if any) through (TPO)
ERET + (RIEET
Insolvency proceedings + Protection schemes

" A A FTSR ST R AR ) AR
“No creditor worse off than in liquidation” (NCWOL) safeguard

31/12/2015



ISES I
Stabilization options
EERGEREZETERBENIEEEM
Appropriate stabilization option(s) selected and implemented
by RA

PIFESRREIRUIE - B1EHIE] EERBMNESRIHIRIEE
Informed by advance planning, including development of
resolution strategy and ex ante removal of impediments
AmEMM—IBREEN - RTINS LUTE
Under each option, critical financial functions would be
continued

MrEERTEEBANNTIRERMPAIRN "—REN"
Range of ‘general powers’ needed to support the effective
exercise of the option(s)

= <& 18 hit
Stabilization options
fBifi—  BRTEEER

Option 1: transfer to commercial purchaser
> BHEIEAETREENROHETEENERERTMBIRRIBEER

Shares or certain assets and liabilities compulsorily transferred to financially sound
commercial purchaser

> RBBUMER - BROBEBRRAAER

Preferred option but may not be possible in all circumstances

HEifi—  BETIRERE
Option 2: transfer to a bridge institution
> BHIEARESMEBNRNIETEENEREETRBUGHENEBIEKS
Shares or certain assets and liabilities compulsorily transferred to a bridge
institution owned by Government

> FREAEN  MARTEICAREBEELEHEM - BRISMINEAE P
Short-term solution to preserve continuity of critical financial functions ahead of
return to private sector
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Stabilization options
Bt — : NEBRAFS TR
Option 3: bail-in
> BERRFELEEEAPTSROSEETREIMIE / BRRRA ( 8FEMER
AR ) - UIRWESIEMEABRETREBNER
Shareholders and certain creditors subject to compulsory write-off/conversion to
equities (including those belong to another form or class) to absorb losses and
recapitalise FI
> BTRERINZREGTR)EERTEABAERENEEE 25
Certain liabilities, such as protected deposits, are excluded from bail-in
Bl EETEEEETHE
Option 4: transfer to an AMV
> BEIEARTRHEENE TEENRGEETREINHEANEESETR
Certain assets and liabilities compulsorily transferred to an AMV owned by
Government
> EEIFEZROESHESMMSENAERE  IHBENENREEERRIBER
TEEEBRRBNEE  BERFHNMNEER

Intent is to hold assets, for orderly disposal, where circumstances are such that
immediate liquidation could adversely affect financial markets

IS EfE
Stabilization options
fEith - B AR
Option 5: TPO
> ?%—E%ﬁﬁu%EEE%%E@&%%E@H%%E%E%E%EElBZHﬁ
g3
As a last resort, shares of the Fl could be compulsorily
transferred to Government ownership

> (EZ20ER) WHEBHIZK - A8 REEIREN
AUEE - B7RES 1[0 ZE{E R FRAE T 1H R & AV |
Not mandated by Key Attributes, but if available must have
mechanism to recover costs from wider industry

31/12/2015



trES & Tt

Safeguards
. BEEEDHFEERIARNRESENE

Significant safeguards for those affected by resolution action

. THEABEBAFRGAZERSEER.

NCWOL:
> REMBEANEEEPHSHE NMEBERTEEBEPERESNGE &
BREESHE

Shareholders and creditors entitled to compensation should they receive
less favourable treatment in resolution than they would have received in
liquidation

o ZIRFEZHE:
Protected arrangements:
> REAREELESMZHEEREZIMFREGELHNEENGR
Requirements to safeguard economic effect of certain financial
arrangements, including set-off and netting

trES & Tt

Safeguards
o _CEFEEH
Appeal mechanisms:
> BRARE LIS - oI EE AR FE LR TR L L5F
Provision of specific appeal mechanisms to challenge certain key
decisions related to resolution
> IRHSABRVENAZEE
Right to seek judicial review unaffected
. BRRRFEESME:
Protection from civil liability:
> AT BN ARIT (IROIEZR) FralBIRERIAL - MIRIREE
%%UE%E’HE?R?‘J%E@%? / BRAE - T ERERFAESE
Persons performing, or assisting in performing, functions under the Bill

and directors/officers acting under direction from RA receive
protection from civil liability
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Cross-border cooperation
EREA T RERESRBNERERAE

Proposed legislation allows RA to cooperate with relevant foreign authorities
HMAR - HANSIFAE REZRATEMS - MUGRAKSIEANT
BETE  BNEE

Recognises that coordinated and cooperative approaches should deliver better
outcomes for both home and host jurisdictions

EREEERT - ARSI AEERNEERTIESHHREITE - A8FEq]
BEmARITIR TR

Exercise of stabilization option locally could be avoided in some cases through
coordinated action among resolution authorities in relevant jurisdictions
BERETEEREPHE RIS S o B

Resolution planning will determine the preferred strategy

ERLEERT - BERSIE/N B RNEETE

RA retains flexibility to act independently in certain circumstances

AEEIRHES
Funding resolution
HEEREREERERFEZU TR EEIRAMNEE HA BN E R

Objective is to reduce risks posed to public funds by failure of
systemically important Fls

RE M AHAR TR ERRRANEEAEKIE

Costs of resolution to fall on shareholders and creditors of the FI

WEMIZE - REEREEHRERNER

Restores market discipline, making future failures less likely

FREEERABLONMRBRSMEERERMEEANKE - O
M RIZERER D FRAIEE

In the event costs of resolution exceed those that can be imposed on
shareholders and creditors of the Fl, levy can be imposed on parts of
financial sector

20
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Conclusions

- BUNERUEEWS - DUERERESRINGENSEN - WEE
"REIARER" AIRE

Resolution regime needed to preserve continuity of critical financial
functions and address the TBTF phenomenon

o ERMBBEEIRZE S FEMEENREMEIZEEEE
& - = HI A E RV R B < ®l P /0 17
Falling behind other major jurisdictions in adopting international
standards could impair Hong Kong’s status as an IFC

o BRONAMEERFIFILEREETHRMOISEXE  FEF
TH i /8 9h < R A8 Ol SE B AL Sl AR B T B 22 75 iR S AV [EL
Risk that foreign Fls may relocate from, or reduce their presence in,
HK if local regime cannot reliably support cross-border resolution

21

= Presentation on Overview of the Bill

= (RAHIEZR) HikfEH
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