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. General Comments

Dear Sir or Madam:

| welcome the opportunity to provide comments on the April 2012
consultative documents on Disclosure framework for financial
market infrastructures and Assessment methodology for the
principles for FMIs and the responsibilities of authorities issued by

the CPSS and the 10SCO.

In July 2011 | provided comments on the March 2011 consultative
report on Principles for financial market infrastructures issued by
the CPSS and the technical committee of the IOSCO. Please see
Response to the CPSS and the Technical Committee of the IOSCO's
Consultative Report on Principles for Financial Market

Infrastructures from Financial Competitive Regime Perspective.*

This comment integrating the Financial Competitive Regime (FCR)
Is submitted along with relevant suggestions on two consultative
documents and some key affairs about the FCR in China. It is

hopeful that the CPSS and the I0SCO can consider them in issuing

1 Zhen Li, “Response to the CPSS and the Technical Committee of the IOSCO's Consultative Report on Principles
for Financial Market Infrastructures from Financial Competitive Regime Perspective”, July 2011. Available at:
www.bis.org/publ/cpss94/cacomments/zhenli.pdf or http://www.iosco.org/library/pubdocs/pdf/IOSCOPD357.pdf
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the final document of Disclosure framework for financial market
infrastructures and Assessment methodology for the principles for

FMIs and the responsibilities of authorities.



1. Disclosure framework for financial

market infrastructures

1. Page 1, paragraphl, “...limit systemic risk and foster financial
stability and transparency.”
1.1 Comment: Since competition plays an essential role in the
financial market, fostering competition should be considered
as well.

1.2 Amendment: “...limit systemic risk and foster financial

stability, competition and transparency.”

2. Page 4, “Principle 1: Legal basis”

2.1 Comment: A level playing field is indispensable for the
sustainable and inclusive growth of financial market. As a
result, ensuring a fair and effective competition environment is

the first priority for the legal system.

3. Page 10, “...the size or concentration of positions held by a
CCP’s participants increases significantly”.
3.1 Comment: Significant increase in the positions probably

results from manipulation and insider trading, which are the



4. Page 27, “Principle 15: General business risk”.
4.1 Comment: Fierce competition is the main business risk for a

financial institution.

5. Page 32, “Principle 18: Access and participation requirements”.
5.1 Comment: In general, access means potential participators enter
the financial market and compete fairly. Therefore, participation

requirements form an integral part of the FCR.

6. Page 34, “Principle 20: FMI links”.

6.1 Comment: When FMI establishes a link between FMIs, the
same linking standard should be implemented. Anticompetitive
practices such as discrimination and group boycott should be

prohibited.

7. Page 36, “Key consideration 3: An FMI should have established
mechanisms for the regular review of its efficiency and
effectiveness”.

7.1 Comment: These mechanisms should include the one to

2 Zhen Li, “Response to the Financial Stability Board's Consultative Document of Effective Resolution of
Systemically Important Financial Institutions from Financial Competitive Regime Perspective”, September 2011.
Available at: http://www.financialstabilityboard.org/press/c_110909fff.pdf

4


http://www.financialstabilityboard.org/press/c_110909fff.pdf

regularly review the efficiency and effectiveness in the competitive

market.

8. Page 38, “...operations, as well as the FMI’s and participants’
rights and obligations,”

8.1 Comment: The rights should cover the privilege of fair

competition, and meanwhile the obligations should cover the

prevention against anticompetitive behaviors.



I11. Assessment methodology for the
principles for FMIs and the responsibilities

of authorities

9. Page 3, paragraph 1.2. “This AM is designed to cover all of the
types of FMIs to which the principles apply, that is, systemically
Important payment systems...”

9.1 Comment: Systemically important payment systems often

enjoy the dominant position. Authorities should enforce the
FCR so as to prevent the abuse of a dominant position and the
occurrence of any “too-big-to-fail” systemically important

payment system.

10. Page 6. “Which authorities to assess”

10.1 Comment: The assessment performed by financial supervisor
from the risk perspective likely differs from the one by
competition authority from the competition perspective. It is
crucial for these government agencies to establish a

coordination mechanism.

11. Page 12, paragraph 3.2. “In general, the assessment report



11.1 Comment: The impact on competition should be included
likewise.

11.2 Amendment: “In general, the assessment report should
identify the main areas of concern that impact financial sector

stability, competition ...”

12. Page 74, KE 1. “Access policies of the FMI”
12.1 Comment: Access policies should be fair, open and

non-discriminatory.

13. Appendix 4: “Questions by key considerations for the
responsibilities of central banks, market regulators, and other
relevant authorities for FMIs”

13.1 Comment: Competition authorities act as important regulators.
For more details, please see Response to the CPSS and the
Technical Committee of the IOSCO's Consultative Report on
Principles for Financial Market Infrastructures from Financial

Competitive Regime Perspective.®

3 Zhen Li, “Response to the CPSS and the Technical Committee of the IOSCO's Consultative Report on Principles
for Financial Market Infrastructures from Financial Competitive Regime Perspective”, July 2011. Available at:
www.bis.org/publ/cpss94/cacomments/zhenli.pdf or http://www.iosco.org/library/pubdocs/pdf/IOSCOPD357.pdf
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14. Page 92, KC E.1 “...wind-down, or resolution of an FMI.”

14.1 Comment: Because wind-down and resolution are closely
related to the competition in financial market, financial
supervisors and competition authorities should intensify
cooperation to promote a reasonable competition environment.

14.2 Addition: Q.E.1.6: How does the cooperation between
financial supervisors and competition authorities promote the

reasonable competition environment?



V. Key Affairs about Financial Competitive

Regime in China

Zhen Li submitted one proposal on establishing the FCR to the
national decision makers in December 2010. * Finance is the lifeline
of the national economy, modern economy is institutional one, and
sufficient and effective financial market competition will play a
significant role in fulfilling national strategies such as containing
inflation, transforming the mode of economic growth,
macroprudential supervision, job creation and stepping out. In
conclusion, in the coming economic development of the twelfth
Five-Year Plan period, the FCR should be established as soon as
possible. After three months, “The National Economic and Social
Development twelfth  Five-Year Plan Compendium”  was
promulgated. The compendium adopts Zhen Li’s opinion and
explicates the strategic principle of Enhancing the Competition to

Promote the Development.

In March 2011, the fourth session of 11™ NPC was convened in

Beijing. During the period, Zhen Li helped Deputy Yang Xiaoping

4 Zhen Li, “Enhancing the Financial Competition to Promote the Scientific Development in the 12th Five-Year
National Plan”, China Economic Herald, December 21, 2010. Available at:

http://www.ceh.com.cn:8080/epaper/ceh/20101221/B05/B05_56.htm
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draft a proposal on setting up the FCR. In the proposal Mr. Yang
analyzed realistic values of the FCR for Chinese economic
development, suggested to amend the legal framework of the FCR,
and sketched a new framework for the executive mechanism of the

FCR.®

National People’s Congress of China, an official journal of National
People’s Congress, published an article on “Establishing Financial
Competitive Regime to Protect Financial Consumers” in November
2011, which indicates China’s supreme legislature recognizes the

realistic values of the FCR for the first in history. °

The 4™ National Financial Work Conference was convened on
January 6™ 2012 in China. Premier Wen Jiabao attended and
announced to deepen financial institutions’ reform and to break the
monopoly effectively. * In fact, the financial anti-monopoly is the

core for the FCR.

On 28" March 2012 China State Council approved Wenzhou

® Yang Xiaoping, “Proposal on Establishing Financial Competitive Regime”, Financial News, March 11, 2011.
Ou Yang and Dong Xiao, “Financial Representatives of NPC & CPPCC Discuss Over Domestic Issues”, Financial
Analyst, March 2011.

® “Establishing Financial Competitive Regime to Protect Financial Consumers”, National People’s Congress of
China, issue 19, November 2011. Available at:
http://www.npc.gov.cn/npc/zgrdzz/2011-10/27/content_1677259.htm

" “The National Financial Work Conference was convened in Beijing”. Please visit China government website.
Available at: http://www.gov.cn/ldhd/2012-01/07/content_2038988.htm
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financial reform zone. From on 1% April through 3 April Chinese
Premier Wen Jiabao conducted a field research in Fujian province
and emphasized the Central Committee of the Communist Party of
China and Central Government have already reached consensus over
breaking the monopoly in financial sector. In essence, the Wenzhou
financial reform program encourages private capital into the
financial sector with the ultimate intent to unprecedentedly break up

bank monopoly by enforcing financial antimonopoly policy.®

8 Zhen Li, “Establishing Wenzhou financial zone to explore a path to Chinese financial reform”, the Study Times
affiliated with the Party School of the Communist Party of China Central Committee, April 9, 2012. Available at:
http://www.studytimes.com.cn:9999/epaper/xxsb/html/2012/04/09/01/01_40.htm
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