


The Cover

The net represents protection and safeguard accorded to depositors who entrust their hard-
earned money in banks. Deposit insurance is a recognized pillar of the financial safety net
that helps promote public confidence in the banking system and mitigate stress in times of
economic difficulties.

The interlocking weave of the net also signifies the partnership of the different financial safety
net players - the Bangko Sentral ng Pilipinas, the central monetary authority, bank regulator
and the lender of last resort; the Securities and Exchange Commission, the private corporate
regulator, securities regulator and supervisor of non-bank financial intermediaries; the Office
of the Insurance Commission, the regulator of insurance companies; and the PDIC, the state
deposit insurer.
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This is a significant moment for PDIC.  This is the birth of the PDIC Forum.
Neither another publication nor a technical print medium that plainly presents facts and figures,

the PDIC Forum ushers in a world of varied insights on financial stability and depositor protection.
We have always believed that with information-sharing and knowledge-producing mechanism

in place, we enhance public awareness of the roles of the financial system safety net players and
promote public confidence. Thus, with adequate information duly disseminated, the safety net
can work more effectively.

The PDIC Forum is a convergence of varied views and ideas, insights and opinions; and a venue
for meaningful as well as analytical and critical discussions of significant issues and concerns relevant
to banking and the financial system.

The periodical also seeks to highlight PDIC’s role in the banking system as an important
component of the financial system safety net. Because Filipino small depositors employ less
sophisticated information-gathering tools, PDIC Forum purports to bridge the gap between statistical
data and vital information in layman’s language. Likewise, PDIC Forum aims to inform, enlighten,
and educate the public.

The PDIC Forum will maintain a proactive, independent and objective stand to cater to the
information needs of its target publics, specifically member-banks, the financial community,
concerned government institutions, analysts, the academe and other deposit insurance agencies.
It is committed to pursue measures and advocacies toward meaningful reforms, particularly to
promote stability in the banking system and further the mission of depositor protection.  It shall
present banking industry data focused mainly on deposits.

For this maiden issue, we have chosen a well-respected luminary in the field of banking and
finance, the Honorable Cesar E. A. Virata, who is currently the President of the Bankers Association
of the Philippines, for Straight Talk.

Another interesting feature is the Guidance for Developing an Effective Deposit Insurance System
as developed by the Financial Stability Forum providing a simple roadmap for deposit insurers in
exploring means of enhancing effectiveness.

In fitting celebration of 40 years of depositor protection, Her Excellency, President Gloria
Macapagal-Arroyo declared June 16-22 every year as the Depositor Protection and Awareness
Week, further stressing the importance of depositor confidence in the banking system.

 Join us in the celebration of depositor protection. Welcome to the PDIC Forum.
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Deposit Insurance: Fulfilling its role
in the financial system safety net

  Deposit insurance complements
     the country’s financial safety
net provided by BSP, SEC and OIC.

Introduction

Banking institutions play an important role in the economy. They facilitate the financial

      intermediation between savers and borrowers. They accept  short-term deposits and

extend medium-term loans. This intermediary role exposes banks to liquidity risk, more than any

other business.

Given the fiduciary nature of
banking business, banks are exposed
to the risk of runs should there be loss
of confidence in the bank itself or in
the banking system as a whole. If not
managed well, these runs could even
lead to costly failures.

Cognizant of the impact of bank
failures on bank clients and the
financial system, the country’s
financial safety net is designed to
protect depositors, creditors and
investors in financial institutions.

Deposit insurance provided by
the Philippine Deposit Insurance
Corporation (PDIC) is a major
component of the country’s financial
system safety net which
complements the supervisory
functions of the Bangko Sentral ng
Pilipinas (BSP), the Securities and
Exchange Commission (SEC), and the
Office of the Insurance Commission
(OIC).

Role of deposit insurance

The main objective of deposit
insurance is to protect the small
depositors who are least able to

protect themselves. These are
depositors who usually do not have
access to critical information on bank
condition or do not have the
capability to assess the condition of
their banks that would otherwise
affect their decision to make deposit.
Deposit insurance guarantees that
depositors will not lose their insured
funds to the extent of the maximum
insurance cover, if a bank is ordered
closed by the Monetary Board.

By increasing depositor
confidence, deposit insurance
contributes to the promotion of
stability in the banking system. The
PDIC, like other deposit insurers, may
directly intervene to prevent bank
closures by providing financial
assistance to distressed banks in order
to maintain a stable banking system.
In all cases, however, the cost of

financial assistance shall not be more
than the estimated cost of closure.

Rationale for deposit
insurance in the Philippines

The PDIC was established on 22
June 1963 through Republic Act (RA)
No. 3591 to protect depositors of
banks and promote savings to
accelerate economic growth. It was
a proactive legislation to encourage
savings from small depositors. Unlike
in other countries with formal deposit
insurance system, PDIC was not
created in response to a banking
crisis.

The basic features of the deposit
insurance system underwent a series
of changes, namely:
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• Bank membership was initially
optional but made compulsory in
1969 to attain a system-wide
impact and eliminate the risk of
adverse selection1.

• The maximum deposit nsurance
coverage was set at P10,000 per
depositor in 1963 but was
adjusted thrice up to P100,000 in
1992 to cope with inflation and
increasing real incomes.

• The Permanent Insurance Fund
(PIF) was established at P5.0
million in 1963 and increased

thrice up to the current P3.0
bil l ion to strengthen PDIC’s
capital position.

• Assessment rates were raised
three times from 1/18 of 1% of
assessable  deposits  in  1970  to
1/5 of 1% of total deposits in 1992
to build up the insurance fund.

The closure of 172 banks from
1984 to 1990 highlighted the need for
PDIC to respond to changes in the
banking environment.  By virtue of
R.A. No. 7400 in 1992, PDIC became

the mandatory receiver and
liquidator of closed banks. The
transfer of receivership and
liquidation function to PDIC  relieved
the Central Bank of the Philippines of
functions not germane to monetary
policy and banking supervision. Also,
R.A. 7400 strengthened the role of
PDIC by vesting it with authority to
conduct independent examination
of banks with maximum use of
available reports and information
from the BSP.

Performance as a financial
safety net player

Based on available data from
1993 to 2002, 178 banks were ordered
closed by the Monetary Board and
placed under PDIC receivership and
liquidation. These banks held P11.3
billion of insured deposits based on

1 Adverse selection occurs when weak banks join the deposit insurance system under a voluntary membership scheme.  Strong banks do not see
themselves failing nor immediately benefitting  from the system, thus, the reluctance to apply for membership and share in the cost of building the
insurance fund.  With limited membership, the insurance fund is highly at risk to predominantly weak members  and will not be able to build up
sufficient fund to generate confidence in the deposit insurance system.

Unlike in other countries with
formal deposit insurance system,

PDIC was not created in
response to a banking crisis.

Table 1: SELECTED DEPOSIT DATA
For Banks Closed 1993-2002

Amounts in Million Pesos

YEAR

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

TOTAL

NO. OF BANKS
CLOSED

INSURED DEPOSITS (ID) INSURED DEPOSITS PAID (IDP) RATIOS (IDP/ID)

ACCOUNTS AMOUNTS ACCOUNTS AMOUNTS ACCOUNTS AMOUNTS

5
16

9
6

14
40
33
24
18
13

10,842
37,400
12,018
9,469

19,925
163,156
240,455
168,629

93,796
55,914

38.09
98.59
46.67
67.09

146.80
2,506.47
3,511.22
3,385.17

738.84
749.94

2,948
10,254
4,527
3,682
5,855

71,605
95,712
73,334
26,368
23,487

27.51
56.65
38.17
47.50

100.07
2,174.87
3,293.29
3,044.86

631.63
62.35

27.19%
27.42%
37.67%
38.88%
29.39%
43.89%
39.80%
43.49%
28.11%
42.01%

72.23%
57.46%
81.80%
70.80%
68.07%
86.77%
93.79%
89.95%
85.49%
82.85%

178 811,604 11,288.89 317,772 10,035.91 39.15% 88.90%

Source: Data Department, PDIC



PDIC FORUM/DECEMBER 2003     7

the current  P100,000 cover
corresponding to 811,604 accounts.
As of 2002, depositors in these closed
banks, comprising 39.2% of total
insured deposit accounts have
claimed 88.9% of total amount of
insured deposits.  Most unclaimed
accounts were either dormant for
some time or had very small
balances.

The continuing efforts to
streamline operations towards
expeditious settlement of claims
reaped benefits over the years.  The
average number of days to start
payouts from date of closure has
improved from 289 calendar days in
1993 to 41 calendar days in 2002.
Prompt payment of insured deposit
claims is necessary to maintain
depositor confidence in the system
and to arrest possible contagion
effects of closure.

Deposit payout is hastened and
conducted smoothly when deposit
records are kept orderly and
updated. However, PDIC is allowed
access to deposit records only upon
takeover of the closed bank because
the Law on Secrecy of Bank Deposits
prohibits the examination of deposits
even by the deposit insurer. PDIC
usually finds the records of the closed
bank in poor condition, incomplete
and not updated, thus, requiring

lengthy verif ication of records
resulting to delayed processing and
settlement of claims.

For the period 1993-2002, PDIC
helped resolve bank problems
through financial assistance (FA) in
close coordination with BSP. The
financial assistance extended to 15
banks during this period protected
approximately 4.2 million deposit
account holders with an aggregate
insured deposit base of P73.0 billion.

Proposed deposit insurance
reforms

With the increased deposit
balances, fully insured deposit
accounts have decreased to 91.4%
of total deposit accounts in 2003 from
96.6% in 1992.  To enhance depositor
protection, PDIC has proposed to
Congress the increase in the
maximum deposit insurance
coverage from P100,000 to P200,000
(See related article on page 12.)

PDIC has also proposed the
restoration of its authority to examine
banks particularly those posing high
risks to the deposit insurance fund
within a coordinated framework with
the BSP.   The restoration of such
authority wil l strengthen PDIC’s

insurance risk assessment capability,
i.e., to conduct onsite examination of
bank operations and thereby
validate reports submitted by
member banks.  With the examination
findings, PDIC can recommend to the
Monetary Board prompt corrective
actions to address bank problems.

Further, PDIC has sought authority
to look for a qualified investor to
acquire control of, merge or
consolidate with or acquire the assets
of an undercapitalized bank to
facilitate its rehabilitation process
subject to approval by the Monetary
Board.  Notwithstanding the
provisions of the Corporation Code,
this authority will supersede the
preferential rights of stockholders of
the distressed bank.

Conclusion

PDIC continues to be vigilant in
protecting depositors and in facing
emerging issues and risks affecting
depositors and the deposit insurance
fund. More importantly, PDIC remains
committed to pursue needed reforms
towards enhancing its services to
stakeholders through improved
corporate governance, greater
accountabil ity and more
transparency.
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Virata shares his views on financial stability

Forum:  The central theme  of  the maiden issue is the major role of PDIC as a

pillar in the financial safety net in helping promote a sound banking system. How do you

assess the stability of the financial system?

Cesar Virata:  Many Filipinos and Asians believe in the banking system as affirmed by statistics on

deposit composition of banks, where approximately 60% to 75% of the populace have deposits

in banks. This evidently manifests confidence in the banking system. Depositors rely on banks for

safekeeping because they follow good practices and provide good services to the depositing

public. An addition to this is the presence of a supervisory
agency and the introduction of deposit insurance system
patterned after other countries. So, I think by and large,

the system is stable.  However, the economic crisis
which struck the region and the over investment in
real estate business, shook our economic balance.
Compared with our neighboring countries, the
recovery of the bad loans and the repossessed
assets was relatively low. For the time being, the
system and the banks were able to reposition
slowly. Unfortunately, our government did not have
enough resources to cover for the Non-Performing

Loans (NPL) or Non-Performing Assets (NPA) as
compared with the region. Financial assistance

extended by the government was limited only to
specific banks and not to the banking system

in general.
Taking a different scenario, the

stabil ity has been somehow
enhanced via acquisitions and
mergers. But there exists now a
system in the Philippines where you
have few large banks and still so
many smaller banks. As far as

restructuring the banks is
concerned, again compared

with the region, we are
behind in reducing the
number of banking units.
But I think the system is
improving because the
amount of provisioning
is increasing.  For 2002
and 2003, the banks

Cesar  E. A. Virata
President, Bankers Association
of the Philippines
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returned to profitability. As a result,
the capital base also improved. The
new regulation allowing banks to
issue capital notes or subordinated
notes helped in balancing the
maturities between the assets and
the liabilities.

There are new rules on risk
management and corporate
governance; and there will be more
rules that are forthcoming.  Therefore,
there are more safeguards that will
make the system even more stable.

Forum: How has the Special Purpose
Vehicle (SPV) been effective in
helping  achieve financial stability?

CV:  The SPV was enacted into law
this year and the regulations have just
been issued recently.  But the
discounts being asked by the buyers
of NPAs are deep.  Thus, it has not
really put a dent into the reduction
of NPAs.  I hope this law will be re-
evaluated to make it more effective
in reducing the NPAs. If the economy
will grow at a fast rate - that is, if
additional investments enter the
market, then, definitely property
values will improve and consequently
discount level will be reduced. With
considerable market volati l ity,
investors fear they may not be able
to dispose the inventory to other
parties – the ultimate buyer.
Secondly, foreign companies are
limited in buying property because of
our constitutional restrictions. Unlike in
other jurisdictions where there is more
flexibility.

Forum: What are the critical
elements that constitute financial
stability?

CV:  You have stability every time
there is more growth.  Because the
chances of having NPLs are less, the
values of property will improve,
people will have more earnings
because they are employed. To me,
the macro situation is very important
and the macro environment will
improve if we have new investments.
However, most investments coming in
are largely in the service industry like
the “call center” and the

“backroom,” not so much in the
production side. The bleak market
condition and the downgraded
outlook on our economy because of
the fiscal situation prevent investors
from coming in.  Even then, I remain
hopeful in our financial outlook - that
tax collection and tax administration
will improve and budget deficit will
be reduced.

Forum: What do you think are the
pressing reforms needed for financial
stability?

CV:  In the forefront of reforms right
now are the regulators. There is Basel
1 and the forthcoming Basel 2 which
require greater attention to all kinds
of risks. When you have a good
appreciation for risks, it requires
capital and therefore, capital
adequacy is an important
component.  The other aspect is
transparency of operations.  These
are the pillars of reforms, that you
must have good corporate
governance - the board must set the
direction of the bank. They must
perform oversight functions. The
management of the day to day

operations of the bank must be
relegated to the management.

On the other hand, the changes
in technology and communications
also introduce another set of reforms.
The adoption of newer technologies
in order to give better services and a
wider range of financial products has
been very expensive.  Many of our
banks cannot afford to have
technological improvements
because we lack size.  It is not only a
question of computational ability but
you must have  reliable
communication and datalines. In
terms of networking in the Philippines,
you cannot totally computerize if your
communication links are weak.  There
have been improvements in
communication because of wireless
technology but the wireless system is
not as effective as fiber optics when
it comes to data transmission. Wireless
technology is   affected by weather
disturbances.

Our big banks are still small. In the
listing of Asian regional banks, the
largest banks in the Philippines are
somewhere below. You can see the
advantage of the bigger banks
relative to the technology and
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competitiveness because their unit
cost is much lower in giving quality
banking services. Increase in
minimum capital has been provided
for. It is good that for 2002 and 2003,
the return on equity has increased.
But from 1999 to 2001, when banks
earned 2%-3%, nobody would invest.
Consequently, our capital market did
not favor banking stocks. This is also
a phenomenon in other markets.  Due
to the 1997 crisis, banking stocks were
not a favorite.

Right now, the issue is
subordinated notes or capital notes
because our capital market has very
few Initial Public Offerings (IPOs) or
Additional Public Offerings (APOs).
For those already listed, it is no longer
an initial but just additional public
offering.  These are the weaknesses
of our own financial system.

Forum: How does the recent move
to enhance corporate governance
affect financial stability?

CV:  As far as banking industry is
concerned, we lead in practicing
corporate governance because of
BSP’s regulatory requirements. This
includes enrolment in a course for
prospective bank directors. You must
be certified and qualified, fit and
proper director of a bank.  You
cannot just be a banker if you have
not passed the standards of a fit and
proper official or director. Compared
with other sectors of our corporate
citizenship, I believe that the banking
sector is ahead in following these
regulations.  Given its f iduciary
function and by its nature, financial
institutions are highly leveraged, we
ensure that the money of depositors
and creditors are well taken care of;
that we perform sound banking
practices. Banking is regulated. In

fact, we are closely regulated
because of our fiduciary functions.
With respect to problem institutions,
we follow the Securities and
Exchange Commission and the
Corporate Recovery Act. There is a
feeling that greater protection is
accorded to either the borrowers or
the owners than creditors. And we
would like to balance these rights.
Because sometimes you have a stop
payment, then SEC appoints a
receiver and it takes time to settle the
issues.

Forum: What is your view on PDIC’s
proposal to increase the maximum
deposit insurance cover?

CV:   We know that the legislation you
are pushing for calls for an increase
in insurance coverage to P200,000. In
the case of RCBC, 94% of our
depositors are covered by the
P100,00 insurance. Increasing
coverage to P200,00, our bank will
probably  fully  cover 98%.

As far as BAP is concerned, we
support the increase up to only
P200,000 because there is a very
large potential scam as you increase
the insurance coverage. Based on
my own experience, when the MDIC
was increased from P40,000 to
P100,000, scams already developed,
whereby relatively small, weak banks
issued certificates of deposit up to
P100,000 at much higher interest rates
compared to commercial banks.
People deposited in these banks
despite risk of failure because their
deposits were fully insured by PDIC.
Now, as you increase it, better be
ahead of the game.

The scam is not necessarily on
very high interest rates but what
happens after deposits have been
placed. Then the owner/officer of the

bank leaves the country bringing the
deposits.  So what happens to the
deposit money? That is the risk, the
hazards, so the other banks  don’t like
to pay for that loss in terms of high
premium.

The only thing I’m saying is just be
prepared with your monitoring
operation as to who is offering
abnormal rates way beyond what
you may call normal, competitive
rates.   It is likely that if they don’t
abscond, they will lend to weak
companies willing to pay higher loan
rates.  When the deposit cost is high,
therefore they will have to lend at
higher rates to struggling companies.

Forum: What about your views on
the  restoration of PDIC’s examination
powers in coordination with BSP?

CV:   We have no objections if you
get back your examination powers.
The request of the banking system is
for AMLAC, BSP and PDIC to closely
coordinate their examination
mandate because banks are
required to submit computer reports.
For instance, SEC requires a report on
banks and its subsidiaries. Now, BSP
with a change in regulation requires
consolidated reports including its
subsidiaries, affi l iates, sister
companies and even distant cousins.
So you have a very wide reporting
scheme.  On the other hand, AMLAC
requires that anything above
P500,000 in transactions during the
day have to be reported under the
new law.

Forum: What do you think are the
areas for improvement in the  system?

CV:   I suppose the development of
rating agencies will ensure fair market
play.



Forum: What sort of rating agencies
are these?

CV:    Right  now,   you  have  various
international rating agencies like the
S&P, Moody’s, Fitch and the
Japanese rating agencies. Here in
the Phil ippines, rating is sti l l
underdeveloped.  We have rating
agencies here that rate instruments
only at the time it is being issued.  But
there is no subsequent follow-up of
the rating of the company.
Eventually, we hope it would become
the market norm and we can move
towards that direction. Right now,
the BAP maintains only a negative list
for credit card receivables.  There are
so many who don’t pay their credit
card liabilities.  So we maintain a
negative credit file.  We share this to
those who subscribe to the service.
But the problem is we don’t have a
positive credit file.  Nobody would like
to contribute to a positive credit file.
We informed BSP that if you really like
to develop a rating agency here, you
have to mandate the submission of
the positive credit information.

Forum: Bigger companies are also
rated internationally.

CV:  Well, once you have
international transactions, your
correspondent banks will require that
because they cover the entire world
and they have no basis except
subscribing to these rating
companies.

Forum: What is your view on a
consolidated supervisory institution?

CV:  You know that the monetary
authority to us is  the BSP.  It is the main

institution as far as banks are
concerned.  Now, there has always
been some mention about a
consolidated supervisory agency.
The trend in the world is a
consolidated supervisory agency,
that of Great  Britain, Japan,
Malaysia, Singapore.

Forum: May we have your view on
how PDIC can better help promote
confidence in the banking system?

CV:   I suppose when PDIC obtains its
power to examine directly, you will be
able to get more information about
the banks and their depositors.
Usually, the settlement of insurance
claims is delayed due to late
generation of depositors lists. I do not
know whether depositors themselves
will waive secrecy of their deposits to
PDIC to the extent that the deposit is
insured. Every PDIC decal in banks
that says “This bank is a member of
PDIC and your deposits are insured
up to P100,000.” is a good reminder
that these hard-earned deposits are
insured.  Because of this, there is a
need for PDIC to better manage its
resources in order to meet the needs
of depositors in case there are  claims
when a bank closes.
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of the Philippines, former  Finance and Prime
Minister Cesar E. A. Virata is also the Corporate
Vice-Chairman and CEO of Rizal Commercial
Banking Corporation and concurrently holds
key positions in various public and private
corporations and organizations.

His experience and expertise include debt
management, policy reforms and financial
management. As a member of the Monetary
Board of the Central Bank of the Philippines
during his tenure as Finance Minister, he was
involved in initiating reforms in the banking
and monetary policies in the country.  He was
a consultant for the World Bank study on the
Highly Indebted Middle Income Countries
and was instrumental in the unification of
stock exchanges in the Philippines.

A former faculty and Dean of the University
of the Philippines  College of Business
Administration, Mr. Virata was a cum laude
graduate of UP with a degree in business
administration.  He also has a bachelor’s
degree in mechanical engineering from the
same university.  A holder of a number of
honorary degrees,  Mr. Virata completed his
MBA,  major in industrial management,  from
the University of Pennsylvania.

Chairman and President of C. Virata and
Associates, Inc., Mr. Virata is a listed expert of
the UN Institute for Training and Research
(UNITAR),  which conducts training and
capability-building programs in legal aspects
of debt, financial management and
negotiation.

*STRAIGHT TALK features a key personality in the field of banking, finance, and business.

The only thing I’m saying is just
be prepared with your monitoring

operation as to who is offering
abnormal rates way beyond what you

may call normal, competitive rates.
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The maximum deposit insurance cover (MDIC) is the ceiling for the amount of

deposits per depositor in a bank guaranteed by the PDIC in case of bank closure. In 1963,

the PDIC Charter set the MDIC at P10,000 per depositor. Subsequent amendments raised the

MDIC to P15,000 in 1978, P40,000 in 1984 and P100,000 in 1992.

The series of bank closures since
the 1997 regional financial crisis has
affected thousands of depositors
who have been unable to get back
their deposits in excess of P100,000.
In response, various legislative
proposals were filed to increase the
MDIC ranging from P200,000 to
P1,000,000 including a proposal for
partial coverage of deposits over
P100,0001.

PDIC proposal at P200,000

The establishment of a deposit
insurance system is rationalized on
social policy grounds to provide a
safety net for small depositors who
have less resources and often have
limited knowledge and access to
information on the condition of
banks.

PDIC conducted an analysis of
alternative amounts of proposed
MDIC that will provide adequate
protection to depositors.  The results
showed that setting the new ceiling
at P200,000 per depositor is
reasonable based on economic
criteria and international practices,
and feasible given available
resources and tools for insurance risk
management.

In l ine with international
practices, the MDIC is adjusted to
cope with changes in purchasing
power and incomes in real terms.

Since the last adjustment of MDIC in
1992, the purchasing power of the
peso was eroded by 89.9%.  Likewise,
the peso depreciated against the US

1  In the proposed scheme, full cover will be provided to deposits up to P100,000; 75% coverage for deposits in excess of P100,000
   but less than P250,000; and 50% coverage for deposits in excess of P250,000.

Table 1
COMPARISON OF MDIC ALTERNATIVES

Adjusted at 1992 Prices (Peso & Dollar Equivalents)

1969
1978
1984
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003June

Current
Proposals:

10,000
15,000
40,000

100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000

100,000
200,000
300,000
400,000
500,000

209,644
93,851
92,053

100,000
93,390
87,600
81,262
75,976
70,249
64,035
60,041
57,518
54,208
52,578

51,352
102,704
154,056
205,408
256,760

2,551
2,036
2,395
3,920
3,687
3,785
3,889
3,815
3,393
2,445
2,558
2,263
1,961
1,938

1,869
3,738
5,607
7,477
9,346

YEAR
MDIC
(in P)

MDIC
at 1992 Prices

$ Equiv. of MDIC
Based on Annual

Ave. P/$ Rate

Sources of basic data: PDIC, NSCB and BSP
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dollar by 99.3%. The proposed cover
at P200,000 approximates the value
of the current MDIC based on 1992
prices (Table 1).

Moral hazard

The increase in MDIC aggravates
moral hazard for the depositors, bank
owners, and regulators as well.  Moral
hazard in this case is the incentive
created by deposit insurance that
induces the depositors to undertake
greater risk than if they were
uninsured because the risk of loss is
passed on to PDIC.  A high level of
insurance cover would lessen
incentives for big depositors to
ascertain the condition of banks.
Unsophisticated depositors wil l
choose to place their money in those

2 Average size of deposit balances = [Total Deposits/Total Number of Accounts]

banks that pay the highest interest
rates without consideration to the risk
of bank failure.

On the other hand, bankers that
are threatened by insolvency are
likely to undertake riskier investments
with depositors’ funds, which are
protected anyway by deposit
insurance.

Also, deposit insurance creates
moral hazard for regulators, since
they have the tendency to forbear
problems of the banks rather than
promptly resolving them, including
through bank closure and to arrest
further deterioration of assets for the
protection of depositors and creditors
of the bank.

The higher the insurance cover,
the higher the moral hazard.  On the
other hand, the absence of a deposit
insurance does not mean that there

is no moral hazard, as government
may resort to bail out banks to avoid
systemic crisis brought about by
widespread loss of depositor
confidence in the system.  In some
countries without formal Deposit
Insurance System (DIS), government
fully reimburses depositors of their
deposits in closed banks.

Thus, in adopting the P200,000
MDIC instead of the higher
alternatives, PDIC seeks to minimize
moral hazard.

Impact of PDIC proposal

The proposed MDIC at P200,000
per depositor is deemed more than
adequate to provide full protection
to the average size of deposit

Table 2
MAXIMUM DEPOSIT INSURANCE COVER (MDIC) AND LEVEL OF INSURED DEPOSITS

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000

17,331
17,373
19,189
19,434
19,612
21,462
22,213
22,232
22,579
24,420
24,852

17,940
18,108
20,108
20,513
20,829
23,010
23,885
24,132
24,535
26,528
27,137

96.60
95.94
95.43
94.74
94.16
93.28
93.00
92.13
92.03
92.05
91.58

179,659
188,823
220,771
248,934
267,285
315,135
364,453
349,409
383,329
417,529
445,852

492,235
638,166
797,965

1,011,761
1,283,200
1,655,216
1,735,669
1,896,132
2,070,939
2,188,150
2,339,538

36.50
29.59
27.67
24.60
20.83
19.04
21.00
18.43
18.51
19.08
19.06

June

Current
Proposals;

100,000
200,000
300,000
400,000
500,000

23,943
24,864
25,289
25,392
25,472

26,204
26,204
26,204
26,204
26,204

91.37
94.89
96.51
96.90
97.21

442,082
607,946
763,988
881,859
975,791

2,377,376
2,377,376
2,377,376
2,377,376
2,377,376

18.60
25.57
32.14
37.09
41.04

1 Preliminary estimates based on the deposit distribution structure of respondent banks to PDIC survey.

Source of basic data: PDIC

1

1

1

YEAR
MDIC
(in P) Fully Insured

Accounts (FIA)
Total

Accounts (TA)
FIA/TA
(in %)

Insured
Deposits (ID)

Total
Deposits (TD)

ID/TD
(in %)

Deposit Accounts (Thousands) Deposit Amounts (Million Pesos)
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Raising MDIC to
levels higher than
P200,000 will bring

about only
marginal

increases in
percentage of

fully insured
accounts.

balances2 in all bank types.  The
average deposit balances as of
June 2003 in commercial banks is
P114,576, thrift banks is P66,578 and
rural banks is P11,219.

Since 1992, the percentage of
total deposits covered by the
P100,000 insurance, both in terms of
amount and number of accounts,
has significantly declined as a result
of increasing deposit balances. The
number of deposit accounts that
have balances at P100,000 and
below declined from 96.6% of total
deposit accounts in 1992 to only
91.6% in 2002, while the amount of
insured deposits decreased from
36.5% of total deposits in 1992 to only
19.1% in 2002 (Table 2).

The MDIC proposal extends full
insurance coverage to 94.9% of
deposit accounts in the system. This

also insures 25.6% of deposit amounts
in the banking system equivalent to
P608 bil l ion. Deposits of small
depositors, generally placed in thrift
and rural banks, will be almost fully
covered with 99.2% of deposit
accounts in rural banks becoming fully
insured and 94.7% of deposit accounts
in thrift banks (Table 3). Raising MDIC
to levels higher than P200,000 will bring
about only marginal increases in
percentage of fully insured accounts.

As the insured deposit base
expands, more insurance reserves are
required to ensure the capacity of the
Corporation to meet its potential
obligations. Nonetheless, PDIC does
not propose an increase in the
assessment rate levied on banks but
seeks to enhance risk management
capabilities mainly through the grant
of authority to examine banks.

Table 3
MDIC ALTERNATIVES AND LEVEL OF INSURED DEPOSITS BY BANK TYPE

Data as of June 2003

Item by Bank type Present MDIC Proposed MDIC Levels

100,000 200,000 300,000 400,000 500,000

Fully Insured Deposit Accounts
(in % to Total Accounts)

Banking System
Commercial Banks
Thrift Banks
Rural Banks

Total Insured Deposit Amounts
(in % to Total Deposits)

Banking System
Commercial Banks
Thrift Banks
Rural Banks

91.37%
89.79%
90.92%
97.76%

18.60%
16.77%
27.27%
59.34%

94.89%
93.81%
94.72%
99.15%

25.57%
23.41%
37.00%
70.12%

96.51%
95.86%
96.11%
99.26%

32.14%
29.86%
44.44%
78.46%

96.90%
96.26%
96.84%
99.44%

37.09%
34.81%
49.54%
83.21%

97.21%
96.60%
97.27%
99.55%

41.04%
38.74%
53.82%
86.93%

1 Insured deposit coverages at MDIC greater than P200,000 are preliminary estimates based on the deposit distribution structure of
   respondent banks to PDIC survey.

Source of basic data: PDIC



Country with 
Deposit Insurance

MDIC
(in US$)

GDP Per 
Capita       

(in US $)
MDIC/ GDP Per 

Capita (in %)

Peru 24,344 2,112 11.53
Honduras 8,479 983 8.63
Oman 71,476 8,300 8.61
Uganda 2,173 257 8.46
Norway 350,386 42,000 8.34
Bangladesh 2,443 327 7.47
India 2,824 466 6.06
Dominican Republic 14,526 2,464 5.89
Brazil 14,347 2,570 5.58
Italy 101,170 20,381 4.96
PHILIPPINES 3 3,876 943 4.11
Morocco 4,659 1,258 3.70
Argentina 9,789 2,821 3.47
Kenya 1,287 379 3.40

Bahamas 4 50,000 15,542 3.22
Colombia 5,612 1,860 3.02
El Salvador 6,284 2,188 2.87
Macedonia 5,204 1,850 2.81
United States 100,000 35,886 2.79
France 58,890 24,161 2.44

Taiwan 4 28,670 12,301 2.33

COMPARISON OF MDIC and GDP PER CAPITA 
1

Selected Countries 2 2002
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M s.     Gillian    Garcia    of
   Monetary and Exchange

Affairs of the International
Monetary Fund (IMF) recommends
that the aggregate amount of
coverage offered to each
depositor in any bank should be
relatively low.  As a starting point,
coverage could be considered in
the region of one or two times per
capita GDP, but the limit may be
set with more precision by
examining the distribution of
deposits by size.  Within this
distribution, the limit should be set
to cover the majority of the total
number of deposits (say, 80 to 90
percent of the number of
deposits), but only a smaller
percentage of the total value of
deposits (say, 20 percent of the
value of all deposits).  Each country
should conduct a careful
assessment of the level of
coverage that will strike a balance
between discouraging
destabil izing runs by small
depositors while retaining market
discipline from larger depositors.
The country may also set its
coverage level with a view to
maintaining the international
competitiveness of its banks.1

In terms of the MDIC to per
capita GDP ratio of selected
countries, the country’s current
MDIC of P100,000 is already at 2.1x
per capita GDP in 2002, at P200,000
MDIC, the ratio will almost double
to 4.1x per capita GDP.  In a list of
countries with MDIC to per GDP
ratio higher than two, the country
will move from the bottom-half to
the middle part of the list.

As of June 2003, the number of
accounts covered will increase
from 91.4% to 94.9% with the
amount of insured deposits
covered from 18.6% to 25.6% (see
Table 3 on page 14).

The proposed P200,000 MDIC
thus meets the rule of thumb

WHAT IS THE IDEAL AMOUNT OF DEPOSIT INSURANCE COVERAGE?

recommended by Ms. Garcia in her
paper.

References:

Financial Stabil ity Forum (FSF).
“Guidance for Developing Effective
Deposit Insurance Systems” (2001).

Garcia, Gillian G. H.  “Deposit
Insurance:  Actual and Good
Practices”, Occasional Paper No.
197, International Monetary Fund
(2000).
_______________.“Deposit Insurance:
Obtaining the Benefits and
Avoiding the Pitfalls”, IMF Working
Paper, August 1996.

1
Gross domestic product at nominal prices

4
MDIC and GDP per capita as of 2001

Sources of basic data: International Financial Statistics 2003; SEDESA 2002; and Taiwan 
Central Bank and Deposit Insurance Corp.

2
Countries w ith deposit insurance systems and with a ratio of MDIC to GOP per capita of 
greater than 2.0

3
MDIC at proposed level of P200,000

1
Gross domestic product at nominal prices

4
MDIC and GDP per capita as of 2001

Sources of basic data: International Financial Statistics 2003; SEDESA 2002; and Taiwan 
Central Bank and Deposit Insurance Corp.

2
Countries w ith deposit insurance systems and with a ratio of MDIC to GOP per capita of 
greater than 2.0

3
MDIC at proposed level of P200,000
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June 16-22 is Depositor Protection
and Awareness Week

Her Excellency
   President  Gloria

Macapagal-Arroyo  declared

June  16  to  22 this  year and

every year thereafter as

Depositor Protection and

Awareness Week.

The issuance contained in
Proclamation No. 358 aims to further
strengthen depositor confidence in
the country’s banking system to
complement the government’s thrust
of sustaining economic growth.

Coinciding with the Philippine
Deposit Insurance Corporation’s
celebration of its 40th anniversary on
June 22, President Arroyo directed to
provide greater significance to the
event by spearheading activities with
other government agencies, the
private sector and the banking
community to promote depositor
protection and awareness.

The proclamation recognized the
need to educate and pursue the
protection of small, unsophisticated
depositors. Moreover, protecting
depositor interest is deemed crucial in
attaining genuine and meaningful
reforms in the banking system.

The annual celebration will give
greater impetus to the government’s
savings mobilization campaign.

PPPPPDICDICDICDICDIC FFFFFRONTRONTRONTRONTRONT



PDIC celebrates 40th anniversary
Sustaining a culture of professionalism, integrity and hardwork

Our 40th milestone is a day for jubilation and celebration. But it also poses an

immense challenge to our management and workforce. We should stay vigilant

in pursuing the corporate vision and should nurture achievements we have attained thus far.

I am pleased to inform everyone
that the PDIC, in pursuit of its mission
and mandate, posted modest gains
and achievements while sustaining a
corporate culture adhering to the
highest degree of professionalism,
integrity and hard work.

Allow me to report to the
Executive Secretary, who represents
Her Excellency President Gloria
Macapagal Arroyo, and our
stakeholders our accomplishments
and aspirations in pursuit of President
Arroyo’s administration’s vision of
sustained economic development
for a strong and stable Republic.

Our flagship functions and
services emanate from depositor
protection, the heart of our corporate
operations. For quite many years now,
the Corporation has vigorously
sought to reduce our turnaround time
for insurance claims servicing.
Innovations have been introduced in
the early 90’s  toward this end, which
resulted in drastically reducing
previous average turnaround time of
9 months, to the current   41 days for
banks with insufficient records and
only 31 days for those with sufficient
records.

More importantly,  we have
improved the ratio of depositor
claims to insured. Many small

depositors opted not to file their
claims in the past,  representing about
three fourths of the total number of
insured accounts corresponding to a
fourth of the amount of total insured
deposits in closed banks. They are the
smallest of our depositors.

To date, the PDIC has paid P13.2
billion or 90% of insurance claims out
of total insured deposits of P14.7
billion. The amount paid represents
1.45 million  accounts in some 425
closed banks out of 2 mil l ion
accounts.

We have some  P717.21
mill ion pending claims,
representing 39.934 million
accounts. This number
includes those who have
small balances, claims which
would entail costs not
justified by the amount to be
claimed, those with
documentary deficiencies
and depositors who no
longer reside in their last
known addresses and who
may not be aware of
closures despite public
announcements.  Others did
not claim because they
could not leave their farms
or homes and did not know
how to meet the claim

requirements. For private insurance
firms, this is good for their bottomline
and would rather keep things as they
are now, but for PDIC,  this means
fall ing short of our mandate to
protect  the smallest of depositors. We
hope to explore better ways and
means to reduce this backlog.

Liquidation of the assets of closed
banks has not been easy, either. We
have reported total recoveries
amounting to P470 million for the year
2002. Needless to say, we have to
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continue to enhance our systems of
disposal and innovate to maximize
recoveries for the creditors of the
closed banks.  Being at the forefront
of receivership and liquidation, PDIC
now manages 11 closed banks under
receivership and 411 closed banks
under liquidation. To hasten the
liquidation process, the PDIC
management is now looking at it from
a different perspective, one that
would involve the outsourcing of
some functions, specifically,
accounting and auditing, but with
the PDIC to retain core  functions
inherent to it such as the takeover of
closed banks and payment of insured
deposits. The collective efforts of the
PDIC team in the liquidation process
who literally worked their fingers to the
bone to get the job done,   enabled
the PDIC  to remit surplus dividends
to the National Government.  In
September 2001, the PDIC handed
over to President Gloria Arroyo, the
amount of P1.35 billion representing
surplus dividends from PISO Bank.

Another encouraging
development was the successful
retakeover of the Rural Bank of Tuy in
Batangas during the last week of May
this year, amidst physical threats to
the security of our people and after
three years of legal battle with the
owners, which reached the  Supreme
Court. Unfortunately, we are still in a
difficult uphill climb as the bank was
practically stripped of its records
when we finally took over. Pertinent
records which shall be our bases for
payment of depositors and creditors
of the bank are missing. This would
mean another legal battle to compel
the previous owners to turn over the
records to us. I would like to take this
opportunity to commend the
takeover team of the Rural Bank of
Tuy for their unwavering
professionalism and courage amidst
the risk posed by this takeover.

Tomorrow, on June 19, armed
with another Supreme Court
resolution, we shall again brave
threats to security as we pursue to re-
takeover another bank in Batangas,

owned by predominantly  the same
set of owners of the Rural Bank of  Tuy.
After three years of legal battle, the
Supreme Court has decided with
finality that the closure of this bank is
valid. We enjoin you to pray for the
success of this takeover.

The Corporation continues to
score highly in financial performance,
as evidenced by the rise in total assets
of P97.91 billion a 55.3% increase from
the 2001 level.

This afternoon, we shall, in
symbolic ceremonies,  present to the
National Government, a total of P2.0
billion in dividends declared for the
year 2002, as our modest contribution
to the government’s efforts to bridge
the budget deficit.

We continue to institute
efficiency in our premium collection
from our 909 member banks to build
up the Deposit Insurance Fund (DIF)
vis a vis  the estimated insured
deposits in the banking system, which
now stand at 445.85 billion as of year
end 2002, against 417.52 trillion or 19%
of the banking systems’ total  deposit
liabilities.

The 2002 Deposit Insurance Fund
is estimated  at P36.71 billion  which is
17% higher than the year end 2001
level. The PDIC generated P8.27
billion revenues in 2002, of which
P4.44 billion was in premium collected
and P3.24 billion was income from
investments.

The PDIC has made significant
strides in a bid to strengthen its
legislative framework and maintain
closer linkages and cooperation with
relevant entities in the local and
international  fronts.   Our proposed
amendments to the PDIC Charter

have been heard by both legislative
houses.  The two major reforms being
pushed by the PDIC in pursuit of
depositor protection and
strengthening public confidence in
the stability of our banking system are
the increase in the maximum deposit
insurance coverage from P100,000 to
P200,000, and the restoration of
PDIC’s authority to examine our
member banks in close coordination
with the Bangko Sentral ng Pilipinas
(BSP).

A significant breakthrough, after
years of exploring, is the forging of
closer coordination between the
PDIC and the BSP. in the
strengthening of information
exchange and generation, by way of
a Memorandum of Agreement.  The
agreement established the overall
framework to share relevant
information including data on
problem banks to best achieve our
complementary mandates.

The PDIC has likewise been an
active member of the International
Association of Deposit Insurers or IADI
which was established in Basel,
Switzerland last year, to maintain
liaison and cooperation with our
foreign peers and to enhance
technical assistance from the more
developed deposit insurance systems
to the less developed ones, and for
deposit insurance systems (DIS) to
keep abreast with international best
practices. To advance the interests of
deposit insurers in Asia, the PDIC,
together with our counterparts in
Japan, Korea and Taiwan, are at the
forefront  in establishing an affiliated
Asian Regional Council of IADI.
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The Corporation continues to score
     highly in financial performance,

as evidenced by the rise
in total assets of P97.91 billion

a 55.3% increase  from the 2001 level.



The PDIC shall commence an
institutional capability strengthening
program aimed at enhancing our risk
management activities with the
support of the Canadian
International Development Agency
through its Policy, Technical and
Training Facility (PTTAF).

The road that we shall travel
remains dotted with challenges,
many of them in forms we are not
familiar with. But 40 years have honed
the Corporation’s ability to face,
contend and weather a multitude of
challenges, many unforeseen, many
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unexpected. Through the years, the
mandate remains the same: to serve
the best interest of the depositing
public through enhanced depositor
protection, and to help strengthen
public confidence in the banks, and
therefore promote stability in the
banking system. The PDIC shall remain
firm in its commitment to this cause.
The depositing public can be assured
that  PDIC’s polit ical wil l  and
determination  are stronger than
ever. I am certain that resilience and
strength of purpose shall carry us
through.

THE PDIC BOOK

40 YEARS AND BEYOND: AN OVERVIEW

PDIC: 40 Years and Beyond is
  a chronicle of people and

events in PDIC’s 40-year history,
written from a 2003 perspective. The
book traces the Corporation’s
humble beginnings, its progression
and eventual emergence as a
significant player in the banking
system safety net. It also focuses on
its people, the leaders who helped
shape PDIC’s brand of public
service, its role in the banking
community and its culture as an
organization.

At the core of the book is the
chapter on how the Corporation
protects its depositors when banks
close. This includes a discussion on
payoff operations and brief case

For book orders, please visit www.pdic.gov.ph or mail or fax to Public Affairs Department, 2228 Chino Roces Ave., Makati City 1231 Philippines;
Fax (632) 8134335; email: pad@pdic.gov.ph.

studies of landmark payoff operations
that had shaped its policies and
procedures over the years. It also
charts the future directions of the
Corporation and the challenges it
faces, including the proposed
amendments to its Charter, all
designed to strengthen its mandate
and operations as well as enable it
to respond to the changing needs of
small depositors and its  member
bank.

By and large, PDIC: 40 Years and
Beyond  seeks to capture the
Corporation’s triumphs and setbacks,
the challenges and opportunities, as
it continuously moves onward in a
rapidly changing banking
environment.

The depositing
public can be

assured that  PDIC’s
political will and

determination are
stronger than

ever.
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Overview

It has been our goal to provide the banking community – from apprentices to seasoned

   analysts – with banking and deposit information derived from the performance of our

mandates, to the extent that same can be legitimately disclosed to the public. The various bank

statistics shown in the following pages offer the reader a glimpse into the banking industry’s

profile and performance, from which conclusions may be drawn. This can also serve as

springboard for further research.

 In this issue, selected balance
sheet and income statement
accounts are provided, together with
key performance ratios for the
Philippine banking system, further
broken down into commercial, thrift
and rural banking systems. Some of
these data are summarized in a bar
graph showing various capital, asset
quality, earnings and liquidity
measures.
 Statistics on deposits, particularly,
as to size of domestic deposit
accounts are also provided. The
same are disaggregated among
type of deposit (e.g., demand,
savings, time and foreign currency
deposits), amount (clusters ranging
from below P15,000 to over P200,000)
and geographic distribution. As a
visual aid, a map of the Philippines is
presented side by side with the
geographic distribution of deposits
among the country’s 17 regions. The
tables and figures presented are as
follows:

A. Tables
1.  Philippine Banking Statistics (PBS)

  a. Commercial Banks (KBs)
a.1 Expanded KBs (EKBs)
a.2 Non - Expanded  KBs

    (NEKB)
a.3 Foreign Banks
a.4  Specialized Gov’t Banks

     (SGBs)
  b. Thrift Banks (TBs)

b.1 Savings & Mortgage
      Banks (SMBs)

b.2  Private Dev’t Banks
     (PDBs)

b.3 Savings & Loan
      Association (SLAs)

b.4 Micro Finance Oriented
    Banks (MFOs)

   c. Rural Banks (RBs)
c.1 Cooperative Banks
c.2 Regular & MFOs

2. Rural Bank Statistics per Region
3. Domestic Deposit by Size of

Accounts
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2. Growth in Domestic Deposit
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TBs, & RBs from Dec-end 1995 to
Jun-end 2003

3. Growth in Domestic Deposit
Accounts in line graph for PBS,
KBs, TBs, & RBs from Dec-end 1995
to Jun-end 2003

C. Glossary of Terms and Notes

Caveat

The material provided presents data obtained from financial reports submitted periodically by banks in compliance with
existing regulations of the Philippine Deposit Insurance Corporation (PDIC).  Submitted reports, which are subjected to an
internal process of system validating financial disclosures, are the responsibility of banks’ Board and management.

In case of non-submission of a report by a bank for the current period, the bank’s most recent available report of the
same type is used in the generation of industry statistics (please see notes on unsubmitted reports on page 33). As a result of
this methodology, there may be discrepancies when comparing the same account entry against different statistics generated
by the PDIC sourced from different types of reports. Certain discrepancies with statistics of other regulatory agencies mainly
attributed to timing differences in data generation and frequency in accessing data sources may as well arise. Other details
and/or explanation provided in the material should also be noted as these may contain important information on how the
figures were derived or whether there were any procedural refinements applied to the data.

For further queries and information, please contact the Department Manager & Head of the Bank Performance Monitoring
Department at telephone numbers (632) 841-4207 and 841-4209, by fax at (632) 812-4116 and 813-3815, by e-mail at
bpmc@pdic.gov.ph or write to PDIC 2228 Chino Roces Avenue, Makati City 1231, Philippines. Other relevant banking industry
data may also be accessed  on-line at www.pdic.gov.ph lodged under Bank Statistics.
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Table 1

Philippine Banking Statistics
As of June 30, 2003

(Amounts in Billion Pesos)
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Table 2

Rural Banks Statistics by Region
As of June 30, 2003
(Amounts in Billion Pesos)
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Figure 1

Financial Ratios of Philippine Banking System
(in %)
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Table 3

Domestic Deposit Liabilities by Size of Account
As of June 30, 2003
(Amounts in Billion Pesos)
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Table 3

Domestic Deposit Liabilities by Size of Account (cont.)

As of June 30, 2003
(Amounts in Billion Pesos)
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Table 4

Regional Distribution of Domestic Deposits by Type of Account
As of June 30, 2003
(Amounts in Billion Pesos)
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Table 4

Regional Distribution of Domestic Deposits by Type of Account (cont.)

As of June 30, 2003
(Amounts in Billion Pesos)
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Table 4

Regional Distribution of Domestic Deposits by Type of Account (cont.)

As of June 30, 2003
(Amounts in Million Pesos)
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Table 4

Regional Distribution of Domestic Deposits by Type of Account (cont.)

As of June 30, 2003
(Amounts in Million Pesos)
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Philippine Map by Region
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Table 5

Percentage Share of Domestic Deposit by Region
As of June 30, 2003

* Signifies insignificant deposit amount relative to total domestic deposit.
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Figure 2

Growth in Amounts (in %)

Figure 3

Growth in Accounts (in %)
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*INDUSTRY SCAN provides statistical information culled from PDIC’s databases on live and closed banks.

Glossary of Terms and Notes

Selected Accounts

1. Quick Assets. Highly liquid assets composed 
of Cash on Hand, Checks & Other Cash 
Items, Due from BSP, Due from Banks, Due 
from PCHC, Trading Account Securities (TAS 
Equity & Investments), Available for Sale 
Securities (ASS) and IBODI-Government. 
For RBs, Quick Assets is composed of Cash 
on Hand, Checks & Other Cash Items, 
Due from BSP, Due from Banks and IBODI-
Government.

2. Interest Earning Assets. Assets which 
generate interest income, such as Due 
from BSP, Due from PCHC, Due from Banks, 
TAS, ASS, IBODI and Current Loans. For RBs 
Interest Earning Assets consist of Due from 
BSP, Due from Banks, IBODI and Current 
Loans.

3. Non-Performing Loans (NPL). Defined under 
BSP Circular No. 202 dated 5/27/99, as 
amended by Circular No. 248 dtd 6/26/00 
and Circular No. 351 dtd 9/19/02.

4. Non-Performing Assets (NPA). NPL, ROPOA 
(Real Properties Owned or Acquired) and 
Non-Performing portion of Sales Contract 
Receivables (SCR).

5. Gross Problematic Assets (GPA). NPA and 
Current Restructured Loans.

6. Loan Loss Provision (LLP). The sum of 
Specific and General Loan Loss Provision.

7. Total Allowance. LLP and allowance for 
ROPOA.

Selected Ratios

8. Risk Assets Ratio. Capital divided by Risk 
Assets. Capital is net of Appraisal Increment 
Reserves, Net Unrealized Gain on Securities 
Available for Sale (SAS),  Deferred Income 
Tax,  Goodwill and Unsecured DOSRI. 
Risk Assets is Total Assets net of Non-Risk 
Assets, Goodwill, Unsecured DOSRI and 
Accumulated Market Gain on private 
issuances (i.e. Underwriting Debt & Equity 
Securities Purchased, ASS excluding 
Accumulated Market Gain on ASS-
Government). 

    (Non-Risk Assets. Cash on Hand, Due from 
BSP,  Due from PCHC, TAS Investments, 
ASS-Government, IBODI-Government, 
Bank Premises and Deferred Income Tax).

INDUSTRY SCAN
9. Risk Based Capital Adequacy Ratio 

(RBCAR). Qualifying Capital divided by 
Risk Weighted Assets sourced from bank 
submitted report. Due to unavailability of 
data for RBs, Capital to Risk Assets was 
used to represent RBCAR.

10. NPL to Capital. NPL is defined under note 
#3. Capital is net of Appraisal Increment 
Reserves, Net Unrealized Gain on SAS, 
Deferred Income Tax, and Goodwill plus 
Total Allowance.

11. NPA to Capital. NPA is defined under 
#4. Capital is as defined under footnote 
#10.

12. GPA to Capital. GPA is defined under  #5. 
Capital is as defined under note #10.

13. Return on Equity (ROE). Annualized 
Net Income After Tax (NIAT) divided by 
Average Equity (i.e. sum of Current Period 
and Previous Year-end Booked Capital 
divided by 2)

14. Return on Asset (ROA). Annualized NIAT 
divided by Average Total Assets (i.e. sum 
of Current Period and Previous Year-end 
Total Assets divided by 2).

15. Net Interest Margin (NIM). Annualized 
Net Interest Income divided by Average 
Interest Earning Assets as defined under 
note #2.

16. Operating Ef ficiency. Computed by 
dividing the sum of Other Operating 
Expenses and Provision Expense by the 
sum of Net Interest Income and Other 
Operating Income.

17. Non-Operating Income (Non-OI) to Net 
Income Before Tax (NIBT). Measures level 
of reliance to non-recurring, extraordinary 
income in generating revenues. These 
non-operating income are generally 
realized  from  the  disposal/sale  of 
ROPOA. 

Notes

Tables 1 & 2      Source: Consolidated Statement of Condition and Consolidated Statement of Income and Expenses  
                           Note :   Commercial banks data include accounts in overseas branches of Philippine banks. SGB refers to Specialized Gov’t Banks (Land Bank of the 

Philippines, Development Bank of the Philippines and Al-Amanah Islamic Investment Bank) which are considered Commercial Banks. 

Table 3              Source: Consolidated Report on Domestic Deposit Liabilities by Size of Account
                                    
Tables 4 & 5      Source: Report on Breakdown of Deposit Liabilities by Type (BDL)                                
                           Notes:   Domestic deposits exclude deposits in overseas branches of Philippine banks. 
                                         Banking offices refer to Head Offices, Branches, Money Shops, Extension Offices and Saving Agencies of banks as reported. Total Deposit amount 

may not tally when comparing deposit data of different tables due to various sources and processing methodology applied as explained in the 
caveat. 

Unsubmitted Reports 
As of June 30, 2003 Reference Period
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About IADI

PDIC President is IADI Exec Council Member

PDIC President and Chief
     Executive Officer Ricardo M.

Tan was elected to the 21-member
Executive Council of the
International Association of Deposit
Insurers (IADI) during its 2nd Annual
Conference, October 23-24 in Lotte
Hotel, Seoul, South Korea. Former
President and CEO Norberto C.
Nazareno was a  member of the
Executive Council. When Mr.
Nazareno resigned from PDIC, the
Executive Council position was
likewise vacated. During the session
on key issues for deposit insurers, Mr.
Tan underscored the need for
expanded information sharing and
joint database with the bank
supervisor, the restoration of PDIC’s
examination powers and the lifting
of the Deposit Secrecy Law in his
presentation, How Deposit Insurers
Get the Information They Need to
Do Their Job.

The conference includes
presentations covering deposit

insurance as an integral part of the
financial safety net system,
strategies to promote effective
deposit insurance systems,
interrelationships among banking
safety net players, guidance on
differential premiums and lessons
learned from dealing with
institutional failures.

The Philippines is a founding
member of IADI, a non-profit
organization, established on May 6,
2002 to contribute to the stability of
the financial systems by promoting
international cooperation in the
field of deposit  insurance, and
encourage global interaction
among deposit insurers and
interested parties.

PDIC, together with other
deposit insurance corporations in
the Far East, namely, Japan, Korea,
and Taiwan are at the forefront of
the affiliated regional chapter of
IADI, the Asian Regional Council
(ARC).

The International Association of Deposit Insurers (IADI) is a non-profit organization

formed to contribute to the stability of the financial systems by promoting international

cooperation in the field of deposit insurance and to encourage global interaction among deposit

insurers and other interested parties.  Its primary vision is to provide a venue where knowledge

and expertise on deposit insurance
can be openly shared with the world
towards enhancing the
understanding of common interests
and issues related to deposit
insurance. It also seeks to set out
guidance to help the global financial
community in establishing effective
deposit insurance systems that would
be responsive to the changing socio-
cultural and political-economic
landscapes in the world today.  IADI
also aims to encourage international
network of contacts to ensure the
continuous sharing of information on
deposit insurance, undertake
significant research pertinent to
reform agenda, formulate training
and educational programs and
provide meaningful discussion on
deposit insurance issues.

IADI has seven (7) committees
consisting of: (1) Training and
Conference Committee that is
mandated to assess the needs of the
members, manage the resources of
the participants and work with IADI
partners and other interested parties
on training and development
matters; (2) Research and Guidance
Committee that is responsible for
developing guidance to enhance
the effectiveness of deposit insurance
systems; (3) Membership and
Communications Committee that
handles the communication matters
for the IADI and considers and makes
recommendations concerning
admission of Members, Associates,
and Observers; (4) Finance and
Planning that monitors the financial
resources of the Association,
prepares business plans and budgets,
and reports on the financial position

of IADI; (5) Governance Committee
is composed of the chairs of the other
IADI committees that  is responsible
for establishing and implementing by-
laws and policies governing the
business and affairs of IADI,
establishing codes of conduct and
behavior. (6) Regional Committees
were created for Africa, Asia, the
Caribbean, Eurasia, and Latin
America to reflect regional interests
and common issues through the

sharing and exchange of information
and ideas.  The Chairs of the Regional
Committees are responsible for
recommending or proposing action
to the Executive Council and
communicating plans and activities
and reporting on their activities at
each meeting of the Executive
Council to ensure focus and
transparency.

For more information on IADI, visit
its website at www.iadi.org.



small depositors’ protection, without
at the same time increasing moral
hazard or reducing market discipline.

Introduction

The Financial  Stability Forum (FSF)
was created in 1999 to promote
international financial stability, to
improve the functioning of markets,
and to reduce systemic risk. In
recognition of the  increasing  use  of
deposit insurance as an integral
component of an effective financial
safety net, the FSF established a Study
Group on  Deposit  Insurance.  The
Study  Group  was asked to assess the
desirability and feasibility of setting
out international guidance on
deposit insurance arrangements. The
Study Group’s report was tabled at a
meeting  of  the  FSF  in March 2000.
On the basis of the conclusions in that
report, the FSF invited Mr. Jean Pierre
Sabourin,  President and Chief
Executive Officer, Canada Deposit
Insurance Corporation, to constitute
a Working  Group  on  Deposit
Insurance (the Working Group) to
develop such guidance and to
deliver a final report to the FSF by
September 2001.1
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Guidance for developing effective
deposit insurance systems

The Financial Stability Forum (FSF), at its March 2002 meeting in Singapore, endorsed

the report of a study group and concurred that, in light of the fact that many countries

were considering implementing some form of deposit insurance, it would be desirable  to  set

out  some  form  of  international  guidance. Forum members underscored that the development

of such guidance  should  be undertaken through a consultative process that would include all

the parties that are interested in
deposit insurance issues, so as to
ensure that the guidelines are
reflective of, and adaptable to, the
broadest set of circumstances,
settings and structures.

The Forum asked Jean Pierre
Sabourin, President and Chief
Executive Officer of the Canada
Deposit  Insurance Corporation, to
chair a working group that would
carry out the task of setting out
guidance for effective deposit
insurance systems. The final report of
the Working Group on Deposit
Insurance was discussed and
endorsed  by  the  Forum  in  London,
on September 7, 2001.

The  FSF  report  on  deposit
insurance  is  built  on  three  general
findings.  First,  explicit  and limited
deposit  insurance  is  preferable  to
implicit  coverage  if  it  clarifies
obligations  to depositors  and
creditors  and  limits  the  scope  for
discretionary  decisions  that  may
result  in arbitrary  actions.  Second,
deposit insurance systems must be
properly designed, well implemented
and understood by the public to be
credible and avoid moral hazard.
Third, to be effective, the deposit

insurance function needs to be part
of a well-designed financial safety
net,  supported  by  strong prudential
regulation and supervision, effective
laws that are enforced, and sound
accounting and disclosure regimes.

The report proposes a general
method for the benefit of countries
considering the adoption or the
reform  of  an  explicit,  limited-
coverage  deposit  insurance  system.
It  first  presents  the contextual  issues
related to different forms of depositor
protection and identifies the issues
that need to be addressed when
adopting or reforming a deposit
insurance system.  It  then sketches
out  the  design  features  that  help
to  ensure  the  effectiveness  and
credibility  of  a system, and finally
outlines the key issues and
considerations involved in resolution
options, the reimbursement of
depositors, and claims and
recoveries.

It is the conviction of the FSF that
this report, with such a pragmatic
approach, will serve its role  as  a
useful tool for policymakers who want
to design deposit insurance systems
that preserve the benefits of
heightened financial stability and
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1 The Working Group was comprised of representatives from Argentina, Canada, Chile, France, Germany, Hungary, Italy, Jamaica, Japan, Mexico,
Philippines, the United States of America, the World Bank and the International Monetary Fund.
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(b) Good  corporate governance
and sound risk management of
individual banks help to ensure that
business strategies are consistent with
safe-and-sound operations, and thus
can  act as the first line of defence
against excessive risk taking. Good
corporate governance and sound
risk management includes standards,
processes, and systems for ensuring
appropriate direction and oversight
by directors and senior managers;
adequate internal controls and
audits; management of risks and the
evaluation of bank performance; the
alignment of remuneration with
appropriate business objectives; and
management  of  capital  and
liquidity  positions.  Effective  market
discipline  requires sound  accounting
and disclosure regimes and the
ongoing attention to a bank’s
soundness  by  rating agencies,
market analysts, f inancial
commentators and other
professionals.  Regulatory  discipline
can  be  exercised  through  effective
regulation covering  the
establishment of new banks, the
imposition of minimum capital
requirements, the qualifications of
directors and managers, sound
business activities, a fit-and-proper
test for controlling shareholders,
standards for risk management,
strong internal controls and external
audits. Supervisory discipline can  be
exercised  by ensuring  that  banks
are  monitored  for safety and
soundness as well as compliance
issues and that corrective actions are
taken promptly when problems

A  deposit  insurance system  can
deal  with  a  limited number  of

simultaneous  bank failures,
but cannot be expected to deal

with a systemic banking crisis by itself.

1. Contextual issues

(a) Policymakers have many choices
regarding how they can protect
depositors. Explicit, limited coverage
deposit  insurance  (“a deposit
insurance system”) is  preferable  to
implicit protection if it clarifies the
authorities’ obligations to depositors
and limits the scope for discretionary
decisions that may result in arbitrary
actions. However, such a system
needs to be properly designed, well
implemented and understood by the
public in order to be credible. It also
needs  to  be  supported by  strong
prudential  regulation and
supervision, sound accounting and
disclosure regimes, and  the
enforcement  of effective laws.

(b) A  deposit  insurance  system  can
deal  with  a  limited  number  of
simultaneous  bank failures, but
cannot be expected to deal with a
systemic banking crisis by itself.

2. Moral hazard

(a) A well-designed financial safety
net contributes to the stability of the
financial system; however, if poorly
designed, it may increase risks,
notably,  moral  hazard.  Good
corporate governance and sound
risk management of individual banks,
effective market discipline, and
frameworks for strong prudential
regulation, supervision  and laws,  can
mitigate moral  hazard  and  these
elements  are most effective when
used  in concert.

The mandate of the Working
Group was to develop guidance on
sound deposit insurance
arrangements for countries
considering the adoption of a deposit
insurance system or the reform of an
existing one. The mandate specified
that such guidance should  be
developed through a consultative
process that included countries
interested in  deposit  insurance
issues. The  guidance was to be
reflective of, and adaptable to, the
broadest set of circumstances,
settings and structures.

In  fulfilling  its  mandate  the
Working Group engaged in a wide
range of activities. These included
the publication of a series of business
plans and discussion papers on
specific issues2, outreach sessions,
seminars, conferences, utilization of a
Website to solicit feedback and share
knowledge, and the production of
this Final Report. The discussion
papers identified critical issues
associated with adopting an explicit,
limited coverage deposit insurance
system or with reforming an existing
one. The Working Group met with
over 400 people from over 100
countries and they have been kept
fully informed about the
development of the guidance topics.

Key Points of Guidance

The Working Group was asked to
develop guidance for the benefit of
countries  considering the  adoption
or the  reform  of  an  explicit,  limited-
coverage  deposit  insurance  system.
The  following points of guidance
summarize the main conclusions and
suggestions by the Working Group to
help policymakers design, implement
and continually  assess  a  deposit
insurance  system.  These points are
reflective of, and adaptable to, a
broad set of circumstances, settings
and structures.

2 For a more in-depth examination of the topics presented in this report,  visit: www.fsforum.org.



attention to public attitudes and
expectations.  Countries  with a high
level of capital mobility, and/or a
regional integration policy, should
consider the effects of different
countries. protection levels and other
related policies.

(b) If  a  country decides transition
from a blanket guarantee to a
deposit insurance system, the
transition should be as rapid as a
country’s circumstances permit. A
country  considering  such  a
transition  should undertake the same
type of situational analysis as a
country moving from implicit
protection to a deposit insurance
system. In addition, three special
issues will need to be considered. First,
how  to  allay  fears because
protection for depositors and other
creditors is  being  reduced.  Second,
policymakers should consider the
capacity of the banking system to
fund a new deposit insurance  system.
The third issue concerns how fast the
transition should proceed.

6. Self-assessment methodology
(SAM)

Policymakers should consider the use
of an iteractive self-assessment
methodology to assist them in the
design, implementation, modification
and continuous assessment of a
deposit insurance system.

7. Mandate and powers

(a) There is no single mandate or set
of mandates suitable for all deposit
insurers. Existing deposit  insurers have
mandates ranging from narrow, so-
called “paybox” systems to those with
broader powers and responsibilities,
such as risk minimization with  a
variety of combinations in between.
Whatever the mandate selected, it is
critical that there be consistency
between the stated objectives and
the powers and responsibilities given
to the deposit insurer.

(b) Formally specifying the mandate
of a deposit insurer (either in law, in a

The  strength  of  prudential  regulation
and  supervision  will  have

implications  for  the effectiveness of a
deposit insurance system.
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surface, including the closure of
banks when necessary.

(c) Ensuring that a deposit insurance
system contains certain design
features can  also mitigate moral
hazard. These features may include:
placing limits on the amounts insured;
excluding certain categories of
depositors from coverage; using
certain forms of  coinsurance;
implementing  differential  or  risk-
adjusted  premium  assessment
systems;  minimizing  the  risk of loss
through early closure of troubled
banks; and demonstrating a
willingness to take legal action, where
warranted,  against  directors and
others for improper acts.

3. Public policy objectives

(a) The first step in designing a
deposit insurance system is to identify
the public policy objectives that it is
expected to achieve and these
objectives must be well understood.
The principal objectives for deposit
insurance systems are to contribute
to the stability of  the financial system
and to protect less-financially-
sophisticated depositors. The choice
of how a deposit insurance system is
to be operated depends on many
factors that are unique to each
country and its governmental and
financial systems.

(b) A continuous-improvement
process should exist for reviewing the
extent to which a deposit insurance
system is meeting its public policy
objectives and its mandate.

4. Situational analysis

(a) Policymakers  should  conduct  a

situational analysis when adopting or
reforming  a deposit insurance
system. This analysis should examine
conditions and factors such as: the
level  of  economic  activity;  current
monetary  and  fiscal  policies;  the
state  and structure  of  the  banking
system;  public  attitudes  and
expectations;  the  legal framework;
prudential  regulatory,  supervisory,
accounting  and  disclosure  regimes.

(b) Where existing conditions and
factors are not ideal, it is important
to identify gaps and thoroughly
evaluate  the options available since
the establishment of a deposit
insurance system is not a remedy to
deal  with  major  deficiencies.  If
actions  are necessary, they can be
taken before, or in concert with, the
adoption or reform of a deposit
insurance system.

(c) Deposit insurance systems
cannot be effective if relevant laws
do not exist  or  if  the legal regime is
characterized by inconsistencies.

(d) The  strength  of  prudential
regulation  and  supervision  will  have
implications  for  the effectiveness of
a deposit insurance system. Strong
prudential regulation and supervision
should allow only viable banks to
operate. Banks should be  well
capitalised and follow sound-and-
prudent risk management,
governance and other business
practices.

5. Transitioning from a blanket
guarantee to a deposit insurance
system

(a) When  transitioning,
policymakers  should  pay particular
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11. Interrelationships among safety-
net participants

(a) When a single organization
performs all of the safety-net
functions the smooth resolution  of
potential tensions is dependent on
clarity of mandates and an
adequate accountability regime
among the relevant departments.
However, when the  functions are
assigned to different organizations,
issues related to information sharing,
allocation of  powers  and
responsibilities, and coordination of
actions among the different functions
is more complex and need to be
addressed clearly and explicitly.

(b) A deposit insurer’s information
needs vary significantly according to
its mandate and powers, but the
need for close coordination and
information sharing among safety-net
participants  is  essential  in  all  cases.
Rules  regarding  confidentiality  of
information should apply to all safety-
net participants.

(c) It  is  highly  desirable  to  formalize
information-sharing  arrangements
either  through legislation,
memoranda of understanding, legal
agreements, or a combination of
these techniques. These
arrangements may also be useful in
providing a general framework for
safety-net participants to coordinate
their related activities.

The form of governance utilised in
a deposit insurance system should

reflect  the mandate and the
   degree to which the deposit insurer is

legally separated from the other
financial safety net participants.

should be subject to a fit-and-proper
test, and they should be free from
conflicts of interest.

(b) Governance systems and
practices should be developed on
the basis of sound strategic planning,
risk-management  processes,  and
good internal-control and audit
systems. The governance structure
should be transparent and subject to
clear oversight and accountability.
Rules specifying corporate
governance practices should be
developed.

10. Human resources and statutory
indemnification

(a) The ability to attract and retain
qualif ied employees is a key
challenge for most deposit insurers.
Deposit insurers may meet this
challenge by: the use of dedicated
resources, access  to  the  resources
of other financial safety-net
participants and/or reliance on
outside service providers.

(b) The importance of statutory
indemnification should  be
recognized  and  employees  of the
deposit insurance system should
receive legal protection against
lawsuits for their actions  taken  in
good faith. The lack of legal
protection for employees can reduce
incentives to be vigilant in carrying
out their responsibilities,  particularly
in  cases where mandates emphasize
early detection, intervention and
closure of troubled banks.

formal policy statement, an
agreement or by private contract)
clarifies the role of deposit insurance
within  the  financial  safety  net.
Clarity  of  the mandate  reinforces
the  stability  of  the financial system
and contributes to sound
governance and greater
accountability.

(c) As a general principle, a deposit
insurer should have all powers
necessary to fulfill its mandate. All
deposit insurers require the ability to
enter into contracts, set appropriate
requirements, and access timely and
accurate information to ensure that
they can meet their obligations to
depositors promptly.

8. Structure

Policymakers must determine
whether the deposit insurance
function  should  be assigned to an
existing organization or whether a
separate entity should be
established. Regardless of how the
deposit insurance system is
structured, it is vitally important to set
clearly the responsibil ity and
accountability of each safety-net
function.

9. Governance

(a) The form of governance utilized
in a deposit insurance system should
reflect  the mandate and the degree
to which the deposit insurer is legally
separated from the other financial
safety-net participants. The
governing body of the deposit
insurance system should include
individuals with requisite knowledge
to understand  the organization’s
activities and the environment in
which it operates, and they should
have the authority to make decisions.
The deposit insurer should have
access to the input and views of the
other safety-net participants and
relevant interested parties. Members
of the governing body and
management of the deposit insurer



depositors holding larger account
balances to monitor banks. In order
for coinsurance to be effective,
extensive  information  needs  to  be
provided  to  the  public  regarding
the financial condition of banks.

(e) Coverage limits may need to be
adjusted periodically because of
inflation, the growth of real income,
the development of new financial
instruments, and the way in which
these factors influence the
composition and size of deposits.
(page 25)

(f) The decision whether to cover
deposits denominated in foreign
currencies  depends heavily on a
country’s usage of foreign currency.
When usage is high, it would be of
little value to institute a deposit
insurance system without covering
these deposits. An important decision
is whether to reimburse insured
deposits in  local  or  in  foreign
currency  when  a  bank  fails.
Policymakers should ensure that
banks have sound foreign-exchange
risk-management systems and
controls in place. Furthermore, the
deposit insurer should develop sound
policies and procedures to manage
prudently any foreign-exchange risk
it faces. In designing such policies
and procedures, the deposit insurer
may wish to draw on the expertise
residing in banks.

14. Funding

(a) Sound funding arrangements are
critical to the  effectiveness  of  a
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12. Membership

(a) Banks that are to be included in
a deposit insurance system should be
subject to strong prudential
regulation and supervision.

(b) In general, membership should
be compulsory to avoid adverse
selection.

(c) Policymakers should determine
whether eligible banks will be given
membership automatically or
whether they should be required to
apply for entry. The latter option
provides a degree of flexibility for the
deposit insurer to control the risks it
assumes by establishing entry criteria.
It can also serve to enhance
compliance with prudential
requirements and standards. In such
cases, an appropriate transition plan
should be in place that details the
criteria, process and time frame for
attaining membership and the
criteria should be transparent.

(d) Appropriate mechanisms are
necessary to ensure that membership
requests are handled  expeditiously
and  effectively,  and  that  eligible
banks  are  required  to  meet
minimum prudential standards and
entry requirements.

(e) Policymakers take different
approaches in deciding which
financial institutions should be
covered by deposit insurance.
Domestic banks are  the  principal
members of most deposit insurance
systems; in some countries, foreign
banks and  branches,  non-bank
financial institutions, and state-owned
banks also are members. Such entities
might be included to enhance the
stability of the financial system, to
ensure competitive equity, to
diversify  the  deposit  insurer’s  risks,
and  to  apply  prudential  regulatory
and supervisory rules to non-bank
financial institutions that accept
deposits and deposit-like products.

13. Coverage

(a) Policymakers should define
clearly in law or by private contract
what is an insurable deposit. In doing
so, they should consider the relative
importance of different deposit
instruments, including foreign-
currency deposits and the deposits of
non-residents, in relation to the
public-policy objectives of the
system.

(b) The level of coverage can be set
through an examination of  relevant
data,  such  as statistical information
describing the size distribution of
deposits held in  banks. Whatever
coverage level is selected, it must be
credible and internally consistent with
other design features, and meet the
public-policy objectives of the
system.

(c) Given  the  importance  of
effectively  limiting  coverage  and
contributing  to  financial system
stability,  as well  as  keeping  the
requirement  for  information
reasonable,  it  is preferable to apply
deposit insurance on a per depositor
per bank basis.

(d) One approach to foster market
discipline and to reduce somewhat
the costs of deposit insurance is the
use of coinsurance. If coinsurance is
adopted,  it  should  be  applied
above a certain amount. This will
provide individuals holding small
account balances full protection
against the risk of loss, while
maintaining the incentive for
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The deposit insurer should
ensure that funds are well managed

      and readily available to
cover losses as they arise.
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keeping the risk profiles of individual
banks confidential.

15. Public awareness

In order for a deposit insurance
system to be effective, it is essential
that the public be informed about its
benefits and limitations. Experience
has  shown  that  the characteristics
of a deposit insurance system need
to be publicized regularly so that its
credibility can be maintained and
strengthened.

16. Cross-border issues

(a) If the host-country system
provides supplementary coverage,
multiple reimbursements of insured
depositors should be avoided. The
deposit insurance already provided
by the home-country  system  should
be  recognized in the determination
of levies and premiums.

(b) Provided confidentiality is
ensured, all relevant information
should  be  exchanged between
deposit  insurers  in  different
jurisdictions and possibly between
deposit insurers and other foreign
safety-net participants when
appropriate. In any case, deposit
insurers should receive all information
necessary to enable a prompt
reimbursement of depositors’claims
and to enable them to meet their
mandate.

17. Failure resolution

(a) Cooperation among the various
financial safety-net participants, both
before and after a  failure,  is  essential
if troubled banks are to be handled
in a timely and effective manner.

(b) The determination and
recognition of when a bank is in
serious  financial  difficulty should be
made on the basis of well-defined
and  transparent  criteria  by  a  safety-
net participant with authority to act.
Prompt and decisive actions are
crucial to reduce the cost of a bank

(f) In principle, there are two
approaches available to establishing
a  deposit  insurance fund. One
approach is to assess a steady
premium rate over a long  period,
while  the other involves developing
a premium system designed to
maintain a target fund ratio or range.
If the target fund ratio method is
chosen it should be sufficient to
reduce the probability  of  the  fund’s
insolvency to an acceptable
minimum, although estimating
probabil it ies of loss is very
complicated in practice.

(g) A case can be made either for
establishing and maintaining one
fund or for establishing and
maintaining separate funds for
different types of financial institutions
that accept deposits from the public.
If separate funds are established,
policymakers should ensure that
distinctions among the institutions
and their funds do not contribute to
competitive distortions.

(h) Policymakers have a choice
between a flat-rate premium system
or a premium system that  is
differentiated on the basis of
individual-bank risk profiles. The bases
and criteria used in a risk-adjusted
differential premium system should be
transparent to all participants.  As
well,  policymakers who adopt risk-
adjusted differential premium systems
should ensure that necessary
resources are in place to administer
the system appropriately. If
policymakers choose to adopt  risk-
adjusted  differential  premiums,
consideration should be given to the
advantages and disadvantages of

deposit  insurance system and the
maintenance of public confidence.
A deposit insurance system should
have available all funding
mechanisms necessary to ensure the
prompt reimbursement of depositors’
claims. Inadequate funding can lead
to delays in resolving failed banks, to
significant  increases  in  costs  and
to  a  loss  of  credibility  of  a  deposit
insurance system.

(b) Member banks should pay the
cost of deposit insurance since they
and their clients directly  benefit from
having an effective deposit
insurance system. However,
policymakers should consider the
effect of premium levels on the
financial  health  of the banking
industry.

(c) Policymakers should choose an
assessment base against which a
given premium rate will be applied.

(d) The deposit insurer should ensure
that funds are well managed and
readily available to cover losses as
they arise. This can be accomplished
by implementing appropriate
investment  policies  and  procedures,
and by instituting sound internal
controls, disclosure and reporting
systems.

(e) In practice, deposit insurance
systems often are funded on a
combined ex-ante and ex-post basis.
The advantages  and  disadvantages
with  ex-ante and  ex-post funding are
generally applicable to hybrid
funding arrangements.

The characteristics of a deposit
insurance system need to be

publicised regularly so that its
credibility can be maintained and

strengthened.



Transparency  and access to
information are key factors

in marketing failed-bank assets.

(d) Claims and litigation advanced
by the failed  bank  or  the  receiver/
liquidator  against directors, officers,
auditors and other parties related to
the bank failure are potentially
important assets. These claims may
result in significant recoveries and
may serve as a tool for fostering
discipline in the banking sector. For
these reasons, potential claims should
be identified and investigated
carefully  to  determine  the
appropriateness  and potential for
recovery before being pursued.

20. Depositor ranking
collateralization and rights of
set-off

(a) Policymakers  should  be  aware
of  the potential effects of existing
depositor priority laws  or statutes on
failure-resolution costs and the
incentive for depositors or other
creditors to exert market discipline.

(b) Policymakers  should  be  aware
of the effects of collateralization.
Extensive collateralization of a  bank’s
liabilities  may  affect  the  deposit
insurer’s  cost  and impinge on its
ability to provide financial assistance
to a troubled bank.

(c) Some countries  emphasize  the
importance  of set-off while others
believe that it can contribute to
unequal treatment. If set-off is
allowed, a number of issues should be
considered, including whether set-off
should apply to all loans or only those
due or in default. Set-off also can be
influenced by the priority of claims in
a bank failure. These issues generally
involve trade-offs and require
country-specific solutions.

*DI WORLD  presents global  developments in deposit insurance organizations.
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failure,  but  care  needs  to  be  taken
to  address  confidentiality  issues  to
protect the exchange of information
among financial safety-net
participants.

(c) An effective failure-resolution
process should: meet the deposit
insurer’s obligations, ensure that
depositors are reimbursed promptly
and  accurately,  minimize  resolution
costs and disruption of markets,
maximize recoveries on assets, settle
bona-fide claims on a timely and
equitable basis, and reinforce
discipline through legal actions in
cases of negligence or other
wrongdoings.

(d) Three basic failure resolution
options exist: l iquidation  and
reimbursement  of depositors’claims;
p u r c h a s e - a n d - a s s u m p t i o n
transactions (sales); and open-
financial assistance. Bankruptcy/
insolvency and other laws may
heavily influence the choice of
resolution methods since such laws
vary considerably among countries
and, in some cases, may make a
particular resolution method  difficult
to  implement. Because of the special
significance of banks and bank
failures, policymakers may wish to
review whether bankruptcy/
insolvency laws facilitate  the  orderly
exit  of  troubled banks.

18. Reimbursing depositors

(a) Systems and processes should be
developed in order to undertake
preparatory reviews of deposit
liabilities held by troubled banks. This
requires  development  of
administrative  practices  and
procedures  and  the  ongoing  review
of  the  quality  and security of bank
deposit records.

(b) The  deposit  insurer should know,
as soon as possible, when a bank will
be closed. Access to the necessary
deposit data before the bank is
closed  lessens  the  risk  of

manipulation of records, shortens the
time for completing the
reimbursement process, and helps
preserve public confidence.

(c) The reimbursement process
should be evaluated ex-post to
incorporate lessons learned.

19. Claims and recoveries

(a) The powers provided to the entity
responsible for the claims-and-
recoveries function should  be guided
by  applicable laws and should
include control of the failed bank’s
assets;  contract  r ights  and
privileges;  the  ability  to  allow  or
disallow  claims;  the capability  to
enforce  or repudiate certain
contractual obligations; and the
abil ity to challenge fraudulent
transfers and transactions. (page 36)

(b) Asset-management and
disposition strategies should be
guided by  commercial
considerations and their economic
merits, given the quality of the assets,
the depth and condition of markets,
the availability of expertise in asset
management and disposition, legal
requirements  relating  to  the
disposition  of  assets,  and  public-
policy  objectives.

(c) Transparency  and access to
information are key factors in
marketing failed-bank assets. In
principle, a wide range of methods is
available for disposition of the assets
of failed banks, including: asset-by-
asset sales; auctions or sealed  bids;
asset  pools; securitization; asset-
management companies; and
equity partnerships.
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How can PDIC better provide
depositor protection?

Para sa isang katulad ko na malaki ang sakripisyo at pagtitiis para lamang kumita, dapat pangalagaan ng PDIC
ang mga small depositors tulad namin. Alam naman ng publiko na ang inilalagay namin sa bangko ay talagang
pinaghihirapan namin. Paano na pag may nangyaring hindi maganda sa bangkong aming pinagdedeposituhan?
Hindi ba dapat lamang na bigyan kami ng kaukulang proteksyon ng ating gobyerno lalo na laban sa mga malalaking
bangko na ang binibigyan ng proteksyon at inaalagaan ay ang malalaking depositor.

- Emil Glinoga, Seaman

PDIC should find a way to protect depositors who have more than P100,000 deposits. After all, deposits of more than
that amount are hard-earned money. I think our government should make sure that bad bankers should be punished
but so far we have not heard of a banker who has been brought to law.

- Minda Maliwat, Finance Officer, law office

For a microfinance bank like us, PDIC should ensure that we are given monitoring/risk factors that will guide us in
good governance.   - Nisa Pili, Audit, microfinance bank

Current practice is that deposit of up to P100,000 is insured with PDIC. For better depositor protection, PDIC can
provide insurance for deposit of up to P200,000. This will discourage prospective depositors to invest their hard-
earned money in pyramid schemes, etc.    - Bim Tordesillas, Employee, Philam Plans Inc.

(1) It’s an insurance package that reassures depositors that their money is protected  (kaya lang up to P100,000
lang) so for me, I don’t put more than that amount in any bank. Talo if over ka e.  (2) Observing people in a bank, it
seems that they really don’t know what PDIC means or what’s its purpose but if they don’t see the logo on the bank
door, they get worried. They usually ask the teller what it is all about.  (3) I haven’t seen a lot of articles about PDIC
except when it’s in a supplement for an occasion. Not much exposure sa media.  (4) The essence of PDIC only
becomes real when there’s a bank run or a bank closes down.  - Arminda V. Santiago, Professor, UP Film Institute

Increase the amount of coverage up to P200,000.  Quarterly audit of bank deposits.   -  Gerry Urgelles, MIA Authority

Closer and more vigilant monitoring of banks.  Stiffer penalties on erring banks.  Higher insurance coverage of at
least P500,000.   - Alex Cuenca, MD, Quezon City

Increase deposit insurance coverage and provide additional incentives both for the banks and the depositors. PDIC
must conduct seminar/workshop on insurance coverage and hold regular meetings with banks’ clients/depositors
for an open discussion.    - Nemy Sumulong, LBP

Nowadays, people are apprehensive of our situation financially, socially and politically.  With the assurance of
protection from PDIC, depositors can now count that their personal property (money) is in safe hands.  One can
surmise that with this development, there will be more deposits coming from especially the mediocre sector of the
society.   - Roland Kapunan, PCSO
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