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Definition of an Integrated Protection
Scheme (IPS)
•

A system where a single deposit insurer provides guarantee or protection
to investors in security firms (Investor Compensation Scheme: ICS) and/or
policy holders of insurance companies (Insurance Guarantee Scheme: IGS)
in addition to depositors in deposit-taking financial institutions (Deposit
Insurance Scheme: DIS) for the loss of insured funds in the event of a
member institution’s failure.

• Enhancing protection schemes around the world
Ø Recently adopting explicit IGS: Malaysia, Singapore, Indonesia, Hong
Kong and ICS: Serbia
Ø Plan for expansion of protection schemes: Jamaica, Kazakhstan,
Russia, and Slovenia
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Overview of IPSs
around the World
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Overview of IPSs around the World
• KDIC (Korea) and FSCS (UK) - only two fully-integrated protection scheme
covering all of DIS, ICS, and IGS.
• 11 cases of integration of DIS and ICS: mostly observed in EU jurisdictions
Ø To meet the obligations under the EU directives on DGS and ICS, some
existing Deposit Insurers have extended their schemes to include ICS.
• There are 3 DIS and IGS providers:
Ø MDIC (Malaysia) and SDIC (Singapore) offer guarantees for both life
and non-life policyholders as well as deposit insurance coverage.
Ø APRA (Australia) protects non-life and offers deposit insurance
coverage.
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Design Features and
Challenges in Adopting
an IPS
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Why Integrated Protection Schemes?
•

Economies of scale and scope
Ø Expertise : Knowledge and experience from one sector can be applied
across the scheme.
Ø Cost efficiency : Redundant operational costs can be eliminated.
Ø Efficient resource allocation : With just one scheme, infrastructure and
supervisory resources can be leveraged more efficiently.
Ø Create critical mass: investment, continuity of activities enhancing the
overall state of readiness, and consistency of public awareness programs.

•

Omnibus act for various protection schemes
Ø DP Act (KDIC of Korea), MDIC Act (MDIC of Malaysia), FSMA (FSCS of UK)
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Why Integrated Protection Schemes?
•

Coordinated policy decisions internally and with other safety net
participants
Ø minimizing inconsistencies and inter-agency conflicts in policy decisions
and approach
Ø liaising with government, regulator, central bank and international
counterparts

•

Improving resolution and crisis response capabilities
Ø Single point of contact when intervention and failure resolution are
needed
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Challenges in Adopting an IPS
• Getting legislative approval
• Public policy objectives and institutional arrangements:
– Multiple mandates and focus
– Resource constraints in multiple failures
• Designing effective features and operational challenges
• Financial safety net coordination arrangements
• No one size fits all: path dependent for each jurisdiction!
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Design Features: Coverage Limits
•

•

Most common guiding principles:
i.

The majority of consumers (individual and small-scale retail and
corporate) sufficiently protected

ii.

No incentive for a preemptive run

iii.

Different levels of coverage for different sectors to reflect the
characteristics of each sector

Some findings:
Ø Coverage limits (in general) : Insurance > Deposit > Investment
Ø Different levels of coverage for different sectors in most cases except
for Korea
Ø 100% protection for compulsory insurance (e.g. motor insurance)
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Design Features: Coverage Scope
•

Some findings:
i. DIS: Principal at maturity guaranteed
Ø while investment products (e.g. performance-linked products,
beneficiary certificates) are not insured.
ii. ICS: mainly covers loss arising from insolvent securities firms
Ø bad investment advice and poor investment management covered
by FSCS of the U.K.
iii. IGS: both life and non-life insurance
Ø persons protected - individuals, small enterprises or corporations?
Ø products protected - based on the type of policies or benefits?
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Design Features: Funding
•

Funding type
Ø Combination of ex-ante and ex-post
Ø Use of target fund system and differential premium system

•

Pooling or separate fund managements?
Ø Most separate but some allow cross-financing/loans

•

Emergency back-up funding facilities
Ø Borrowing/standing line from the government, central bank, insured
financial institutions, and/or other funds/accounts, bond issue, etc.
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Design Features: Resolution
•

IPS as a resolution authority
Ø Wide toolkit to resolve troubled non-viable financial institutions in a way
that can minimize costs to the financial system
Ø Least-cost principles for the IPS Fund

•

For IPS, intervention and resolution powers to complement supervisors
Ø MDIC, KDIC – resolution authority
Ø FSCS – paybox with expanded powers but Special Resolution Unit of BOE
is the resolution authority
Ø FCS is a paybox and APRA –prudential supervisor and resolution authority
Ø SDIC is a paybox (except for IGS, some resolution powers) and MAS –
prudential supervisor and resolution authority
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Relationship with Prudential
Regulatory Set Ups
• Having an integrated financial supervisor influenced the set up of an
integrated deposit insurer
Ø Financial Services Commission vs. KDIC (Korea);
Ø PRA and FCA (FSA in the past) vs. FSCS (UK);
Ø Bank Negara Malaysia vs. MDIC (Malaysia);
Ø APRA is an integrated prudential supervisor;
Ø MAS is an integrated prudential supervisor .
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Some Conclusions
•

IPS is generally being considered when:
i.
There is an existing DIS in place;
ii. When the DIS is a statutory body; and
iii. No culture of de-centralisation of regulatory powers.

•

Institutional arrangements path dependant, most important is to ensure the
arrangement achieves the following:
Ø comprehensive and equal protection for financial consumers in different
sectors;
Ø reduce adverse incentives (moral hazard);
Ø cost efficiency;
Ø avoid competitive distortions; and
Ø safeguard the stability of the financial system.
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