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A deposit insurance system is one crucial part of a financial safety net which can; however, cause
serious effects on the financial institution system. One of those effects is a moral hazard problem that can
eventually weaken the financial institution system, thus reducing the creditor’s confidence, the depositor’s
confidence including a contagious run on the bank, and the stability of the national financial system. This
subsequently makes an expensive deposit insurance fund reimbursed by a deposit insurance corporation.

The findings from this research revealed that the deposit insurance corporations should be authorized
to examine financial institutions through examination measures both on-site and off-site, assign an institution
rating for an enforcement action, and take effective precautionary measures. In addition, to create depositors’
confidence and protect creditors as well as maintain the stability of the financial system, the deposit insurance
corporations should have the authority to manage the assets and liabilities (or resolution measures) of any
troubled financial institution as follows:

1) A corrective action. In the case that the troubled financial institutions can be rehabilitated, the
deposit insurance corporations may use a solution called “bail out”, “direct financial assistance” or
“restructuring plan”. If; however, the troubled financial inctitutions cannot be rehabilitated, the deposit
insurance corporations may use a solution called “deposit payoff” or other solu.tions that cost less such as
purchase and assumption (P&A), merger and acquisition (M&A) or closure and liquidation.

2) A liquidation action. Afier any troubled financial institutions are closed, the deposit insurance
corporations will have ihe authority to manage all the assets and liabilities, to collect all the assets and
distribute them to all ceeditors, including the deposit insurance corperations (the subrogator) in an equal
manner.

Once the deposit insurance corporations have the authority over the troubled financial institutions as
mentioned above, the deposit insurance system will be more effective. As a result, the moral hazard problem

will be prevented or eliminated, and the national stability and financial safety net will be maintained.



