ANNEX 1


Policy Initiatives for

Further Development of the Banking Sector

(A) 
Overall approach 


(i)
Encourage market liberalisation and enhance the level of competitiveness of the Hong Kong banking sector in order to promote greater efficiency and innovation in the market;


(ii)
In parallel with (i) above, strengthen the banking infrastructure with a view to enhancing the safety and soundness of the sector; and


(iii)
By gradual elimination of regulatory barriers, allow market forces to play a greater role in determining the appropriate number of institutions in the banking sector.

(B)
Market reform and liberalisation measures


(i)
Subject to a stable economic and banking environment, adopt a two-phased approach to deregulate the remaining Interest Rate Rules with the first phase to begin on 1 July 2000 with the remaining regulated time deposits with a maturity of below seven days and the second phase to begin on 1 July 2001 with savings and current account deposits; 


(ii)
Relax the one branch policy in the second half of 1999 by allowing foreign banks currently subject to the one building condition to open up to three branches initially to which customers have access (full relaxation of this policy should be considered upon a review in 2001);


(iii)
Subject to appropriate contractual arrangements being agreed with Hong Kong Interbank Clearing Limited, allow access by restricted licence banks to the Real Time Gross Settlement System in the second half of 1999 for the purpose of settling Clearing House Automated Transfer System (CHATS) payments;


(iv)
Simplify the three-tier authorisation system into a two-tier system, following review in the second half of 2000 of the detailed ways to achieve this; review the minimum paid-up capital requirements for different tiers of authorised institutions at the same time; and


(iv)
Review the existing requirements for a local banking licence towards the second half of 2001.

(C)
Safety and soundness enhancement measures


(i)
Conduct a detailed study in the first half of 2000 on the issue of establishing an explicit depositor protection scheme in Hong Kong and review the desirability of setting an asset maintenance requirement for banks in Hong Kong in relation to the Priority Payment Scheme for small depositors under the Companies Ordinance;


(ii)
Clarify the HKMA’s role of lender of last resort for banks in Hong Kong;


(iii)
Continue the efforts to improve the financial disclosure requirements for banks in line with international best practices;


(iv)
Develop a more formal risk-based supervisory system in Hong Kong;


(v)
Conduct a detailed feasibility study in the first half of 2000 on a commercial credit register for the banking system in Hong Kong; and


(vi)
Promote high standards of corporate governance within the banking system.
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