ENHANCING DEPOSIT PROTECTION IN HONG KONG
SUMMARY REPORT ON RESULTS OF PUBLIC CONSULTATION

I.  BACKGROUND
On 24 October 2000, the Hong Kong Monetary Authority (HKMA) published a Consultation Paper on enhancing deposit protection in Hong Kong.  The purpose of the exercise was to collect public views on the need to enhance deposit protection and the best option to achieve such protection. 

2. The consultation closed on 17 January 2001 although a few late comments were accepted and incorporated into this report.  Public views were collected from various channels, including written submissions from members of the public, a motion debate in the Legislative Council, discussions in District Councils, and meetings with banks and other interested parties.  A total of 55 written submissions were received and 22 discussions were held.  


Written Submissions



Discussions/Meetings

Legislative Council
-

1 (in the form of a motion debate)

District Councils
-

11

Banking sector
32


9


Public sector organisations
2

12

Commercial sector
6


-

Political parties/ Representative groups
2

-

Academics 
1

-

Individuals/ Groups of individuals
12

-

Total 
55

22

3. The results of the exercise can be summarised into two parts.  The first part focuses on the fundamental question of whether a deposit insurance scheme (DIS) should be introduced in Hong Kong, and the second part addresses respondents’ comments on the design of the model DIS proposed in the consultation paper.   

II.  GENERAL COMMENTS
4. The exercise indicates that there is broad public support for the introduction of a DIS in Hong Kong.  From those who supplied written submissions or whom the HKMA met to discuss, 41 out of the 59 respondents (excluding the Legislative Council, 11 District Councils and the six duplications mentioned in footnote 2) registered support for a DIS: 

Submissions from and meetings with relevant parties


For


Against
Neutral

· Banking sector
25

9

2


· Public sector organisations
2
-
-

· Commercial sector
6
-
-

· Political parties/ representative groups
1
1
-

· Academics 
1
-
-

· Individuals/ Groups of individuals
6
6
-


41


16
2

5. In addition, the proposed introduction of a DIS also received support from representative bodies, e.g. the Legislative Council and the District Councils.

Legislative Council 

6. On 13 December 2000, the Legislative Council passed a motion by a wide margin urging the Government “expeditiously to implement a DIS which is cost effective and easy for depositors to understand, for effectively protecting small depositors, and to formulate appropriate complementary measures aiming at reducing the risk of moral hazard”.

District Councils

7. The HKMA offered a briefing to the 18 District Councils and was invited by 11 of them to attend a council or sub-committee meeting.  Most of the District Councillors who spoke at the meetings expressed support in principle for the introduction of a DIS in Hong Kong although some of them expressed caution regarding the potential cost implications for depositors.

Political Parties and Representative Groups

8. Written submissions were received from a political party and a political think tank.  The former was in favour, while the latter was against the introduction of a DIS. 

Consumer Council

9. The Consumer Council considered that a DIS would best serve the interest of consumers.  The option of merely enhancing the existing priority payment scheme would mean that depositors could still be exposed to shortfall risk and loss of liquidity.  While the option of a claims advance scheme would be an improvement on the current arrangements, this would involve some costs to the Government.  If banks were to contribute to a deposit protection scheme, the Council believed that it would be more transparent and simpler for this to be done via an explicit insurance scheme.

Banking Industry

10. Views of the banking industry were divided. Amalgamating the submissions from individual institutions received by the Hong Kong Association of Banks (HKAB) with those received by the HKMA, nine institutions (including two major banks) opposed the introduction of a DIS, while 18 institutions (mainly small and medium sized banks) were supportive and generally endorsed the DIS model proposed in the Consultation Paper.  Five other institutions (including another major bank) agreed in principle with the introduction of a DIS provided that it was carefully designed, could differentiate between strong and weak institutions and was cost effective.

11. The major banks which opposed a DIS believed that the following alternatives would better achieve the objectives of enhancing protection of depositors:

(a) a combination of (i) the present priority claim arrangement for small depositors with basic enhancement and (ii) claims advance scheme as proposed in the consultation paper;

(b) banks arranging their own insurance through a private insurance company; and

(c) a voluntary deposit insurance scheme modelled after the mortgage insurance scheme operated by the Hong Kong Mortgage Corporation.  Under such a scheme, a Government or HKMA-owned agency would underwrite the insurance on deposits from individual depositors.  The underwriting agency would then reinsure its risks with commercial insurers. 

12. In light of this, HKAB did not take a position and its submission simply reflected the divided views of its members.

13. The DTC Association indicated general support for a DIS, although it admitted that there was no strong consensus amongst its members. 

Other Sectors  

14. Respondents from the industrial and commercial sectors appeared to be in favour of a DIS compared to other forms of protection. Two trade and industry associations which provided written comments supported a DIS.  Three consultancy firms, an investment house and an academic also registered support for a DIS. 

General Public

15. Of the 12 submissions received, the views were divided.   A political party conducted a telephone survey on deposit insurance in December 2000.  61% of the 627 people polled supported a DIS, whereas 16% were opposed. 

III.
ARGUMENTS FOR AND AGAINST A DIS
Arguments For 

16. The following arguments were commonly cited by those who support a DIS:

(a) given the rapid developments in the banking sector, including globalisation, deregulation and on-going technological advances, the banking sector will be subject to increasing externalities and competition.  There is a need to provide greater protection to small depositors, notwithstanding the fact that our banking sector is well capitalized and that the supervision of the HKMA is effective;

(b) deposit insurance can strengthen Hong Kong’s resilience against external shocks and unfounded rumours.  Past experience shows that rumours and bank runs could happen to both large and small banks alike.  Hence, a DIS is beneficial to both the large and small banks;
(c) deposit insurance will not prevent insolvent banks from failing.  But it does provide a clear procedure for an orderly exit of a failed bank.  It helps avoid industry-wide contagion in the event of a failure or a run at an individual bank, and thereby contributes to the overall stability of the banking system;

(d) compared with the non-insurance based options, a DIS provides better protection to small depositors, in terms of more certainty about the amount and timing of payout;

(e) the international financial community is increasingly in favour of deposit insurance.  The introduction of a DIS will bring the local financial infrastructure more fully into line with other well-established international financial markets;

(f) the moral hazard problem associated with deposit insurance is not insurmountable.  It can be mitigated by a well-structured scheme, as well as through the HKMA’s supervision of the banks and improved market discipline.  After all, apart from pricing, there are other factors such as convenience, services and branding which customers consider in selecting their banks;

(g) a different kind of moral hazard could exist in the absence of a DIS, namely large banks may be considered as “too big to fail”.  A DIS could help provide a level playing field in the banking industry and promote competition to the benefit of consumers;

(h) the cost of a DIS as estimated by the Consultant appears to be acceptable (albeit further reduction is possible).  The introduction of a DIS should not materially alter the banking sector’s profitability or investment attractiveness;

(i) in the event that the cost of deposit insurance is passed onto consumers, the impact would be limited given that the premium will be at a reasonable level.  After all, depositors would have their deposits protected in return; and

(j) the possibility of switching to offshore deposits is low given the inconvenience and administration cost involved. 

Arguments Against

17. The following arguments were commonly cited by opponents of deposit insurance:

(a) there is no proven need for a DIS in Hong Kong.  Banks in Hong Kong are well-capitalised and the HKMA’s supervision has been effective.  Banks have emerged in relatively good shape from the Asian financial crisis, which suggests that the current arrangements for protection of depositors are robust;

(b) it is doubtful whether a DIS that seeks to protect only small depositors could reduce the likelihood of bank failures caused by rumour-driven runs.  If a bank is perceived to be in trouble, it is the run by large depositors that would cause the bank most problems;

(c) a DIS will promote moral hazard by encouraging some banks to take on greater risks and some depositors to select their banks less cautiously, thus undermining rather than enhancing the stability of the banking system;

(d) a DIS will distort free market competition, and is discriminatory against the depositors of larger banks who will never benefit from the scheme;

(e) although the deposit insurance authority is intended to be largely a “pay box”, it might eventually grow into a large and costly organisation;

(f) the estimated fund size is insufficient to cope with the failure of a large bank or multiple failures of smaller banks;

(g) the premium of 10 basis points is too high compared with that in the US and Canada; and

(h) it is likely that banks will pass on the premium and administrative cost of deposit insurance to small depositors.

18. The large banks which are opposed to a DIS also argued that - 

(a) there is a possibility that deposits may leave Hong Kong, seeking exempt offshore deposits in jurisdictions such as Singapore;

(b) it might bring about potential instability in the banking sector at a time when the future profitability of banks is under pressure;

(c) as the cost of doing business rises, banks will outsource their operations to other countries, resulting in a loss of employment opportunities in Hong Kong;

(d) the traditional free-banking environment in Hong Kong will be compromised. Deposit insurance may prompt large banks to pull out of account services for small depositors, withdraw community banking services and exercise more aggressive pricing measures in respect of  small depositors; and 

(e) the sense of perceived “financial stability” instilled would slow the consolidation of smaller and weaker players. 

IV.  COMMENTS ON DESIGN FEATURES 
Institutions Covered

19. The Consultant proposed that only licensed banks should be covered by the DIS while RLBs and DTCs should be excluded.  This proposal is consistent with the existing priority payment arrangement whereby preferential claim status only extends to deposits with licensed banks and with the existing three-tier system of authorization whereby RLBs and DTCs are not permitted to take retail deposits. 

20. There were differing views on whether RLBs and DTCs should be included.  The Consumer Council, a political party and some other respondents agreed that only licensed banks should be covered as the primary objective was to protect small depositors.  Nonetheless, a few District Councillors and one individual recommended that the DIS should cover RLBs and DTCs as well, in order to provide comprehensive protection to small depositors.  The DTC Association pointed out that DTCs/RLBs would be disadvantaged (being perceived to be offering less deposit protection) if they were excluded from the scheme. It proposed that its members should be covered in the DIS but participation could be made optional.  A licensed bank was worried that excluding RLBs and DTCs from the scheme would put these institutions at a more advantageous position (in terms of cost) over licensed banks.  It suggested that if DTCs were to be excluded from the DIS, the minimum deposit requirement for these institutions should be raised to a level higher than the coverage cap. 

21. It was generally agreed that branches of foreign banks in Hong Kong should be covered given their significant presence in the retail banking market.  A merchant bank suggested exempting non-retail banks from the DIS as their participation would offer no additional protection to small depositors.  Some overseas-incorporated banks proposed that they should be exempted if deposits placed with their HK offices were already covered by a comparable DIS in their home countries.  An academic shared this view.

Membership

22. The Consultant recommended that participation in the DIS by banks should be mandatory. 

23. Some large banks and the DTC Association advocated that participation should be voluntary.  These large banks opined that the Consultant had not given sufficient consideration to a variation of a voluntary scheme whereby the depositor could choose whether or not to insure his deposit
.  It would place the onus of risk-taking fairly on the depositor and the cost of insurance would be fully transparent.  There would be no need for a coverage cap under such a scheme.  The coverage could be extended to RLBs and DTCs.

24. However, the majority of respondents were supportive of mandatory participation on the grounds that:

(a) it is the practice usually adopted by other financial centres;
(b) a voluntary scheme would not provide universal protection to small depositors;

(c) a voluntary scheme may give rise to adverse selection whereby only weaker banks would join the scheme.  Several small and medium sized banks indicated that they would not join a voluntary scheme for this reason;

(d) it would be self-defeating if the public perceived the security of their deposits as being linked with an institution’s membership status of the DIS; and

(e) a voluntary system may be a source of instability and can exacerbate the instability in the banking system if depositors rush to transfer their deposits from uninsured banks to insured banks during an impending crisis.

Coverage

Coverage cap

25. The Consultant recommended a coverage cap of HK$100,000, which is consistent with the current priority claim limit in the Companies Ordinance. A coverage cap of HK$100,000 would cover about 84% of depositors by number and 16% of deposits by value.  This is close to the international benchmark quoted by the Consultant of up to 90% of depositors by number and at least 20% of deposits by value.  However, the Consultant acknowledged that there are also good reasons to support a cap of HK$200,000.  In particular, a cap of HK$200,000 would bring Hong Kong within a comparable range of major countries in terms of GDP benchmark.  It would increase the coverage of depositors by number to 90% and the coverage of deposits by value to 24%.

26. The views of non-bank respondents were divided. For example, a political party favoured a smaller coverage so as to reduce cost and minimise the risk of moral hazard whereas another political party and some District Councillors were supportive of a higher cap in order to provide better protection to small depositors and to bring it closer to the international benchmark.  The Consumer Council was amenable to an initial coverage cap of HK$100,000, but urged that a review be conducted at a later stage covering the coverage cap and the feasibility of co-insurance (see below).  

27. The views of the banking industry were unanimous on this issue albeit for different reasons.  The large banks, which were opposed to the introduction of a DIS, considered that a coverage cap should be calculated to protect low income, low net worth, unsophisticated depositors only. Hence, HK$100,000 was preferred to HK$200,000.  There was a suggestion that the coverage cap at the start should be kept low because once the scheme was introduced, with time, there would be pressure for greater protection, ultimately resulting in higher DIS cost.  The small and medium-sized banks generally believed that a coverage cap of HK$100,000 was acceptable (albeit on the low side).  There was also a suggestion that the coverage cap should be set at HK$150,000 in order to be consistent with the level of protection that might be made available under the investor compensation scheme in the securities sector. 

Co-insurance 

28. Given the relatively low coverage cap that is proposed, the Consultant recommended that 100% of deposits up to the chosen cap should be protected.  

29. To help reduce moral hazard and DIS cost, some large banks which are opposed to DIS advocated co-insurance (say 90% protection for the covered deposits).  The Commissioner of Insurance and some District Councillors shared this view.  On the other hand, the Consumer Council and a political party considered that co-insurance should only be considered beyond the first HK$100,000 of deposits, e.g. a tiered-approach whereby the first HK$100,000 is fully protected, but co-insurance could be applied to the next HK$100,000.  The DTC Association agreed that deposits within the HK$100,000 limit should be fully protected.  

30. An academic was of the view that differential protection for different types of deposits can be considered.  Full protection was recommended for current and savings accounts.  Whereas for time deposits, only those with a maturity of not longer than 1 year should be covered.

Premium

31. The Consultant recommended that it would be more appropriate to introduce a flat rate assessment system at least for the early stages of the DIS.  Moving towards a risk-based assessment method could take place at a later stage once the system has fully bedded down and if considered necessary.  Based on conservative assumptions about default probabilities of institutions, the Consultant estimated that a premium of around 10 basis points per annum would be a suitable basis for planning. 

Method of premium assessment

32. Small and medium sized banks and the DTC Association preferred a flat rate assessment system on the grounds that: 

(a) a flat rate can be easily calculated and administered;

(b) the majority of the DISs in place do not at present adopt risk-pricing, and such techniques are not yet well established;

(c) in the absence of a widely accepted risk pricing model, the introduction of a risk based scheme may give rise to unnecessary controversies, which would only delay the implementation of a DIS; and

(d) a risk based premium system would put the “riskier” banks in double jeopardy (in the form of higher capital adequacy requirements and a higher DIS premium).

33. On the other hand, a risk-based approach was widely advocated by most of the other respondents (large banks, District Councillors, political parties, the Commissioner of Insurance, academics, consulting firms and some members of the general public).  They believed that a risk-based scheme could minimise the risk of moral hazard and is equitable to all banks.  In view of the possible technical difficulties in launching straight into a risk-based system, the Consumer Council accepted that a flat rate could be adopted at the start but thought that risk-pricing should be considered at a later stage.  The Commissioner of Insurance however believed that a risk-based system could be designed before the introduction of the scheme, given the length of time that would be taken for developing the DIS.     

34. Despite concerns that leakage of information about individual banks’ risk assessment might be destabilising to the banking sector, the Consumer Council and some District Councillors thought that the risk-based premia paid by banks should be disclosed to the public so that depositors could make an informed choice.

Premium level

35. Large banks considered the indicative premium of 10 basis points too high, compared with those charged in the US (from 0 to 27 basis points) and Canada (from 4.2 to 33.3 basis points).  A number of measures including a lower coverage cap, lower target reserve level, extended build-up period, joint contributions by the Government and setting a cap on the maximum contributions per institution were suggested to help lower the premium.  Further, to minimise cross-subsidization under a flat rate system, some large banks which are opposed to DIS recommended the DIS to apply a sizable minimum annual premium to all banks so that the burden would be well spread among the banks.  This could be regarded as part of the cost of maintaining a banking licence in Hong Kong.  

36. Other respondents, including small and medium sized banks, considered 10 basis points generally acceptable although they believed that there should be room to bring it down a bit. As suggested by some of the banks, a premium level at 5 to 8 basis points could be considered.  Without commenting specifically on the premium level, the Legislative Council, Consumer Council and some District Councillors considered that the DIS should be cost effective, so as to minimise the financial burden on banks or on consumers in the event that the cost was ultimately passed onto them. 

Funding

Funding approach 

37. Two broad financing approaches, namely ex ante funding and ex post funding, were included in the consultation paper for comment.  

38. The large banks noted that both options had defects.  They commented that the disadvantage of ex ante funding, apart from the direct up-front expense, was that it was difficult to determine the size of the fund to be built up.  On the other hand, an ex post funding scheme could encourage imprudent behaviour by some banks, which, if they failed, would escape paying a premium altogether.   They said that whether an ex ante or ex post scheme was adopted, it was important that banks pay a premium or make a provision that hit their profitability every month.  

39. Except for the above comments by the large banks, it appeared that an ex ante funding approach was generally favoured by respondents, particularly the small and medium sized banks.  The main arguments were:

(a) it is simple and easy to manage and has minimal cash flow impact on banks;

(b) the existence of a pool of funds would help speed up payout and bolster depositors’ confidence in the scheme;

(c) the majority of the DISs in place adopt some form of ex-ante approach; and 

(d) ex-post funding is inequitable as the failed bank could escape paying a premium altogether.  

Fund size

40. Only a few respondents commented on the estimated fund size of HK$2-3 billion.  A political party stressed that the size of the DIS fund should not be too large.  In view of the robustness of the banking system in Hong Kong, it considered that the estimated fund size was acceptable.  Some banks believed that HK$1.6 billion instead of HK$2-3 billion would be appropriate.   However, some large banks which were opposed to deposit insurance expressed concern that the estimated fund size would not be sufficient in case of failure of a large bank or multiple failures of smaller banks.

Publicly Administered, Privately Funded Scheme

41. The Consultant advocated a publicly administered, privately funded DIS. The banks would be responsible for funding the scheme, including any shortfall risk in payout, the borrowing cost of any back-up finance provided by the Government and the administration cost.

42. Some large banks were of the view that the Government should contribute part of the cost of deposit insurance.  This would help alleviate the financial burden on banks and depositors.  A number of other respondents (several District Councillors, some members of the general public and an academic) shared the view that the Government should provide financial support, e.g. in the form of a contribution to the fund, a low-interest loan to the DIS or a guarantee for the securities issued by the DIS.  They argued that this could be justified as it was the Government’s responsibility to maintain financial stability and provide a safety net for depositors and that the quality of the HKMA’s supervision would be a significant factor in the prevention of bank failures.  This could also help increase the credibility of the scheme, which would be particularly crucial in the transitional period during which the fund had not yet accumulated sufficient resources.     

43. The Commissioner of Insurance however was concerned that by committing the Government to provide back-up funding to the DIS, it might set a precedent for other protection schemes, whether banking or otherwise. 

44. The Consultant proposed that the DIS be publicly administered.  It would confine its role largely to that of a “paybox” and would be administered either by a division of the HKMA or by a separate statutory body.  Functions could include assessment and collection of premia, administration of funds and organization of payouts.  Board members could comprise representatives from the banking sector, ex officio members from the Government and other relevant parties. 

45. The balance of opinions received seemed to support the DIS being publicly administered.  Government participation was believed to be necessary to promote the credibility of the DIS.  Concerns were also raised that a privately run scheme might give rise to confidentiality issues and conflict of interest amongst banks, particularly in respect of disclosure of information to the DIS for determining insurance premia.  

46. Regarding whether the DIS should operate as a separate legal entity or as a division of the HKMA, some respondents (including a political party, small and medium sized banks, some District Councillors, a trade and industry association and an academic) considered that it would be more efficient for the HKMA to administer the DIS because there were synergies in resources management, premium assessment, fund investment and the taking of remedial actions against troubled banks.  

47. On the other hand, other respondents (large banks, Consumer Council, Commissioner of Insurance, another political party and some other District Councillors) favoured a separate legal entity which would have its own corporate governance, thus offering greater accountability and transparency to the public.  This could also avoid any conflict of interest between bank supervision and the administration of deposit insurance.

48. Notwithstanding the above differences in views, there was a consensus among the respondents that the structure and administration of the DIS should be kept simple and cost effective. 

Basis of Coverage

49. The Consultant proposed that DIS entitlement should be calculated on a depositor basis rather than an account basis.  This means that the balance in all the depositor’s accounts with a bank would be aggregated in considering whether the coverage cap is reached.  The Consultant also recommended various methods to handle multi-beneficiary accounts such as joint accounts, trusts etc.

50. Only a few comments were received on this particular aspect of the design of the DIS.  For example:

(a) an academic suggested that the practice of establishing partnerships and nominee companies to obtain multiple coverage should be forbidden; and

(b) a bank suggested excluding trusts and client accounts since they are held by more sophisticated individuals who are usually large depositors. 

Currency of Covered Deposits

51. The Consultant proposed that both HK$ and foreign currency deposits should be covered since a significant portion of customer deposits are held in foreign currencies. 

52. The majority of the respondents did not comment on this issue.  However, a foreign bank argued that deposit protection should not be extended to depositors who were already willing to take up exchange rate risks.   A political think tank which was opposed to a DIS also queried the need to include foreign currency deposits and wondered if there would be a danger of underwriting retail foreign exchange speculation.  A consulting firm also raised the issue of management of foreign exchange risks if foreign currency deposits were to be covered.   

Residency of Depositors

53. The majority of respondents did not comment on the proposal that there should be no restriction on residency of depositors.  Only one respondent expressed support for not having any restriction on residency of depositors.

Netting 

54. The Consultant proposed that the debit balances to be netted off against a depositor’s eligible claims should include overdrafts, arrears on personal loans, currently due obligations under guarantees given by the depositor, and contractually past due sums only.  Future obligations of depositors should not be accelerated.  

55. Most of the authorized institutions agreed with the principle of applying limited netting requirements. Some institutions suggested that netting should only include overdrafts, overdue loans/advances and indebtedness in respect of which the bank had already issued a repayment demand. 

Exclusion

56. The categories of deposits to be excluded as proposed by the Consultant include balances held by members of group companies or affiliates; balances held by another AI; deposits booked at foreign branches of a locally incorporated bank; term deposits with an original maturity exceeding 5 years; amounts held as security for credit facilities; deposits from directors, controllers and managers of the failed bank; and balances held by the Exchange Fund or multilateral development banks.  

57. Most respondents generally agreed with the proposed exclusions.   

58. There was a suggestion to exclude corporate accounts since entrepreneurs were better informed and could better manage risks than individual depositors.  However, there was also another view that the exclusion of large corporates or large deposits could be controversial and would not reduce the DIS cost significantly.   

59. It was generally accepted that deposits booked at foreign branches of local banks should be excluded since they were beyond the control of Hong Kong. 

60. An academic and a consultancy firm suggested that certificates of deposit should be excluded since they tended to be held by professional investors.  There were also suggestions that deposits with an initial maturity exceeding one year should be excluded and that only transactional accounts (e.g. current and savings accounts) should be subject to compulsory insurance.  These comments are based on the belief that proper maturity management of time deposits and stringent early withdrawal provisions could prevent runs on long term deposits.  

Trigger Conditions

61. There was no comment on the mandatory and discretionary trigger conditions as proposed in the consultation paper.   

V.  COMMENTS ON IMPLEMENTATION TIMETABLE
62. In the consultation paper, the HKMA indicated that even if a decision were taken to introduce a DIS, further detailed work would be required before a DIS could be implemented.  Therefore, the likely implementation date would not be earlier than 2002.  

63. The large banks and some other opponents of deposit insurance considered that now is not the right time to introduce a DIS in Hong Kong.  They argued that low income earners had already been suffering from wage freezes and salary deduction because of the introduction the Mandatory Provident Fund Scheme.  A DIS would add burden on small depositors in this difficult economic environment.   Some large banks thought that the risk of moral hazard could be higher at a time when liquidity in the market was abundant, deposit rates unregulated and loan demand low.  In this situation, banks had to build up assets by taking on riskier loans at low margins. They expected that these conditions would prevail throughout 2001.  Moreover, in an environment where banks’ revenues were under pressure, costs must be kept under tight control. This would result in a reduction of employment opportunities in Hong Kong.  Some of them suggested that the decision on deposit insurance should be deferred until the impact on the banking sector of the final phase of interest rate deregulation was clear and the G7 has released its report on deposit insurance later this year.

64. Although a motion was passed by the Legislative Council which urges the Administration expeditiously to introduce a DIS in Hong Kong, most of those who spoke at the debate cautioned against any rush into implementation of the scheme.  They supported the Government carefully examining how the DIS should be structured to address the issue of moral hazard and to improve its cost effectiveness.

----------------------------------------------

� 	This includes 28 authorised institutions, the Hong Kong Association of Banks, the DTC Association, an association of finance companies and  a group of banks.





�	Five of the nine institutions and one public sector organization which we met to discuss this subject also made written submissions.





� 	This includes two trade and industry associations. 





�  This includes 22 banks, 1 deposit taking company, the DTC Association and a group of banks.





� Including seven banks, one restricted licence bank and one deposit taking company. 





� This includes the Hong Kong Association of Banks and an association of finance companies, the members of which cannot form a consensus view as to whether a DIS should be introduced in Hong Kong.


7	In fact, this was addressed in paragraph 7.2 of the Consultant’s report and paragraph 10.4 of the consultation paper. 
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