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Annex F

Economic and Financial Implications

Economic Implications



The establishment of a DPS will involve additional cost, both for according the protection cover and for administering the scheme. Yet for that cost, depositors will enjoy a better measure of explicit protection on all or part of their bank deposit funds. The extent to which the additional cost, which will be met with a levy on the protected deposits with individual member banks, is to be shifted to the depositors or else absorbed by the banks themselves is yet to be seen.  Setting a ceiling at $100,000 will enable the DPS to lay the focus on protecting primarily the smaller depositors, to contain the overall cost of the system, and to limit the moral hazard of extending the protection too widely.

2.

Corresponding to the cost of implementing the DPS, resources will be entailed, stemming from which certain job opportunities will be generated. There will be compliance efforts for the member banks, which can be expected to settle when the system has bedded down.

3.

In general, as the DPS will help enhance the stability of the local banking system against a fluid and sometimes rather volatile external financial and economic environment, it will be beneficial to the well being of the Hong Kong economy. Also, with the growing international trend in favour of an explicit DPS, it will help uphold Hong Kong's status as an international financial centre.
Financial and Civil Service Implications

4.

The HKMA will administer the DPS on behalf of the Board and recover any administration expenses incurred from the DPS Fund.  The Exchange Fund will also provide back-up credit facilities to the DPS for liquidity purposes to enable the Board to make prompt payment to depositors.  Such facilities will be charged at an interest rate to be determined by the Financial Secretary as the Controller of the Exchange Fund.

5.

As regards the setting up of the Deposit Protection Appeals Tribunal, the operating cost for which will also be recovered from DPS Fund except the service fee for the Chairman of the Tribunal which should be absorbed by the Government.  In normal times, we expect the workload of the Tribunal to be minimal.  As such, unless in the event of bank failures, we do not consider it necessary to engage the Chairman on a full-time basis.  Any financial resources required in relation to the service provided by the Chairman will be met from the existing resources of the Financial Services and the Treasury Bureau.
