Speech

LC: Banking (Amendment) Bill 2005 (6.4.2005)

Wednesday, April 6, 2005
    Following is the speech by the Secretary for Financial Services and the Treasury, Mr Frederick Ma, in moving the second reading of the Banking (Amendment) Bill 2005 in the Legislative Council today (April 6): 

Madam President, 

    I move that the Banking (Amendment) Bill 2005 (the Bill) be read the second time. 

    The main purpose of the Bill is to amend the Banking Ordinance to provide for the implementation in Hong Kong of the revised international capital adequacy framework, promulgated by the Basel Committee on Banking Supervision (the Basel Committee) in June 2004 and commonly known as "Basel II".  The Bill also contains a few proposals to enhance the operation of individual provisions of the Banking Ordinance in the light of experience. 

Implementation of Basel II 

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

    To ensure stability of the banking sector, bank supervisors around the world have a strong interest in maintaining adequate capital in the banking system, and this has generally been achieved through imposing minimum capital requirements. 

    The Basel Committee published in June last year a new capital adequacy framework, Basel II, which adopts a three-pillar structure for enhanced identification, quantification and management of risk.  The three pillars are minimum capital requirements, supervisory review process and market discipline. 

    The benefits of and the need for implementing Basel II in Hong Kong are clear.  First of all, the greater risk sensitivity of Basel II and the inclusion of a wider range of risks in the assessment of capital adequacy will further enhance the safety and stability of the banking sector. 

    Secondly, since Basel II will provide incentives to banks to adopt the best risk management practice, it will improve their ability to offer to customers, and use internally, more sophisticated products such as derivatives.  It will also enhance banks' ability to assess lending to sectors such as small and medium enterprises, and allow for better risk-adjusted pricing.  This means lower rates for better customers. 

    Hong Kong is a major international financial centre and we take pride in having a regulatory regime on a par with international standards.  It is important that we are committed to adopting Basel II.  Actually, Basel II is an enhanced version of the capital adequacy framework we have already subscribed to.  Other major non-Basel economies, such as Australia and Singapore, have decided to adopt Basel II in full. 

    The Hong Kong Monetary Authority (HKMA) will adopt a menu-based approach in implementing the new regime, providing authorised institutions (AIs) with a choice of options of capital charge calculation methodologies, depending on their size of operations and sophistication in risk management.  Those institutions which opt for the advanced approaches will be given a transitional period up to end-2009. The HKMA has also developed a basic approach for AIs with small, simple and straightforward operations.  In other words, we are working towards a pragmatic and proportionate approach to ensure that Hong Kong gets Basel II implemented in the right way. 

    The calculation method for the capital adequacy ratio under Basel II is much more complex than that currently embodied in the Third Schedule to the Banking Ordinance.  For this reason, attempting to incorporate all the detailed Basel II requirements and methodologies in the Banking Ordinance will be neither practical nor effective.  Furthermore, there will be a continuing need to revise the capital adequacy ratio regime in Hong Kong to keep pace with both industry developments and international practices.  We therefore propose that a rule-making approach be adopted, under which the Banking Ordinance will provide for the revised capital adequacy framework to be operated in accordance with rules to be promulgated by the Monetary Authority. 

    I have to emphasise that the proposed rule-making powers for the Monetary Authority are confined to those strictly necessary for implementing Basel II in Hong Kong, and will be subject to negative vetting by the Legislative Council.   

Miscellaneous Amendments to the Banking Ordinance 

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

    Apart from providing for the implementation of Basel II, the Bill includes some miscellaneous amendments to improve the working of the Banking Ordinance in the light of experience. I would like to highlight three major points ¡V 

(a) Clause 7 of the Bill seeks to confine the liability of a manager of an AI for certain contraventions under the Banking Ordinance to the case where the contravention results from an act or omission of the manager himself or a person under his control.  This amendment is proposed to address the banking industry's concerns on the present strict liability offences in the Ordinance, which extend liability to every manager of an AI in contravention; 

(b) Clauses 9 and 13 expressly provide that the Monetary Authority may publish details of his disciplinary decisions in respect of AIs' securities business.  The amendment is proposed to allow the Monetary Authority to publish his disciplinary decisions in a manner similar to that followed by the Securities and Futures Commission, thereby maintaining a level playing field between those persons regulated by the two regulators; and 

(c) it is proposed that the Monetary Authority be allowed to extend the ceiling of the minimum capital adequacy ratio of licensed banks from 12% to 16%, which is currently the figure applicable to restricted licence banks and deposit-taking companies.  This amendment under Clause 5 serves purely to allow the Monetary Authority to set higher minimum capital adequacy ratios should extraordinary circumstances so require. 

Public Consultation 

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

    The HKMA has undertaken extensive public consultation on an ongoing basis in developing the implementation plan for Basel II.  Responses received have been supportive.  A number of comments on the technicalities are being addressed in finalising the detailed implementation proposals.  The Administration has also taken into account the feedback of the industry and other interested parties in finalising the Bill. 

Concluding Remarks 

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

    Madam President, Hong Kong is one of the first group of jurisdictions globally working on the implementation of Basel II, and this is important.  It keeps us at the forefront regionally and internationally, reinforcing our position as one of the major international financial centres in the world.  The HKMA intends to implement Basel II on 1 January 2007, in accordance with the Basel Committee's timetable.  Passage of this Bill will be important for the HKMA to proceed with other preparatory work including the drafting of Capital Rules and Disclosure Rules. 

    I hope Members will support the Bill.  Thank you, Madam President. 
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