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Purpose

This paper sets out the background of branch closure of banks and its impact
on the public. It also summarizes the major views and concerns expressed by
Members at previous meetings of the Legislative Council (LegCo) or the Panel on
Financial Affairs (FA Panel).

Background

2. Given the closure of a number of bank branches in recent years, the impact of
branch closure has become an issue of public concern. According to the
information provided by the Administration, the net reductions in the number of
branches maintained by note-issuing banks (NIBs) and other banks over the period
between 30 June 2001 and 31 May 2006 are 154 and 92 respectively. Apart from
the growing use of electronic banking services, the main reason for this
development is the rationalization of branch networks by banks for maintaining
their competitiveness following the full deregulation of interest rate rules (IRRs) in
July 2001.

3. Since the full deregulation of IRRs in July 2001, LegCo Members have on
various occasions expressed concerns about the impact of branch closure of banks
on the public. Such concerns were raised when the FA Panel discussed consumer
protection in the banking sector at its meeting on 26 February 2002 and when the
Panel was briefed on the work of the Hong Kong Monetary Authority (HKMA) at
its meeting on 6 February 2006. Concerns were also raised in the form of
written/oral questions at LegCo meetings on 9 April 2003, 9 July 2003, 9 November
2005, 17 May 2006 and 14 June 2006.
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4. Noting that the Hong Kong Association of Banks (HKAB) has established a
task force in February 2006 to look into ways to alleviate the effects of branch
closure and facilitate access to services, the FA Panel invited representatives of
HKAB, the Consumer Council and the Administration to the Panel meeting on
3 July 2006 to discuss the subject.

Deregulation of interest rates rules

5. In February 1994, the Consumer Council in its report “Are Hong Kong
Depositors Fairly Treated?” recommended that the interest rate caps on time,
savings and demand deposits be removed. Following the partial deregulation of
the IRRs undertaken in 1994 and 1995, the interest rates of more than 99% of all
Hong Kong (HK) dollar fixed time deposits or around 70% of total HK dollar
deposits were free to fluctuate in accordance with competitive market forces. The
remaining IRRs covered time deposits with a maturity below seven days, current
accounts and savings accounts deposits.

6. In early 1998, HKMA commissioned the Hong Kong Banking Sector
Consultancy Study (the Consultancy Study) to examine the strategic outlook of the
banking sector over the next five years and to consider the effectiveness of HKMA’s
approach to banking supervision. Deregulation of the remaining IRRs was one of
the regulatory issues examined in the Consultancy Study. In the Executive
Summary on the findings and recommendations of the Consultancy Study issued in
December 1998, the consultant set out, among other things, the following finding
and recommendation:

(@) Based on the models developed to assess the potential impact of full
deregulation of IRRs on banking sector interest expense, full
deregulation of the IRRs could have a significant financial impact on
the interest expenses of banks, particularly for local banks. It was
likely that banks would act to pass on or mitigate these costs in the
form of reductions in branch networks, higher fees and/or higher
lending rates to customers; and

(b)  While full deregulation would bring about long-term benefits
including more efficient intermediation and improved product choice
for consumers due to enhanced competition, deregulation of the
remaining IRRs had the potential to increase the reductions in
profitability of banks and also sector stability. Given the difficult
operating conditions expected for banks for 1999, no further
deregulation was recommended for that year. A possible option was
to adopt a phased programme for the deregulation of the remaining
IRRs.



Action

-3-

7. The relevant parts of the Executive Summary and consultancy report are in
Appendices | and Il respectively. The recommendations of the Consultancy
Study were released for public consultation until the end of March 1999. At its
meeting on 1 February 1999, the FA Panel was briefed on the major findings and
recommendations of the Consultancy Study. On the further deregulation of IRRs,
some members considered that the deregulation programme should be expedited so
as to realize the benefits associated with deregulation as soon as possible and enable
Hong Kong to meet international standards in this area.

8. In July 1999, HKMA published the Policy Response to the Consultancy
Study (the Policy Response). HKMA was of the view that competitive pressure
was likely to increase with deregulation and consequently, there would be demands
on banks to preserve their profit margins by other means. Experience of
deregulation elsewhere showed that banks would try to generate additional revenue
through charging fees and introducing tiering of interest rates. They would also
review their existing cost structures and streamline unprofitable services and
branches. Taking into account the view of the consultant and the public, HKMA
accepted that there was a need to proceed with the deregulation of the remaining
IRRs. The relevant part of the Policy Response is in Appendix I11. HKMA then
adopted a two-phase programme to deregulate the remaining IRRs, with Phase 1 to
take effect on 3 July 2000 and Phase 2 on 3 July 2001.

9. Since 3 July 2001, interest rates on all types of deposits have been
determined by competitive market forces.

Impact of closure of branches of banks on the public

Impact on the public

10.  Members’ major concerns expressed at previous meetings of LegCo or FA
Panel on the impact of branch closure of banks on the public are summarized as
follows:

(@  The reduction in the number of bank branches has caused great
inconvenience to members of the public, in particular the elderly, the
disabled, and recipients of Comprehensive Social Security Assistance
(CSSA); and

(b)  In connection with item (a) above, it is not easy for the elderly or the
disabled to withdraw cash at Automatic Teller Machines (ATMs) or
gain access to electronic banking services on the Internet via
computers. If no bank branches are available in the estates where
they live, they have to travel a long way to find a bank for cash
withdrawal or collecting payments of Old Age Allowance or Disability
Allowance.



Action

-4 -

Members’ major suggestions and the Administration’s responses

11.  Members’ major suggestions raised at previous meetings of LegCo or FA
Panel for improving the current situation and the Administration’s responses are
summarized in the following paragraphs.

Suggestion on providing basic banking services through post offices

12.  Some Members have suggested the Administration to consider following the
practice of some overseas countries by providing basic banking services through
post offices. For example, the Social Welfare Department (SWD) may consider
providing recipients of CSSA, Old Age Allowance and Disability Allowance with
the option of collecting payments at post offices. The Administration’s responses
are summarized as follows:

(@) LegCo meeting on 9 November 2005
The Secretary for Financial Services and the Treasury (SFST)
responded that he would ask his colleague to examine whether the
suggestion of providing basic banking services through post offices
was feasible.

(b)  FAPanel meeting on 6 February 2006
The Chief Executive of HKMA pointed out that under the Banking
Ordinance (Cap. 155), only licensed banks might operate current and
savings accounts, and accept deposits of any size and maturity from
the public and pay or collect cheques drawn by or paid in by
customers.

(c) LegCo meeting on 17 May 2006
The Secretary for Economic Development and Labour responded that
at the request of HKAB’s task force, the Hongkong Post (HKP) had
provided information on the feasibility of banks providing withdrawal
and deposit services in post offices, including the following
information:

(i) The service scope of HKP was bound by the Post Office
Ordinance (Cap. 98) and the Trading Funds Ordinance
(Cap. 430). Under the existing legislation, HKP could not
provide withdrawal and deposit services on behalf of banks; and

(i) The setup of individual post offices (such as security
arrangements, floor area, facilities and information technology
systems) and human resources were designed primarily to serve
the needs of postal services, and the resources of the majority of
post offices were already heavily utilized. Therefore, there
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would be considerable impact on the quality of postal services if
the banks were to provide withdrawal and deposit services in
post offices.

Having carefully considered the potential implications on the quality
of postal services, security and other technical factors, HKP had grave
reservations about providing withdrawal and deposit services in post
offices. The feasibility of HKP running its own withdrawal and
deposit services was even more remote since it involved issues such as
capital arrangement and risk management. On the other hand, SWD
had no plan to distribute CSSA and Social Security Allowance (SSA)
(including Old Age Allowance and Disability Allowance) through
post offices at this stage, as the current arrangements™®® already met

the needs of the recipients.

Suggestion on exploring measures to encourage banks to provide services in public
housing estates

13.  Some Members have suggested the Administration to explore measures to
encourage banks to provide services in public housing estates, such as providing
rental waiver to banks. The Secretary for Housing, Planning and Lands (SHPL)
responded at the LegCo meeting on 9 April 2003 that the Housing Department had
implemented the following measures:

(@) Identifying smaller premises or suitable locations for ATMs having
regard to banks’ preferences and latest business requirements;

(b)  Allowing a more flexible mode of banking operation by permitting
supermarkets and convenience stores to set aside a part of their shop
premises for the provision of ATMs at low rents; and

(c)  Continuing to encourage banks to set up branches or ATMs as soon as
possible in new public housing estates through close liaison, meetings
and site visits.

14.  SHPL also informed Members at the LegCo meeting on 9 April 2003 that the
rents of Housing Authority’s commercial premises were determined by free
tendering. Due to the general lack of interest among banks in bidding for new

Note

SWD normally distributes payments of CSSA and SSA through monthly automatic payment transfer to
recipients’ designated bank accounts. Currently, there are about 40 banks in Hong Kong providing this
service. Recipients can choose those banks that have branches near their homes to facilitate collection of
CSSA and SSA payments. Where necessary, recipients can request SWD to change their designated banks
for automatic payment transfers. Under exceptional circumstances, SWD will arrange special monthly cash
delivery to recipients who have mobility problem and have no relatives or friends to collect payments for
them.
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premises, the rents for banking premises in public housing estates had decreased.
It was therefore unnecessary to provide rent concessions to banks.

15.  Extracts from relevant meetings of LegCo and FA Panel are attached in
Appendices IV to X:

Appendix IV Minutes of special meeting of FA Panel on 26 February
2002 (paragraphs 15 to 19)

Appendix V Hansard of the LegCo meeting on 9 April 2003
(written question no. 7)

Appendix VI Hansard of the LegCo meeting on 9 July 2003
(written question no. 18)

Appendix VII Hansard of the LegCo meeting on 9 November 2005
(oral question no. 2)

Appendix VIII Minutes of FA Panel meeting on 6 February 2006
(paragraphs 23 to 28)

Appendix IX LegCo meeting on 17 May 2006
(written question no. 8 and Administration’s written

reply)

Appendix X LegCo meeting on 14 June 2006
(written question no. 13 and Administration’s written

reply)

Recent developments

16. In May 2006, the Consumer Council conducted a survey on 23 banks in
Hong Kong in relation to changes in banks’ fees and charges, as well as the closure
of bank branches. The survey findings published in June 2006 were incorporated
into the Consumer Council’s submission to the FA Panel (LC Paper No.
CB(1)1848/05-06(04) issued to members of the Panel on 28 June 2006).

17.  On 23 June 2006, the Board of HKAB endorsed the recommendations of its
task force. The recommendations were then incorporated into HKAB’s letter to
the Chairman of the FA Panel (LC Paper No. CB(1)1848/05-06(03) issued to
members of the Panel on 28 June 2006).
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1562 LEGISLATIVE COUNCIL — 9 November 2005

DR FERNANDO CHEUNG (in Cantonese): President, the Secretary said
earlier that cash withdrawal has now become very convenient. Apparently, the
Secretary has seldom considered the situation of people with disabilities or the
elderly. It may not be easy for them to withdraw cash with their teller machine
cards, nor can they easily gain access to electronic banking services on the
Internet via computers. As far as I know, in overseas countries, if any bank
intends 1o close its branch, public hearings will be hled to gauge the views of the
public. May I ask the Secretary, in case of possible closure of branches by
banks in future, will the views of District Councils be first consulted and
expression of views by the public be allowed via channels like public hearings?

SECRETARY FOR FINANCJIAL SERVICES AND THE TREASURY (in
Cantonese): President, I think Hong Kong is a free society, a society operates on
commercial principles. I believe the approach mentioned by Dr CHEUNG just
now may not necessarily be applicable to Hong Kong society today. Besides, I
think that under the existing mode of operation, the best way to reflect the needs
of people with disabilities and the elderly to the banks is via Members or the
Government. We are more than willing to discuss views expressed by
Members with the banks. 1 think this is a better approach as opposed to the
holding of public hearings as suggested by Dr CHEUNG.

DR FERNANDO CHEUNG (in Cantonese): President, may I ask the Secretary
to answer whether he will seek the views of District Councils?

SECRETARY FOR FINANCIAL SERVICES AND THE TREASURY (in
Cantonese): President, I think I have already answered Dr CHEUNG's question,
for I think the functions of District Councils are different. It is a matter of the
relationship between a bank and its customers. I do not see why District
Councils should be involved in such discussion.

JRECTIDONTTE oo oy Thixd 1
TSI (1 \.,aﬂ;GﬁCSC; PO gHestoth:
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Extract from the minutes of meeting
of the Panel on Financial Affairs on 6 February 2006
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Impact of branch closure by banks on the public

23.  Mr CHAN Kam-lam was concerned that given the narrowing interest spreads
in a competitive operating environment of the banking sector, the implementation of
Basel 11 in Hong Kong would have adverse impact on the quality of bank services, as
banks might have to increase fees and commissions or reduce the number of branches
to cover the increase in operating cost for meeting the new capital and disclosure
requirements under the Basel [I. Mr CHAN sought CE/HKMA’s analysis in this
regard.

24.  CE/HKMA responded that while cost would inevitably be incurred by banks in
complying with the requirements under the Basel II, the banking sector would
eventually benefit from the prudent “risk-based” principle for business operation. To
facilitate the banking sector in striking a balance between cost-effectiveness and
maintenance of service quality, the Hong Kong Association of Banks (HKAB) could
play a role in liaising with its members to work out measures to address consumer
issues arising from provision of banking services, such as the impact of branch closure
by banks on the public. HKMA had no statutory authority, nor was this its function, to
give direction to banks on what was essentially a commercial decision. Nevertheless,
HKMA was ready to assist in the communication on issues between the banking
industry and the community.

25, Mr CHAN Kam-lam suggested that the feasibility of providing some banking
services through other institutions, such as post offices, be explored. In response,
CE/HKMA advised that under the Banking Ordinance (Cap. 155), only licensed
banks might operate current and savings accounts, and accept deposits of any size and
maturity from the public and pay or collect cheques drawn by or paid in by customers.
While some financial services, such as credit services, could be provided by other
licensed institutions, the provision of these services was subject to market demand.

26.  Noting from CE/HKMAs reply dated 27 January 2006 that HKAB was going
to establish a working group to look into ways to alleviate the effects of branch closure
and facilitate access to services, Ms Emily LAU was concerned whether the working
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group would take into consideration the social responsibility of banks in the provision
of banking services for their customers.

27.  CE/HKMA responded that the social responsibility of commercially run banks
was subject to interpretation by individual banks. He stressed that the consumer
issues arising from the closure of bank branches could best be resolved through
communication between the banking industry and the community at large. HKMA
would provide any assistance required of it in the deliberation of these issues, in
collaboration with HKAB and LegCo Members. While pointing out that any
suggestion for HKMA to define the social responsibility of banks might run the risk of
going against the principle of a free market, CE/HKMA fully appreciated the concern
of the public on the provision of banking services, in particular for the residents of
areas far from the city centre. When looking into ways to alleviate the effects of
branch closure and facilitate access to services, CE/HKMA said that it was important
to strike a balance between customer demand and banks’ cost-benefit analyses.

28.  Ms Emily LAU remained concerned about the impact of the closure of bank
branches on the public. She agreed that feasible proposals acceptable to the parties
concerned might be worked out through communication with the banking industry.
She therefore requested that representatives of HKAB and the Consumer Council be
invited to a meeting of the Panel to discuss the subject. Mr SIN Chung-kai supported
Ms LAU’s request and suggested that all non-Panel Members be invited to join the
discussion. Mr SIN also suggested that HKAB be invited to provide information on the
number of branches closed by banks since the deregulation of interest rate rules. The
Chairman directed the Clerk to take follow-up actions accordingly.

% * * %* * *
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LEGCO QUESTION NO. 8
(Written Reply)

Asked by : Hon TAM Yiu-chung Date of meeting : 17 May 2006

Question

Replied by : Secretary for Economic
Development and Labour

Given that the number of bank branches has been decreasing in recent years, will
the Government inform this Council whether:

(@) 1t has studied the feasibility of banks providing deposit and withdrawal
services in post offices and of the Hongkong Post ("HKP") running such
services on its own, including the tgchnical difficulties involved; if so, of
the results of the study; if not, whether it will conduct such a study; and

(b)  the Social Welfare Department plans to provide recipients the option of
collecting Comprebensive Socigl Security Assistance payments,
disability allowance and old age allowance at post offices; if so, of the
details of the plan; if not, the reasons for that?

Reply

Madam President,

(a) The Hong Kong Association of Banks has set up a Task Force to identify

ways to address the inconvenience to some bank customers resulting
from the reduced number of bank branches. At the request of the Task
Force, the HKP has earlier provided information on the feasibility of
banks providing withdrawal and deposit services in post offices,
inchuding:

(i) the service scope of the is bound by the Post Office
Ordinance and the Trading Fund Ordinance. Under the existing
legislation, the HKP cannot provide withdrawal and deposit
services on behalf of banks; and

16-MAY-2806 16:53 + B52 2537 2751
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Appendix X

LEGCO QUESTION NO.13
(Written reply)

Asked by Dr Hon Fernando Cheung Date of Meeting : 14 June 2006

Replied by : Secretary for Financial Services and the Treasury

Question

Some residents have reflected to me that many banks closed their district
branches in recent years, causing great inconvenience to the residents,
especially the elderly and the disabled, of the districts concerned. In this
connection, will the Government inform this Council:

() whether it knows the following information on the branches of the
Hongkong and Shanghai Banking Corporation Limited, Hang Seng
Bank, the Bank of China (Hong Kong) and the Standard Chartered
Bank (Hong Kong) Limited, which were closed in the past five

years:

Name of Bank
District Address of Branch | Date of Closure
Central and Westemn
Wanchai
Eastern
Southern
Yau Tsim Mong
Sham Shui Po
Kowloon City
Wong Tai Sin
Tsuen Wan
Kwun Tong
Tai Po
Yuen Long
Northern
Tuen Mun
Kwai Tsing
Sha Tin
Sai Kung
Islands )

(b) whether it has requested the banks to assess, before closing their
!
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branches, the impact of such closure on the elderly and the disabled
in the relevant districts; if it has, of the details; if not, the reasons for

that; and

(c) whether it has taken measures to ensure that, after closure of those
district branches, basic banking services are still available to the
elderly and people with disabilities in the relevant districts; if it has,
of the details of the measures; if not, the reasons for that?

Reply
Madam President,

(a) The Hong Kong Monetary Authority (HKMA) considers it
inappropriate to provide the requested information which relates to the
operation of individual authorised institutions. Nevertheless, it appends
below a table showing the aggregate number of branches opened and
closed by the four mentioned banks and other banks over the past five
years. In addition, the HKMA will relay Dr the Honourable Fernando
Cheung’s request for information to the relevant banks and will request
them to consider providing the information to the Legislative Counci]

directly.
Number of local branches
Changes between
Asof | 31 Dec 2001 and 31 As of
2001 l 2006
Opened Closed

The four 693 38 193 538
banks
mentioned
in the
question
Other 712 119 167 664
banks
All banks 1,405 157 360 1,202
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(b) Whether to open or close a branch is a commercial decision for
banks. The considerations they are likely to take into account include the
needs of their customers, their business strategies, as well as the costs for
maintaining the branch, which eventually will affect the cost of banking
services provided to their customers. Under the Banking Ordinance, the
HKMA is charged with the responsibility for promoting the general
stability and effective working of the banking system. Other than for the
purposes of prudentia] supervision, the HKMA does not have the
authority, and indeed it considers it inappropriate, to set out specific
parameters for banks to follow in making commercial decisjons.
Nonetheless, it generally encourages banks to take into account impact on
their customers in closing branches and take Steps to minimise any
inconvenience caused to them. Such steps include, for example,
installing ATMs as replacement and giving advance notice to customers
before closing a branch.

(c) While banks operate according to commercial principles, we
have been encouraging the banks to take into account corporate social
responsibility in conducting their business and have due regard to the
needs of the public. In this regard, we are aware that most retail banks
in Hong Kong waive their charges for mamtaining a bank account for
social welfare recipients. Electromic banking services are economijcal
and widely available. A major bank has also taken the initiative to
provide more user-friendly ATM services for the elderly and others in
need. For those elderly and disabled persons who are receiving
welfare payments but have mobility problem and have no relatives or
friends to collect payments for them from the banks, the Social Welfare
Department will arrange special monthly cash delivery to these recipients.

The industry has been proactive in considering ways to minimize the
impact of branch closures on the public. The Hong Kong Association of
Banks has established a special task force to consider the issue and will
discuss its findings with the Legislative Council Pane] op Financial
Affairs shortly.
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