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Purpose 
 
 This paper provides background information on the Subcommittee on 
Banking Ordinance (Amendment of Seventh Schedule) Notice 2012 ("the 
Notice"), which was gazetted on 18 May 2012.  The paper also provides a 
summary of the relevant discussions of the Panel on Financial Affairs.   
 
 
Background 
 
2. Under section 16(1) of the Banding Ordinance (Cap.155) ("BO"), the 
Monetary Authority ("MA") has a general discretion to grant or refuse an 
application for authorization to carry on (a) banking business; (b) a business of 
taking deposits as a deposit-taking company ("DTC"); or (c) a business of 
taking deposits as a restricted licence bank ("RLB") in Hong Kong.  Under 
section 16(2), MA is required to refuse to authorize if any one or more of the 
criteria applicable to or in relation to the applicant specified in the Seventh 
Schedule to BO are not fulfilled with respect to the applicant.  
 

3. According to the Administration, most of the authorization criteria in the 
Seventh Schedule to BO are aimed at ensuring that only institutions which are 
managed in a prudent and competent manner can gain access to the local 
market.  They are consistent with the generally accepted features of a prudent 
licensing system as set out in the Basel Committee’s Core Principles for 
Effective Banking Supervision.  Apart from the general prudential criteria, an 
applicant seeking authorization must also satisfy various market entry criteria 
specified in the Seventh Schedule.  
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4. The market entry criteria were last reviewed in 2002, and the following 
changes were proposed – 
 

(a) replacing the US$16 billion asset size criterion for foreign bank 
applicants by the size criteria for local bank applicants, viz. HK$3 
billion for deposits and HK$4 billion for assets; 

 
(b) increasing the minimum capital requirement for locally 

incorporated banks from HK$150 million to HK$300 million and 
extending this requirement to foreign incorporated banks (in 
respect of the bank as a whole); 

 
(c) reducing the period of operation as a RLB or DTC from 10 to 

three years and dispensing with the “association with Hong Kong” 
requirement for locally incorporated applicants seeking to upgrade 
to licensed bank status; and 

 
(d) allowing foreign banks to subsidiarize their Hong Kong operations 

if such banks have been established in Hong Kong for at least 
three years and their Hong Kong operations met the deposit and 
asset size criteria applicable to local bank applicants as set out in 
item (a) above. 

 
5. The Administration introduced the Banking Ordinance (Amendment of 
Seventh Schedule) Notice 2002 into the Legislative Council on 15 May 2002 to 
implement the above proposed changes to the market entry criteria.  
According to the Administration, the market entry criteria were introduced at 
different times and the banking environment had changed substantially over 
time.  In keeping with its status as an international financial centre, Hong 
Kong had moved on to embrace the world trend of enhanced competition with 
improved market discipline and transparency, a supervisory framework of 
international standard, and a safety net to cope with potential problems.  At 
the same time, the number of authorized institutions ("AIs") had been 
dwindling for some years1, which was partly due to the withdrawal of foreign 
banks after the Asian financial crisis and partly due to the ongoing trend of 
consolidation.  In the light of the above developments, the Administration 
considered that relaxing some of the market entry criteria would help to 
enhance the breadth and depth of the financial markets in Hong Kong without 
compromising banking stability.  In addition, some improvements could also 

                                                 
1 As of December 2001, the total number of AIs in Hong Kong was 245, while the number was 

382 in June 1995. 
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be made to remove certain unnecessary restrictions and distinctions between 
local and foreign incorporated applicants in the authorization system.   
 
6. The Banking Ordinance (Amendment of Seventh Schedule) Notice 2002 
was subsidiary legislation subject to the negative vetting procedure.  The 
House Committee decided on 17 May 2002 that there was no need to form a 
subcommittee to study the subsidiary legislation. 
 
 
Banking Ordinance (Amendment of Seventh Schedule) Notice 2012 
 
7. The Hong Kong Monetary Authority ("HKMA") has recently completed 
a review of the existing market entry criteria in the light of present-day 
circumstances and international practices, and come to the view that some of 
these criteria maybe unnecessarily restrictive and put Hong Kong at a 
disadvantage when compared with other international financial centres 
("IFCs").  
 
8. The Notice is made by the Chief Executive in Council under section 
135(1) of BO to amend the minimum criteria for authorization under paragraph 
13 of the Seventh Schedule to the BO so as to remove the following 
requirements for a company seeking authorization to carry on banking business 
in Hong Kong: 
 

(a) the requirement to have total customer deposits of not less than $3 
billion and total assets of not less than $4 billion, as stipulated 
under the existing paragraph 13(a) of the Seventh Schedule ("the 
size criteria"); and 

 
(b) (in the case of a company incorporated in Hong Kong) the 

requirement to have been a DTC or a RLB (or any combination 
thereof) for not less than three continuous years, or to be a 
subsidiary of a bank incorporated outside Hong Kong or a holding 
company of such a bank that has been authorized to carry on 
banking business in Hong Kong for not less than three continuous 
years, as stipulated under the existing paragraph 13(b)(ii) of the 
Seventh Schedule ("the three-year requirement"). 

 
9. The Notice will come into operation on 12 July 2012. 
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Discussion at the Panel on Financial Affairs  
 
10. The Administration and HKMA briefed the Panel on 2 March 2012 on 
the proposed amendments to the Seventh Schedule to the Banking Ordinance 
(Cap. 155) to remove the size criteria and three-year requirement from the 
market entry criteria for the banking sector.  The major issues discussed were 
summarized in the ensuing paragraphs. 
 
11. On a member's concern about the impact of the proposed relaxation of 
the market entry criteria on the local job market, HKMA advised that the 
relaxation of the market entry criteria would facilitate overseas incorporated 
banks to enter the Hong Kong market and hence create more job opportunities, 
although the exact number of the resultant job vacancies could not be 
ascertained.   
 
12. Some members were concerned that the proposed removal of the size 
criteria might lead to higher risk of banks becoming insolvent and enquired 
whether other additional measures would be introduced to protect the interest 
of bank customers.   
 
13. HKMA advised that the regulatory regime for banks in Hong Kong was 
sound and robust, and was in line with the Basel requirements.  HKMA 
stressed that there were many requirements under the BO specifying the criteria 
for banks entering Hong Kong market, including the fitness and propriety of 
persons acting as directors and chief executives of the banks and the capital 
adequacy requirements. The Deposit Protection Scheme also provided 
protection to Hong Kong depositors. The size criteria and the three-year 
requirement, which had been introduced in Hong Kong in the past to prevent 
the proliferation of small banks, were not included in the market entry criteria 
in other IFCs, nor in the Basel standards. The lifting of the size criteria and the 
three-year requirement would further enhance the competitiveness of the 
banking sector in Hong Kong.  
 
14. At the request of the Panel, the Administration and HKMA provided 
supplementary information on the existing and planned measures to regulate 
the incorporation of banks in Hong Kong so as to ensure the stability of the 
banking sector and the relevant arrangements in other IFCs.  A copy of the 
relevant paper, LC Paper No. CB(1)1356/11-12(01), is given in the Appendix. 
 
15. A member expressed concern that small local banks might be forced to 
close their business if and when a large number of foreign banks entered the 
Hong Kong market as a result of the relaxation of the market entry criteria for 
banks.  HKMA responded that it was difficult for it to estimate the additional 
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number of banks which would operate in Hong Kong after the relaxation of the 
market entry requirements for bank.  The effects of the relaxation of the 
market entry requirements for foreign banks had yet to be seen, and local banks 
might also benefit as the large foreign banks might seek to establish their 
presence in Hong Kong through joint ventures with local banks. The future 
development of the banking sector would be subject to market forces. 
 
 
Relevant papers 
 
16. The relevant papers are available at the following links: 
 

Banking Ordinance (Amendment 
of Seventh Schedule) Notice 2002 

Legislative council brief 
Press release by the Hong Kong 
Monetary Authority 
 

Banking Ordinance (Amendment 
of Seventh Schedule) Notice 2012 

The subsidiary legislation 
LegCo Brief 
Report of the Legal Service 
Division (paragraphs 9-14) 
 

Meeting of the Panel on Financial 
Affairs on 2 March 2012 

Agenda 
Minutes (paragraphs 51-60) 
Supplementary information 
provided by the Administration and 
HKMA 
 

 
 
Council Business Division 1 
Legislative Council Secretariat 
11 June 2012 
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