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Purpose 
 
 This paper sets out the background of the deregulation of interest rate 
rules (IRRs), and summarizes the major views expressed by members when the 
subject was deliberated at the meeting of the Panel on Financial Affairs (FA Panel) 
on 1 February 1999. 
 
 
Background 
 
2. 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.   
 
3. In early 1998, the Hong Kong Monetary Authority (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, and the relevant part of the 
Executive Summary on the findings and recommendations of the Study issued in 
December 1998 is in Appendix I.  The recommendations of the Study were 
released for public consultation until the end of March 1999. 
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4. In February 1999, HKMA briefed the FA Panel on the major findings and 
recommendations of the Consultancy Study.  In response to the 
recommendations and taking into account the views received during the public 
consultation, HKMA developed a three-year programme for the reform and 
further development of the banking sector.  As part of the programme to 
promote competition in the banking sector, HKMA adopted a two-phase 
approach to deregulate the remaining IRRs: 
 
 (a) Phase 1, which took effect on 3 July 2000, removed the interest rate 

cap on time deposits with a maturity of less than seven days and the 
prohibition on benefits for all deposits with the exception of HK 
dollar savings and current accounts; and 

 
 (b) Phase 2, which took effect on 3 July 2001, removed all IRRs on 

HK dollar savings and current accounts. 
 
5. Since then, interest rates on all types of deposits have been determined by 
competitive market forces. 
 
 
Major views expressed by members of the FA Panel 
 
6. At the FA Panel meeting on 1 February 1999, members noted the 
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.  For 
details, please refer to paragraphs 44 to 50 of the minutes of the Panel meeting 
(http://www.legco.gov.hk/yr98-99/english/panels/fa/minutes/fa010299.htm). 
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7. A list of the relevant papers is in Appendix II.  For the ease of reference, 
the following papers are also attached: 
 

 (a) HKMA’s press release on “Deregulation of Interest Rate Rules” 
issued on 30 May 2000 (Appendix III); 

 
 (b) An article on “Deregulation of Interest Rate Rules” published in 

HKMA’s Quarterly Bulletin in May 2000 (Appendix IV); and 
 
 (c) HKMA’s press release on “Deregulation of Interest Rate Rules” 

issued on 3 July 2001 (Appendix V). 
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Deregulation of interest rate rules 
 

List of relevant papers 
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Paper LC Paper No. 
 

Executive Summary on the “Hong Kong Banking 
Sector Consultancy Study: Hong Kong Banking 
into the New Millennium” 
 

(discussed at the FA Panel 
meeting on 1 February 1999) 
 

LegCo Brief on the “Hong Kong Banking Sector 
Consultancy Study: Hong Kong Banking into the 
New Millennium” 
 

(discussed at the FA Panel 
meeting on 1 February 1999) 
 

Paper provided by the Hong Kong Monetary 
Authority (HKMA) on the “Hong Kong Banking 
Sector Consultancy Study: Hong Kong Banking 
into the New Millennium” 
 

CB(1)816/98-99(03) 
(discussed at the FA Panel 
meeting on 1 February 1999) 
 

Minutes of the FA Panel meeting on 1 February 
1999 
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(paragraphs 44 to 50) 
 

HKMA’s press release on “Policy Response to the 
Banking Sector Consultancy Study” issued on 14 
July 1999 
 

─ 
 

HKMA’s press release on “Deregulation of Interest 
Rate Rules” issued on 30 May 2000 
 

─ 
 

An article on “Deregulation of Interest Rate Rules” 
published in HKMA’s Quarterly Bulletin in May 
2000 
 

─ 
 

HKMA’s press release on “Deregulation of Interest 
Rate Rules” issued on 3 July 2001 
 

─ 
 

 



  

Deregulation of Interest Rate Rules 

  

The Hong Kong Monetary Authority (HKMA) announced today (30 
May 2000) that the deregulation of Interest Rate Rules (IRRs) on 
time deposits with a maturity of less than 7 days and the 
prohibition on benefits for deposits (other than Hong Kong dollar 
savings and current accounts) will take effect on 3 July 2000. 

"We have kept the economic and financial environment under 
review and have concluded that it is appropriate to proceed on 
schedule with the planned deregulation of interest rates. This view 
is shared by the Banking Advisory Committee, the Deposit-taking 
Companies Advisory Committee and the Exchange Fund Advisory 
Committee. Phase 1 of the deregulation will therefore take place as 
scheduled on 3 July 2000," said Mr David Carse, Deputy Chief 
Executive of the HKMA. 

This is the first of a two-phased plan to deregulate the remaining 
IRRs in order to promote market liberalisation and enhance 
competition of the banking sector. It is also part of an overall 
programme to reform and further develop the banking system. 
Under the first phase of deregulation, the IRRs on time deposits 
with a maturity of less than 7 days and the prohibition on benefits 
for deposits (other than Hong Kong dollar savings and current 
accounts) will be lifted. The second phase, which will remove the 
IRRs on savings and current accounts, is scheduled to take place 
12 months after the phase 1 liberalisation, subject to the prevailing 
economic and financial environment at the time. 

In reviewing the current economic and financial environment, the 
HKMA has taken into account the following indicators: 

! improvement in the underlying performance of the Hong 
Kong economy (the economy has reported four consecutive 
quarters of real GDP growth);  

! absence of severe strains on banking sector profitability (pre-
tax operating profits for local banks rose significantly in the 
first quarter of 2000 compared with the same quarter last 
year);  

! comparatively low interest rate volatility over a sustained 
period (the differential between HIBOR and US dollar LIBOR 
is close to the levels prior to the Asian financial crisis);  

! improvement in the classified loan ratio of the banking sector 
(the classified loan ratio of local banks dropped to 9.28% in 
March 2000 from the peak of 10.33% in September 1999);  

! maintenance of stable capital adequacy ratios (the ratio for 
the banking sector remained at just under 19% in the first 
quarter of 2000); and  

! absence of foreseeable major international or regional 
economic upheavals.  

"Although the first phase of the deregulation is relatively modest in 
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itself, it brings the system one step closer to the complete 
liberalisation of interest rates in Hong Kong. The HKMA will 
continue to monitor closely the impact on the banks and 
developments in the market ahead of the final stage of 
deregulation due next year," Mr Carse added. 

Attachment 

An advanced copy of the article on the Deregulation of Interest 
Rate Rules, which will be published in the Quarterly Bulletin (May 
Issue) tomorrow, is attached with this press release. 

  

For further enquiries, please contact: 

Jasmin Fung, Manager (Press) at 2878 8246 or 
Alice Lo, Manager (Press) at 2878 1843 

  

Hong Kong Monetary Authority 

30 May 2000 
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Deregulation of Interest Rate Rules 

As scheduled, the final phase of interest rate deregulation covering Hong Kong dollar 
savings and current accounts takes effect today (3 July 2001). From now onwards, interest 
rates on all types of deposits, including savings account deposits, will be determined by 
competitive market forces. The prohibition of interest on current accounts is also lifted at 
the same time. 

"Deregulation will allow banks to compete for deposits freely on the basis of price and 
product innovation. This will enhance the efficiency and the competitiveness of our banking 
sector," said Mr David Carse, Deputy Chief Executive of the Hong Kong Monetary Authority 
(HKMA). 

The HKMA notes that different banks have been responding to deregulation in different ways
with regard to their charging policy for account services, minimum balance requirements 
and tiering of interest rates. Customers therefore have a choice as to how they access 
banking services and at what cost. However, as a greater diversity of banking products and 
services is available in the market, consumers should be prepared to shop around to look 
for the services that suit them best. 

Mr Carse added that the HKMA would be monitoring the impact of deregulation closely. 

For further enquiries, please contact: 

Jasmin Fung, Manager (Press), at 2878 8246 or 
Thomas Chan, Senior Manager (Press), at 2878 1480 

Hong Kong Monetary Authority 
3 July 2001 
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