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A watchful eye on our banking system
Our stock market panicked briefly three weeks ago after the Monetary Authority chief said the subprime debt crisis might affect the profits of Hong Kong banks. News reports stressed Joseph Yam Chi-kwong's warning that some of our lenders might even end the year in the red. Not surprisingly, bank shares tumbled. 

Stocks of locally owned banks did especially badly, falling by up to 8 per cent. Perhaps we were lucky not to have a run on the banks. Part of the problem could have been that the press focused on the most alarming aspects of Mr Yam's comments. I know from my own experience how the media likes to do that: bad news sells. 

Knowing the local banking industry, however, I could have assured everyone that there was nothing to fear. The HKMA maintains a very close oversight of our banks, especially those with their head offices here. Indeed, if you ask managers at these institutions, they might say they sometimes feel they are working more for the HKMA than for their own companies. 

They need to inform the HKMA about changes to the interest rates or conditions they attach to tax loans or mortgages. If the HKMA considers the rates too low or the deal offered to customers too tempting, it will suggest that the bank reconsider the move. Needless to say, the banks take the hint. The lenders also have to give regular reports on deposit levels, capital, loans and the risk levels of the loans. 

The HKMA also sends auditors into each bank once a year to conduct an audit. Its staff physically move into the bank, including branches, to go through the books and check banks' employee training in such areas as anti-money laundering. 

Although this level of supervision takes up a lot of bank management time and resources, it helps protect depositors and the integrity of the banking system generally. Hong Kong's banking system is very strong as a result, as we saw when it sailed through the Asian financial crisis 10 years ago. 

But the HKMA goes further. At times in the past it has quietly recommended that it would be in shareholders' interests if some smaller local institutions were sold or merged. It may have been correct, but not everyone would agree that it is part of the regulatory authorities' job to help business owners and investors make that sort of decision. Similarly, it is probably not necessary for the regulator to issue a sort of profits warning, which is roughly what the HKMA's chief executive did three weeks ago. 

Nonetheless, I am sure most local bank customers - and staff and shareholders - would want the HKMA to take an interest in matters like exposure to the subprime debt problems. The authority checks the local banks' portfolios in detail, to make sure that their investments are not concentrated in risky areas. If any banks were holding substantial investments exposed to subprime loans, the HKMA would surely have raised its concerns with them some time ago. 

In my own industry, insurance, the regulatory burden is far lighter. For example, the regulator visits insurance companies just once every three years and requires less reporting. There is no need for insurers to notify the regulator whenever they change the terms of their policies and premiums. 

Obviously there is a big difference between the two industries. Insurers and their clients have a huge commercial interest in spreading and pooling risk. And insurance company failures, on the rare occasions they happen, do not pose a serious threat to the overall public and the financial system. 

Few local bankers will openly argue that the HKMA's level of supervision is excessive, but let's say you never hear them ask for even closer oversight. Assuming the HKMA had been doing its job properly - which I am sure it had - it is hard to see how local banks would have been plunging into the red as 2007 drew to a close.

