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From reckless abandon to nanny state
A few weeks ago, everyone was celebrating the first anniversary of the collapse of Lehman Brothers. "Celebrate" is hardly the right word. Anger against investment banks and other institutions has become widespread throughout the world, but here in Hong Kong, Lehman - issuer of the infamous minibonds - still has an especially bad name. Protesters still gather outside retail banks demanding their money back.
My company owned a small retail bank until a few years ago. I can't help wondering whether we would have acted as agents in selling those minibonds. Nineteen banks did. How would we - or could we - have made sure our customers understood the risks? How would it feel to have angry customers shouting slogans at our door?
Most people probably know that the Hong Kong Monetary Authority looks through banks' books regularly to make sure they are lending prudently. What the public might not realise is that, in our bank's case, the HKMA actually sent a representative to our board meetings.
He wasn't just there to observe. He would join in the discussion. He would compare our business data to that of (anonymous) peers. He would express concern that our non-interest income was not high enough, and should be boosted. It was the trend in those days for banks to raise fee income by selling products like investments and insurance to customers. "Cross-selling", selling other institutions' products for commission, was the buzz word.
I am fairly sure this happened to other local banks as well - though obviously the HKMA could not have invited itself to overseas-based banks' board meetings because it would have had no jurisdiction in those institutions' home countries. I can't imagine regulators taking part in board meetings of companies in any other industry; it certainly doesn't happen in insurance.
The background to all this was the abolition of the interest rate cartel. When all banks in Hong Kong set interest rates together, they of course avoided competition and enjoyed nice margins. Many politicians, the media and the Consumer Council had been calling for the end of this arrangement for ages, and so it happened.
I am not defending the principle of the cartel; it pushed up the cost of borrowing by depriving customers of the right to shop around for a better deal. Competition in any industry is good for the broader economy. But the ending of the arrangement had consequences. Banks were left with less profit from lending, and had no choice but to make their cashiers more like salesmen with targets for selling savings plans and insurance. Banks became more "hard-sell".
Business became especially difficult for the smaller banks, because they lacked the economies of scale enjoyed by the bigger ones. Our friend from the HKMA suggested that we should look at ways of merging with other institutions, and other officials publicly called for consolidation in the industry. But that was more easily said than done, especially since many of the small banks were (and still are) family-run, so there were emotional as well as commercial issues involved with selling or merging.
Fast-forward a few years, and here we are with politicians, the press and many members of the public criticising banks for the investment products they sell. "Back to basics" is the buzz phrase now. Of course, minibonds should not have been offered to retail investors. It is not surprising allegations of bank staff misleading vulnerable people have angered the community.
Now we are in danger of heading for a system where even knowledgeable customers cannot buy a simple product without signing checklists, answering all sorts of questions and having meetings recorded.
For small banks, the extra administrative burden could cut into their profits - like the ending of the cartel did. I wonder what the HKMA will be advising them to do this time.
