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Balancing protection with responsibility
Since the interest rate cartel ended in 2001, Hong Kong's bankers have faced much stiffer competition. In particular, profit on interest from ordinary lending like mortgages has dropped. Encouraged by the Hong Kong Monetary Authority, they have sought new non-interest sources of income such as savings and insurance products.
This has mostly been good for consumers, giving them low rates for loans and a wider range of services from their banks. But retail customers must have noticed signs of rising pressure in the industry, like more offers for credit cards arriving in the mail, and tellers in branches pushing investment funds harder. Managers and frontline staff have tough quotas and targets to meet.
This is the background to the situation we have today where thousands of people, many elderly, are claiming that bank sales staff misled them about how risky Lehman minibonds were as investments.
Compared with the problems in America, where sales staff pushed house loans onto millions of customers with low incomes, this is relatively minor. But, for people looking at the loss of their savings, it is a tragedy.
Of course, it is wrong simply to blame competition. One problem is the complexity of financial products. Five years ago, my wife was at a leading bank when the staff offered her a way to get a better interest rate on her savings. She showed me the leaflet, and I couldn't understand it - and I have worked in financial services since I graduated.
When we buy many basic products, we get health warnings and ingredients labels. There is bound to be pressure now to require more information on investments, including clearer guidelines on risk levels.
Another problem is the issue of misleading sales tactics. To many members of the public, the investors in Lehman minibonds are victims and, politically, there has been great pressure on officials to take action.
Financial Secretary John Tsang Chun-wah has proposed that the banks and brokers concerned should buy back the minibonds at their current value. That's less than the investors paid, but better than nothing. The big question is not whether this is fair, but whether the community thinks it is fair.
There is a lot riding on this. Some of the investors may have been elderly, uninformed and even deliberately misled, but we cannot be sure they all were. Most of us, unless we are genuinely incapable, have to take some responsibility for our actions. We cannot set a precedent for bailing out everyone who made a bad or simply unlucky investment decision.
However, the same applies to banks that help individuals and families to invest large portions of their life savings. The government and regulators have to be firm on them, even if it means using moral or political pressure. Critics are waiting for the chance to accuse officials of collusion or being soft on tycoons.
It is also in the interests of the whole financial industry. Whatever happens, our banks are in for a hard time. Non-interest income will be hit by tighter regulation and general loss of confidence. The credit crunch and economic slowdown will damage their lending business. In addition, some of them are exposed to failed American institutions or toxic debt. The minibond affair threatens the whole reputation of institutions and investment products.
A timely and publicly acceptable solution is also essential for our officials. Most assets, from retirement funds to homes, have fallen in value this year, and there may be worse to come, such as rising unemployment. There is a limit to what the Hong Kong government can do as the global economy gets worse. But people have a right to expect officials to keep things in order, look after the public interest and ensure fairness at all times, especially during periods of hardship. Monetary Authority chief executive Joseph Yam Chi-kwong, in particular, can probably expect calls to resign if the affair drags on.

