What is a bank?

A bank can be defined as a firm that provides banking services (accepts deposit and makes loans). For example a bank provides a customer with a chequeing services, accept deposit < 3 month.

What legal definitions is a bank?

The company ordinance states that banks in HK must obtain a banking licence from the HKMA and Chief Executive of the HKSAR.

The licensed banks which have no restrictions on the size, type and maturity of deposit (include < 3 month).

The licensed bank can offer demand deposits account (or chequeing accounts paying and collecting cheque).

The licensed bank can make loans and can offer deposits to the general public, including demand deposit.

Commercial banks  and  Merchant banks

Commercial banks and merchant banks can also be distinguished by the nature of their income. 

Commercial banks earn interest income through the loan they make (Asset base income) For example, mortgage loan.

Merchant banks on the other hand, earn profits mainly in the form of commission and fee income (fee base income) For example, bouns issuer.

The banking process

The bank acts as the “middleman” to facilitate the flow of funds from surplus units (depositor) to deficit units (borrower).
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The banking environment

Bank can be divided into five categories: Deposit, Customers, Competition, regulation and technology.
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            Customers

Depositors are the suppliers of money to a bank. Most importantly it has to offer a sense of security to depositors so that they fell comfortable keeping their money in the bank.

Customers especially borrowers the end users of banking services.

Competition a bank is faced with two sets of competitive forces. One is from other banks, another one is comes from non-bank financial institutions that offer similar services.

Regulated by government, they are confined by the limits set by the current regulatory framework.

Technology also has an important role in the banking environment. Traditionally, banking has been a people business involving extensive personal contacts. With advancements in technology, banks have become more involved in the provision of automatic services such as phone banking.

The Hong Kong Monetary Authority (HKMA)

1. The HKMA is responsible for the investment of the combined Exchange Fund.

2. The HKMA regularly in HK and works to ensure stability in the banking industry and audits and supervises the accounts of commercial bank.

Hong Kong’s Banking system

1. The three-tier banking system

Licensed Banks (LBs)

Restricted Licensed Banks (RLBs)

   Deposit-taking Companies (DTCs)

	
	Licensed Banks
	Restricted Licensed Banks
	Deposit-taking Companies

	Minimum paid-up capital
	HK$150 

million
	HK$100 

Million
	HK$25 

Million

	Minimum total public deposits (local)
	HK$3 billion
	Nil
	Nil

	Minimum deposit size
	Nil
	HK$500,000
	HK$100,000

	Minimum deposit term
	Nil
	24 hours
	3 Month

	Demand deposit account
	Yes
	No
	No


2. Capital adequacy ratio (CAR)

Standards established by the Basle Committee on banking supervision. 8%

    Capital base ÷ Risk Weighted Assets (cash=0riskweight, <1year loan to DTC=0.5, Clean Loan =1).

3. Liquidity

Refers to a bank’s ability to turn assets into cash meet potential withdrawal needs. To calculate the ratio a bank takes the sum of within one month “liquefiable assets” divided by the sum of “qualifying liabilities” Banks need to maintain a minimum liquidity ratio of 25% at all times.

Bank Services

Banks offer deposit depositors can put their money in a safe location. The demand deposit or current account gives deposits so that they can write cheques for payment. And saving accounts also provide convenience because depositors can withdraw money any time they wish.

Banks loans source of financing for businesses and households. Firm draws loans to finance the acquisition of fixed assets or working capital needs. Households take out loans to purchases residential flats, or other consumer items. 

International payments bank help of firm and individuals to settlement the international payments. Bank off to buy and sell foreign currencies and arrange for transmitting of funds form one country to another.

Bank provide other services bank improve the quality of life for the general public. 

E.g.: Credit card, ATM, Investment funds.

Interest Rate

The interest rate can be seen as the price of the product (let money is a product).

Depositors are more willing to put their money in bank account if the deposit interest is high. Deposit rate a benchmark by the depositors measure other investment and consumption items

Borrowings tend to borrow and invest less when the interest rates are high. The interest on a loan say for an investment project is minimum return from the return on the investment.

Banks are faced with dilemma with respect to interest rate levels. A bank needs a certain interest rate margin in order to remain profitable in the long run. High interest rate is good for attracting deposits, it is bad for making loans. A bank will find an equilibrium interest rate lave for supply of deposits and demand for loans.

Interest is Government a way to control the inflation and GDP. Government can though the market for loanable funds to control interest rate, general high interest rate will decrease inflation but it’s also decrease Invest. 
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