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Hong Kong-listed ETFs Poised to Ride the Trend of
Thematic ETF Growth Related to the Greater China
Region

Under the global megatrends such as sustainable
energy, electric vehicles and biotechnology, thematic
investing is becoming more popular and that drives the
growth of thematic exchange traded funds (ETFs) in
Asia. As one of the leading international financial centers,
Hong Kong is certainly a prime location for the
development of thematic ETF investing.

With the launch of the ETF Connect, the growing interest
in sustainable finance and thematic investment as well
as the new initiative to facilitate ETFs’ development
introduced by regulators in Hong Kong, Hong Kong has
further demonstrated its ability to capture opportunities
generated by this trend in the region.

Rising Trends in Thematic ETFs Investment in the World

Spurred by innovation and growing investor awareness,
there has been a boom in the adoption of thematic ETFs
globally and the industry has been expanding steadily.
Five years ago, there were fewer than 200 so-called
thematic ETFs globally. Now there are over 700,
covering a much broader range of themes for investors
to consider, from electronic vehicles batteries to gender
diversity.

Numerous thematic funds have given access to
emerging investment themes. A recent survey by Brown
Brothers Harriman says "84% of global ETF investors
plan to increase their ETF allocations, a 12% from 2021
findings," and "38% of the respondents plan to allocate
11-20% of their portfolio to thematic ETFs over the next
five years." Global X Green Building ETF, an ETF
focusing on green building materials is an example of
new thematic ETF which may ride on the increasing
trend of the global green building materials market,
which is expected to reach US$635 billion by 2030,
representing a compound annual growth rate of over
10%.

The Growth of Thematic ETFs in Hong Kong

Hong Kong has also seen a significant ramp-up in
thematic ETF adoption. In 2020, HK$15 billion (US$1.9
billion) worth of investments flowed into thematic ETFs.
In 2021, the growth has only accelerated with the
previous year's figure being nearly matched in the first
quarter of 2021 alone. As of October 2021, thematic
ETFs in Hong Kong surpassed HK$50 billion (US$6.4
billion) in assets under management (AUM),
representing around 12% of the market’s total ETF AUM.
Large-scale ETF issuer such as Mirae Asset Global
Investments has also announced its intention to broaden
its Hong Kong-listed ETF range with new asset classes
and investment strategies.

Launch of ETF Connect

On July 4, 2022, the trading of ETFs in the Stock
Connect has been launched. Upon the launch of the
ETF Connect, international investors are now able to
trade 83 ETFs listed in Shanghai and Shenzhen via
Hong Kong. These include products that track broad
market indices, as well as products that follow specific
industries.

The addition of ETFs to Stock Connect is significant, as
it will help satisfy strong regional demand for these
securities. In the five years ending 2021, the assets held
in Asia Pacific ETFs surged to US$560 billion, from
US$126 billion at the end of 2016. Hong Kong’s market
is particularly diverse: the city has 130 ETFs listed
locally, with an average daily turnover of HK$6.4 billion
(US$820 million). By increasing the investor base, ETF
Connect will support the growth of this asset class in
both Hong Kong and Mainland China.

Growing Interest in Sustainable Finance

In the recently released market analysis of 2021 of
Climate Bonds Initiative (CBI), the CBI highlights that
Hong Kong's green-labelled debt market grew to US$19
billion in 2021, growing 6.5 times on 2020. This
represents the largest increase, in both absolute and
percentage terms, since 2016, when the CBI data starts.
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In terms of issuers, CBI noted that the Hong Kong SAR
Government was particularly active, raising more than
US$6 billion with six deals in 2021. Corporates, both
financial and non-financial, raised an additional US$3.5
billion. Out of the 12 issuers that issued green debt or
borrowed via green loans, nine were new to market —
such as Hongkong Land and China Development Bank
(Hong Kong Branch), which both issued their inaugural
green bonds.

One notable deal in sustainable debt market in Hong
Kong over the year may be a Chinese offshore green
bond issued by the Municipality of Shenzhen. This RMB-
denominated bond not only marked the first time that a
municipal government in Mainland China issued an
offshore green bond, but is also a good example of Hong
Kong and Shenzhen working together to realize the
vision of the Greater Bay Area. The bond’s proceeds will
be used to fund new high schools, water treatment
plants and subway projects.

In May 2022, Hong Kong'’s first green bond for retail
investors raised HK$20 billion (US$2.6 billion). This was
the largest retail-focused green bond globally, and the
popular deal was oversubscribed, suggesting high
levels of interest among Hong Kong's individual
investors for sustainable investments.

Away from green bonds and loans, there was activity in
other thematic debt instruments. Seaspan Corporation
for example, the world’s largest independent owner of
containerships, issued a US$750 million blue bond — a
new kind of debt security where the proceeds are
directed towards the oceans and the economies that
depend on them.

With the aforementioned successful funding of a range
of sustainable projects, Hong Kong’s green debt market
is getting deeper and broader, and that showcased how
Hong Kong has responded and gained experience
swiftly in thematic investing.

Initiative _to Facilitate Development of Fixed Income
ETFs in Hong Kong

On May 31, 2021, Hong Kong Exchanges and Clearing
Limited (HKEX) announced the introduction of two new
fee waivers for Hong Kong-listed fixed income ETFs and
money market ETFs. The new initiative is part of HKEX’s
ongoing commitment to develop Hong Kong into Asia’s
ETF marketplace through offering greater choice and
broadening product diversity.

Commencing on May 31, 2021, the following fees were
waived for transactions of fixed income ETFs and money
market ETFs:

e The trading tariff of HK$0.50

e The minimum stock settlement fee payable by each
Clearing Participant or Clearing Agency Participant
for each Exchange Trade or crossed Exchange
Trade cleared and settled through CCASS

As of May 28, 2021, there were 29 fixed income and
money market ETF trading counters eligible for the fee
waivers.

The new fee waivers were expected to help investors
reduce costs for fixed income ETFs and money market
ETF transactions, and were HKEX’s latest initiative to
enhance its ETF market structure and drive liquidity to
Hong Kong-listed ETFs. It was also believed that the fee
waivers were introduced at an opportune time as there
has been a strong increase in investor demand for China
fixed income products in recent years.

Remarks

ETFs in Hong Kong are expected to experience
significant growth due to the development potential of
the Greater Bay Area, growing interest among global
investors and the new cross-border trading scheme
such as the ETF Connect. As a city experienced in
facilitating investment flows going in and out of Mainland
China, Hong Kong also has a key strength of its human
capital. This expertise is evident across the entire
spectrum of Hong Kong’s financial services industry —
from investment banking to asset management, as well
as legal and custodian services.

Given the solid business and human infrastructure, high
degree of internationalization, support of the
government and regulators and established
engagement with nearby regions and countries,
especially the unique connection to Mainland China’s
financial markets, Hong Kong is well-positioned to
strengthen its role as an international green and
sustainable financial hub.
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Source ZKjfg:
https://www.fsdc.org.hk/en/media/deepening-connections-
hong-kong-s-new-links-with-mainland-china-s-financial-
markets
https://www.fsdc.org.hk/en/media/hong-kong-making-
progress-in-sustainable-debt
https://www.hkex.com.hk/-/media/HKEX-
Market/Products/Securities/Exchange-Traded-
Products/Launch/Whitepaper_Transformative-forces-in-ETF-
investment.pdf

https://www.hkex.com.hk/News/Market-
Communications/2021/210531news?sc_lang=en

The Stock Exchange of Hong Kong Limited
Publishes Conclusions on Proposed Amendments
to Listing Rules Relating to Share Schemes of Listed
Issuers

On July 29, 2022, the Stock Exchange of Hong Kong
Limited (the Exchange) published conclusions to its
consultation on Proposed Amendments to Listing Rules
relating to Share Schemes of Listed Issuers
(Consultation Conclusions).

Respondents were supportive of the Exchange’s
initiatives to provide a consistent regulatory framework
to govern both share option schemes and share award
schemes. Comments on specific proposals were
primarily related to the operational aspects of the
proposals and the nature and level of disclosure
proposed.

The Exchange will adopt the consultation proposals with
modifications to reflect respondents’ comments where
appropriate. These modifications mainly relate to the
role of the remuneration committee, vesting period for
share awards and options, and share schemes of
subsidiaries.

Key changes to the Rules Governing the Listing of
Securities on the Exchange (Listing Rules) include:

I.  Share Schemes funded by issuance of new shares
of listed issuers

() Extend Chapter 17 to govern all share schemes
involving grants of share awards and grants of
options to acquire new shares of issuers;

(i) Define eligible participants of share option
schemes and share award schemes (Share
Schemes) to include employee participants,
related entity participants and service providers;

(i) Scheme mandate: (i) apply a limit on grant of share
awards and/or options (Share Grants) (Scheme
Mandate Limit) of not exceeding 10% of an issuer’s
issued shares to all Share Schemes of the issuer
and require the issuer to set a service provider
sublimit within the Scheme Mandate Limit and
disclose the basis for determining the sublimit; (i)
require independent shareholders’ approval for
refreshment of scheme mandate within a three
year period,;

(iv) Require approval by shareholders for Share Grants
to (i) an individual participant in excess of the 1%
individual limit; or (ii) a connected person in excess
of the de minimis threshold. All Share Grants to
connected persons will require approval by
independent non-executive directors;

(v) Require a minimum vesting period of 12 months.
Share Grants to employee participants may be
subject to a shorter vesting period under specific
circumstances as set out in the scheme document.
Share Grants to directors and senior management
with a shorter vesting period must be approved by
the remuneration committee;

(vi) Require disclosure of details of Share Grants by
the issuer to the following participants to be made
on an individual basis: (i) a connected person; (ii) a
participant with Share Grants in excess of the 1%
individual limit; (iii) a related entity participant or
service provider with Share Grants in excess of 0.1%
of the issuer’s issued shares over any 12-month
period;

Il. Share Schemes funded by existing shares of listed
issuers

(vii) Require disclosure in annual reports of (i) a
summary of each share scheme; and (ii)
information relating to grants of existing shares
during the year;

IIl. Share Schemes of subsidiaries of listed issuers

(viii) Apply Chapter 17 to Share Schemes of a principal
subsidiary (a subsidiary whose revenue, profits or

4
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total assets accounted for 75% (or more) of that of
the issuer under the percentage ratios in any of the
latest three financial years). Share Grants under
Share Schemes of other subsidiaries will be
subject to Chapters 14 and/or 14A requirements.

The amendments to the Listing Rules relating to share
schemes will come into effect on 1 January 2023 for all
existing Share Schemes as at the same date. Issuers
may make Share Grants only to eligible participants
defined under the amended Listing Rules for financial
years commencing on or after 1 January 2023. For
share option schemes or share award schemes adopted
by issuers before the effective date, the issuers may
continue to make Share Grants to eligible participants
(as defined in the amended Chapter 17) using their
existing scheme mandates or advanced specific
mandates. Issuers which have adopted share award
schemes using general mandate may make Share
Grants up to the date of the second annual general
meeting after 1 January 2023. The Stock Exchange also
issued relevant FAQs on the new rules.
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Source KE:

https://www.hkex.com.hk/News/Regulatory-
Announcements/2022/220729news?sc_lang=en

https://en-
rules.hkex.com.hk/sites/default/files/net_file_store/FAQ%200
83-2022%20t0%20101-2022_e.pdf

The Stock Exchange of Hong Kong Limited
Publishes Enforcement Bulletin to Reminds of the
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Disclosure and Shareholder Approval Requirements
of Certain Transactions of Listed Issuers

The Stock Exchange of Hong Kong Limited (the
Exchange) published the August 2022 edition of
Enforcement Bulletin to highlight and give a summary of
16 enforcement cases of the Rules Governing the
Listing of Securities on the Exchange (Listing Rules) in
the first half of 2022. A majority of the cases involved
transactions which require both disclosure and
shareholder approval.

The Listing Rules require that certain transactions (such
as acquisitions, disposals, financial assistance,
advances to an entity and non-exempt connected
transactions) should be disclosed and, depending on
their nature and size, approved by (independent)
shareholders. Chapter 14 of the Listing Rules sets out
how the transactions are classified based on their size
and the disclosure and approval requirements of
different classes of transactions. Chapter 14A of the
Listing Rules set out the requirements for connected
transactions.

In many of the enforcement cases, the transactions were
only discovered sometime after the event, and ultimately
involved significant impairments. In several cases, the
listed issuers did not have the right systems to identify
transactions subject to requirements of the Listing Rules
or to make sure that they were appropriately escalated
to the board. As a result, the listed issuers failed to
comply with the procedural requirements applicable to
notifiable and/or connected transactions. In some cases,
the failure in turn led to inaccurate, incomplete and/or
misleading disclosure in annual reports.

The Exchange emphasized that the Listing Rule
requirements are designed to protect shareholders and
the market by ensuring that timely information is
provided and the shareholders are given the opportunity
to vote. Itis critical that listed issuers have adequate and
effective systems and internal controls in place to ensure
they comply with all the relevant obligations. It is also
important for listed issuers to ensure that controls and
systems are reviewed and updated regularly,
particularly if embarking on a new business segment.
Directors must also make sure that all relevant staff have
been given proper training, as they can understand and
operate effectively within the framework that has been
established.

Listed debt securities issuers should also be aware of
their continuing obligations under Chapter 37 of the
Listing Rules. In January 2022, the Exchange censured
a debtissuer and its authorized representative for failure
to timely announce a default in payment of interest and
apply for a trading suspension. The Exchange reminded
issuers and guarantors of listed debt securities that they
are subject to disclosure and other obligations under the

Listing Rules and may refer to the recently published
Guidance on continuing obligations under Chapter 37 of
the Main Board Listing Rules and Chapter 30 of the
GEM Rules (Debt Issues to Professional Investors Only).

ERRKEXPMARA I RS LHRNRTERIZEL
MRITARELER 5K BB RACERE
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Source Ej&:

https://www.hkex.com.hk/-/media/HKEX-
Market/Listing/Rules-and-Guidance/Disciplinary-and-
Enforcement/Enforcement-Newsletter/newsletter202208.pdf

Hong Kong Takeovers Bulletin Reminds of Ancillary
Documents Requirements and Compliance with
Rule 19.1 for Closing Announcements Involving
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Trading Suspensions Due to Insufficient Public
Float

In the Takeovers Bulletin (Issue No. 61), the Securities
and Futures Commission of Hong Kong (SFC) reminded
parties to an offer and their advisers the requirements
applicable to ancillary documents and compliance with
Rule 19.1 of the Code on Takeovers and Mergers
(Takeovers Code, together with the Code on Share Buy-
backs, the Codes) for closing announcements involving
trading suspensions due to insufficient public float.

Reminder of ancillary documents requirements

The SFC noted that there has been an increasing
number of instances where parties to an offer or their
shareholders released or published ancillary documents
in connection with an offer without confirming to the SFC
that the ancillary documents did not contain any material
new information with Code implications or consulting the
SFC prior to the release or publication recently. The
parties and their advisers were not aware of these
requirements and only confirmed to the SFC that the
ancillary documents did not contain any material new
information with Code implications after the SFC made
enquiries with them.

Rule 12.1 requires that all documents subject to the
Codes (other than those on the post-vet list) must be
filed with the Executive of the SFC for comment prior to
release or publication and must not be released or
published until the Executive has confirmed that it has
no further comments.

The SFC recognize that parties to an offer may have to
issue ancillary documents other than documents issued
under the Codes for the purpose of complying with other
regulatory requirements. Ancillary documents should
not include any new information relating to the Code
transaction that has not already been published in
accordance with the Codes. Given this, a pragmatic
approach towards ancillary documents was provided as
follows:

(i) If the relevant parties confirm to the Executive that
the ancillary documents do not contain any material
new information with Code implications, the
Executive will not require such documents to be
submitted for comment in accordance with Rule
12.1. In these circumstances, the Executive will not
normally require a responsibility statement under
Rule 9.3 of the Takeovers Code to be included in
these ancillary documents;

(i) If, however, the ancillary documents contain
material new information with Code implications, the
parties should highlight the relevant pages that
contain the new information and submit them to the
Executive for its comment. If the new information is

sufficiently material, the Executive may consider it
necessary to comment on the entire document. The
Executive may also require a responsibility
statement under Rule 9.3 of the Takeovers Code to
be included in the relevant ancillary document.

The SFC also gave further guidance on the “no material
new information” confirmations for ancillary documents
to be provided to the Executive:

(i) the confirmation should normally be given by the
financial adviser to the relevant party issuing the
ancillary document; and

(ii) the confirmation should be made in writing and
submitted to the Executive by not later than the
close of business on the business day following the
release or publication of the ancillary document.

Compliance with Rule 19.1 for closing announcements
involving trading suspensions due to insufficient public
float

Where the public float of an offeree company falls below
the prescribed percentage of public float under the Rules
Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (Listing Rules) when
the offer closes and as a result a trading suspension is
required, it is a common practice for the parties to
disclose this information in closing announcements
made under Rule 19.1 of the Takeovers Code. However,
the SFC has noted an increasing number of instances
where these closing announcements were published
after the 7:00 p.m. deadline required under Rule 19.1.
The delay was often due to the additional time required
to prepare the disclosure relating to the trading
suspension.

Rule 19.1 of the Takeovers Code provides that the
offeror must publish an announcement in accordance
with the requirements of the Listing Rules by 7:00 p.m.
on the closing date stating whether the offer has been
revised or extended, has expired or has become or been
declared unconditional. Rule 19.2 further provides that
the Executive should be consulted if an offeror is unable
to comply with any of the requirements of Rule 19. The
Executive may require that acceptors be granted a right
of withdrawal, on terms acceptable to the Executive,
until the requirements of Rule 19 can be met.

The SFC emphasized that it is important that the
relevant timings under the Codes are observed to
ensure an orderly market is maintained during a Code-
related transaction, as well as when it is about to
complete. The market has long adapted to the timing
requirements under the Codes, and parties and
practitioners are able to comply without difficulty.
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The SFC reminded that if parties encounter or anticipate
any difficulties in meeting the 7:00 p.m. publication
deadline for closing announcements as a result of also
being required to announce a trading suspension of the
offeree company’s shares after the close of an offer,
they should consider splitting the results of the offer and
the trading suspension into two separate
announcements so that the offeror would be in a better
position to meet its obligations under Rule 19.1.
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Hong Kong Securities and Futures Commission
Sets Out the Way Forward for Green and
Sustainable Finance
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On August 2, 2022, the Hong Kong Securities and
Futures Commission (SFC) published its Agenda for
Green and Sustainable Finance to set out further steps
to support Hong Kong's role as a regional green finance
center, having achieved the goals set out in its Strategic
Framework for Green Finance issued in September
2018.

Hong Kong as being a regional and international green
finance center has a critical role in various cross-border
issues such as Climate change and sustainability. The
SFC by improving the quality of information available,
ensuring that domestic policies and international
standards are aligned, increases transparency and build
trust for investors

The SFC’s work will focus on three main areas below,
continue supporting the development of green and
sustainable finance in Hong Kong and the transition to a
greener economy.

i. Enhancing corporate sustainability disclosures;

ii. Monitoring the implementation of and

enhancing existing measures relating to

Environmental, Social and Governance (ESG)

funds and expectations for fund managers; and

iii. Identifying an appropriate regulatory framework
for any proposed carbon markets.

The SFC has been at the forefront of local and global
efforts to develop an effective regulatory framework for
green and sustainable finance for Hong Kong and the
globe. The key initiative includes: (i) Initiating the
establishment of the Green and Sustainable Finance
Cross-Agency Steering Groupin May 2020 to
accelerate the growth of green and sustainable finance
in Hong Kong and support the Government’s climate
strategies, and (ii) Actively participating in international
initiatives relating to sustainable finance, including the
International Organization of Securities Commissions,
the Network of Central Banks and Supervisors for
Greening the Financial System and the Climate
Disclosure Advisory Group of the United Nations
Sustainable Stock Exchanges Initiative. The SFC is also
a supporter of the Task Force on Climate-related
Financial Disclosures (TCFD) Recommendations and a
member of the International Platform on Sustainable
Finance.
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Source kj&:

https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=22PR59

Hong Kong Securities and Futures Commission and
the China Securities Regulatory Commission
Enhance Stock Connect Trading Calendar

On August 12, 2022, the Hong Kong Securities and
Futures Commission (SFC) and the China Securities
Regulatory Commission (CSRC) issued a joint
announcement for their in-principle approval for
changes to the Stock Connect trading calendar. The
changes would apply to both northbound and
southbound trading.

Because different public holidays are observed in the
Mainland and Hong Kong, investors currently cannot
trade through Stock Connect on certain days. For
northbound trading, Stock Connect is now closed on a
Mainland market trading day when the corresponding
settlement day (i.e., T+1) is a public holiday in Hong
Kong because banking services are not available to
support payment of transactions. Similarly, southbound
Stock Connect trading is currently not open on a trading
day in Hong Kong when the settlement day falls on a
Mainland public holiday.


https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=22PR59
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-announcements/news/doc?refNo=22PR59

The proposed changes enable Stock Connect trading on
any day when both the Mainland and Hong Kong
markets are open, even when the corresponding
settlement day falls on a public holiday. These
enhancements will allow investors to better manage
their portfolios through Stock Connect and support the
further expansion of the program.

The implementation of the enhancements to the trading
calendar will take six months to prepare and is subject
to regulatory approvals and market readiness. The
launch date will be announced in due course.
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Source j&:
https://apps.sfc.hk/edistributionWeb/gateway/EN/news-and-
announcements/news/doc?refNo=22PR61

Information in this update is for general reference only
and should not be relied on as legal advice.
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