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Hong Kong Securities and Futures Commission and
Hong Kong Monetary Authority Issue Results of
Joint Survey on the Sale of Non-exchange Traded
Investment Products — Reflecting on Hong Kong's
Development as an Asset Management Hub

On October 7, 2021, the Securities and Futures
Commission of Hong Kong (SFC) and the Hong Kong
Monetary Authority (HKMA) released the findings of their
first joint survey on the Sale of Non-exchange Traded
Investment Products by licensed corporations (LCs) and
registered institutions (RIs). The SFC and the HKMA
issued joint circulars in December 2019 and December
2020 to announce the launch of a joint product survey
and provide submission details.

The survey results were based on responses to a
guestionnaire sent to 2,178 LCs and 112 RIs. The
survey covered the sale of non-exchange traded
investment products from January 1 to December 31,
2020 by respondent firms to non-professional investor
(PI) clients, individual Pls and certain corporate Pls. A
total of 308 LCs and 64 RIs reported selling investment
products with an aggregate transaction amount of
HK$5,700 billion during 2020, with the participation of
over 700,000 investors who completed at least one
transaction in non-exchange traded investment products
during the reporting period. The transaction amount
refers to the amount paid or payable by investors for
investment products. For structured products and
derivative products, the transaction amount refers to the
maximum exposure of the contracts at the point of sale.
Respondent firms were requested to report only one
side of the transaction. Rollovers, redemptions and
position close-outs were not included.

Structured products (HK$2,764 billion) accounted for the

largest share of the aggregate transaction amount,

followed by collective investment schemes (CIS)

(HK$1,425 billion) and debt securities (HK$1,058

billion). Major observations from the survey included:

e The most common structured products sold were
equity-linked products (HK$1,597 billion), especially
those linked to stocks of internet and technology
companies which facilitated non-face-to-face
interactions and online transactions during the
COVID-19 pandemic.
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e The use of online platforms was increasingly
popular in the distribution of CIS, including money
market funds. About 54% of clients investing in CIS
transacted through online platforms and online sale
of CIS accounted for 18% of the transaction amount
for all CIS sold.

e 70% of the debt securities sold were corporate
bonds. Firms generally responded that their clients
showed interest in bonds offering higher yields in the
current low interest rate environment.

e The sale of non-exchange traded investment
products during the reporting period was dominated
by the top 20 firms, which accounted for 85% of the
aggregate transaction amount.

The SFC and the HKMA conducted the survey to better
understand the industry landscape and market trends.
This information helps the SFC and HKMA supervise the
selling practices of intermediaries and coordinate their
responses to address areas of common concern. The
regulators believe that the information would also be
useful to market participants.

The joint survey signals an active investment products
market in Hong Kong, which might be the result of the
collective efforts of the SFC and the Hong Kong
Government in striving to advance Hong Kong's position
as an asset and wealth management hub. A continued
growth of the market would require persistent
development and the Government’s support in various
aspects, such as real estate investment trusts (REITS),
open-ended fund companies (OFCs) and tax initiatives,
green and sustainable finance and mutual market
access schemes with the Mainland covered in an earlier
webinar held by the SFC.

The SFC and the Hong Kong Government are keen to
promote REITs and develop Hong Kong as a vibrant
REIT market. The recent launch of publicly-listed
infrastructure REITs in the Mainland, the recent removal
of the 10% limit on REITs investments imposed on
Mandatory Provident Funds (MPF) and the launch of the
Government’s three-year grant scheme for REITs were
some examples of the work the regulators have been
doing. The SFC is working with the Hong Kong
Government on potential legislative amendments to
address the industry’s concern about the absence of a
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statutory compulsory acquisition and scheme of
arrangement mechanism for REITs to facilitate a
privatization or an exit. With the measures above, it is
expected that more investments would be attracted to
the REIT market and investor base would also be
enlarged.

In respect of new fund structures proposed to be
introduced, namely the open-ended fund companies
(OFCs) regime administered by the SFC and the new
limited partnership fund structure administered by the
Companies Registry of Hong Kong, it is envisaged that
the proposed statutory re-domiciliation mechanism,
which provides legal and tax certainty, will give further
impetus to the uptake of the OFC structure in Hong
Kong. The SFC has also been actively involved in the
Government's taskforce on introducing a new unified
profits tax regime for funds to provide profits tax
exemptions to eligible onshore and offshore funds alike,
providing tax concessions for carried interest distributed
by locally managed private equity funds and other tax
initiatives to increase Hong Kong'’s appeal as a preferred
fund domicile.

Sustainability, particularly the environment, has become
a priority for governments and regulators globally as well
as that for Hong Kong. To enhance disclosure by asset
managers, the SFC amended the Fund Manager Code
of Conduct and issued a circular in August 2021 setting
out the expected standards for fund managers
managing CISs to consider climate-related risks in their
investment and risk management processes and make
appropriate disclosures. The SFC’s June 2021 circular
which provided guidance to management companies of
SFC-authorized public funds on enhanced disclosures
for funds which incorporate ESG factors as a key
investment focus and introduced periodic assessments
to address the risk of greenwashing. The SFC has
considered global regulatory trends in its policy
formulation to work towards harmonization with and
comparability of standards across different jurisdictions.

The SFC is also working on expanding mutual market
access schemes with the Mainland, including Wealth
Management Connect (WMC) and the cross-listing of
exchange-traded funds (ETFs). Following the
announcement of a pilot framework for WMC in June
2020, the SFC entered into a memorandum of
understanding on the WMC pilot scheme with seven
other regulatory authorities in January 2021. Once
implemented, the scheme would enable eligible
residents in the Greater Bay Area to access wealth
management products across the border. the launch of
the Mainland-Hong Kong ETF cross-listing scheme as
part of the SFC’s ongoing efforts to enhance mutual
market access. It provides an additional avenue for
Mainland and Hong Kong investors to gain access to
ETFs in each other’s market. The first Hong Kong ETFs
were cross-listed on the Shenzhen Stock Exchange last

October and on the Shanghai Stock Exchange in June
2021. In the meantime, the SFC is working with the
China Securities Regulatory Commission and the
Mainland and Hong Kong stock exchanges towards the
launch of ETF Connect.

The work of the SFC and the Hong Kong Government
has strengthened Hong Kong's competitiveness as a
leading asset and wealth management center and
preferred fund domicile, and their continued efforts are
expected to further develop Hong Kong as an
outstanding wealth management center. In facilitating
market growth, the SFC also strives to protect investors
and ensure that its regulations keep pace with global
developments and the industry’s business needs.
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Hong Kong Monetary Authority Publishes Technical
Whitepaper on Retail Central Bank Digital Currency

On October 4, 2021, the Hong Kong Monetary Authority
(HKMA) released a technical whitepaper on retail central
bank digital currency (CBDC), titled “e-HKD: A technical
perspective” (the Whitepaper).

The HKMA announced the “Fintech 2025” strategy in
June 2021, one strategic direction under which is to
strengthen research work on CBDC with a view to
future-proofing Hong Kong in terms of CBDC readiness.
Apart from the continued and expanded collaborative
effort with peer central banks on cross-border
application of wholesale CBDC, the HKMA has started
a study on the prospect of issuing retail CBDC in Hong
Kong, i.e. e-HKD, covering both technical and policy
considerations, and aims to come up with an initial view
by the middle of next year. The publication of the
Whitepaper constitutes part of the HKMA’s research
effort on the technical front.

Building on the model for retail CBDC that the HKMA is
jointly investigating with the Hong Kong Centre of the
BIS Innovation Hub, the Whitepaper explores potential
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technical design options for issuing and distributing retail
CBDCs. This Whitepaper is the first among similar
papers published by central banks to unveil a technical
architecture that includes a ground breaking privacy
preservation arrangement that allows transaction
traceability in a privacy-amicable manner. In the course
of this research, the HKMA has also identified a number
of issues for further exploration as summarized under
the problem statements in the Whitepaper, on which the
HKMA would reach out to the academia and industry for
further views and comments.

Mr. Eddie Yue, Chief Executive of the HKMA, said, “The
Whitepaper marks the first step of our technical
exploration for the e-HKD. The knowledge gained from
this research, together with the experience we acquired
from other CBDC projects, would help inform further
consideration and deliberation on the technical design of
the e-HKD. We also look forward to receiving feedback
and suggestions from the academia and industry to
enrich our perspectives.”

The report is available on the HKMA website:
https://www.hkma.gov.hk/media/eng/doc/key-
functions/financial-infrastructure/e-

HKD_A _technical_perspective.pdf.
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Hong Kong Companies Registry Publishes Re-
domiciliation Mechanisms under the Open-ended
Fund Company (OFC) and Limited Partnership Fund
(LPF) Regimes to be Introduced with Effect from
November 1, 2021

With a view to developing Hong Kong into a preferred
fund domicile, the OFC and LPF regimes were
established in July 2018 and August 2020 respectively
to enable investment funds to set up in Hong Kong in the
form of a company or a limited partnership. Currently,
the Companies Registry (the Registry) oversees the
incorporation of OFCs and the registration of LPFs.

To enhance the attractiveness of the OFC and LPF
regimes and strengthen Hong Kong's position as an
international asset and wealth management center, new
fund re-domiciliation mechanisms which aim to attract
existing non-Hong Kong investment funds to re-locate to
Hong Kong, will be introduced under the Securities and
Futures (Amendment) Ordinance 2021 and the Limited
Partnership Fund and Business Registration Legislation
(Amendment) Ordinance 2021 (the Amendment
Ordinances).

Under the new mechanisms, a fund set up in the form of
a company or a limited partnership under the law of a
jurisdiction outside Hong Kong may apply for registration
as an OFC or an LPF in Hong Kong respectively, if it
meets the same set of eligibility requirements for a new
fund to be registered as an OFC or an LPF. Upon re-
domiciliation, the fund will have the same rights and
obligations as any other newly established OFCs or
LPFs in Hong Kong. The role of the Registry in respect
of re-domiciliation will be similar to that of the Registry in
respect of incorporation or registration of new OFCs and
LPFs currently.

Re-domiciliation of a non-Hong Kong Fund Corporation
as an OFC

Under the new sections 1127ZJB and 112ZJC of the
Securities and Futures Ordinance (Cap. 571), a non-
Hong Kong fund corporation may apply for registration
as an OFC with the Securities and Futures Commission
(SFC) and for the issue of a certificate of re-domiciliation
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by the Registrar of Companies (the Registrar). Similar to
an application for incorporation of an OFC, this is done
via a “one-stop approach” whereby an applicant only
needs to submit to the SFC all documents and fees in
respect of the application for re-domiciliation and
business registration of the OFC as required by the
Registrar and the Commissioner of Inland Revenue
respectively. Upon the issue of a certificate of re-
domiciliation by the Registrar, the non-Hong Kong fund
corporation becomes, and continues as a body
corporate as, a re-domiciled OFC.

After the issue of the certificate of re-domiciliation, the
corporation concerned will be required to deregister in
its place of incorporation and provide to the SFC to its
satisfaction evidence of such deregistration within 60
days.

Re-domiciliation of a non-Hong Kong Fund as an LPF

Under the new section 82B of the Limited Partnership
Fund Ordinance (Cap. 637), an application for
registration of a non-Hong Kong fund as an LPF must be
made to the Registrar by a general partner in the non-
Hong Kong fund who is named in the application as the
person proposed to be the general partner in the LPF
together with the specified fee. The application must be
submitted by a registered Hong Kong law firm or a
solicitor admitted to practice Hong Kong law in Hong
Kong on behalf of the proposed general partner.
Reqgistration will take effect upon the issue of a certificate
of registration by the Registrar.

After the issue of the certificate of registration, the fund
concerned will be required to be deregistered in its place
of establishment within 60 days.

If, immediately before a non-Hong Kong fund is
registered as an LPF, the original partnership does not
hold a valid business registration certificate, the general
partner in the LPF must, within 1 month after the
registration date, apply for a business registration
certificate for the LPF. However, if the original
partnership holds a valid business registration
certificate, the general partner must, within 1 month after
the registration date, notify the Commissioner of Inland
Revenue of the registration, the name in which the LPF
is registered and the details of the general partner.
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The Stock Exchange of Hong Kong Limited
Publishes Consultation Paper on Special Purpose
Acquisition Companies

On September 17, 2021, The Stock Exchange of Hong
Kong Limited (the Exchange), a wholly-owned
subsidiary of Hong Kong Exchanges and Clearing
Limited (HKEX), published a consultation paper seeking
market feedback on proposals to create a listing regime
for special purpose acquisition companies (SPACS) in
Hong Kong (Consultation Paper).

“As Asia’s premier global listing market, HKEX is always
looking for ways to enhance its listing framework,
striking the right balance between delivering appropriate
investor protections, market quality and market
attractiveness. We believe the introduction of a Hong
Kong SPAC listing framework will provide another
attractive route to listing in Hong Kong, allowing more
companies from Greater China, Southeast Asia and
beyond to seek a listing on HKEX,” said HKEX Head of
Listing, Bonnie Y Chan.

A SPAC is a type of shell company that raises funds
through its listing for the purpose of acquiring a business
(a De-SPAC Target) at a later stage (a De-SPAC
Transaction) within a pre-defined time period after
listing.

The Exchange is seeking market feedback on its SPAC
proposals and the proposed Listing Rules to implement
them; responses are sought from the market over the
next 45 days. The deadline for responses is October 31,
2021. Interested parties are encouraged to respond to
the Consultation Paper by completing and submitting a
guestionnaire on the HKEX website.

“To maintain Hong Kong's reputation for high quality
listings and stable secondary trading, safeguards are
included in our SPAC listings proposals, which are
designed to welcome experienced and reputable SPAC
Promoters (i.e. professional managers, usually with
private equity, corporate finance and/or industry
experience, who establish and manage a SPAC. They
are also known as “SPAC Sponsors” in the United
States) that seek good quality De-SPAC Targets.”
added Ms. Chan.

A summary of the Consultation Paper’s key proposals is
set out below:

Pre De-SPAC Transaction Proposals

e Investor Suitability: the subscription for and trading
of a SPAC’s securities would be restricted to
professional investors only. This restriction would
not apply to the trading of the Successor Company
(i.e. the listed issuer following the completion of a
De-SPAC Transaction) shares post the De-SPAC
Transaction;

e SPAC Promoters: SPAC Promoters must meet
suitability and eligibility requirements, and each
SPAC must have at least one SPAC Promoter which
is a Securities and Futures Commission of Hong
Kong (SFC) licensed firm (firms with a Type 6
(advising on corporate finance) and/or a Type 9
(asset management) license issued by the SFC)
holding at least 10 per cent of the Promoter Shares
(i.e. a separate class to the ordinary listed SPAC
shares that are convertible into the ordinary listed
SPAC shares, issued by a SPAC exclusively to a
SPAC Promoter at nominal consideration as a
financial incentive to establish and manage the
SPAC);

e Dilution Cap: Promoter Shares are proposed to be
capped at a maximum of 30 per cent of the total
number of all shares in issue as at the initial offering
date; and a similar 30 per cent cap on dilution from
the exercise of warrants is also proposed; and

e Fund Raising Size: the funds expected to be raised
by a SPAC from its initial offering must be at least
HK$1 billion.

De-SPAC Transaction Proposals

e Application of New Listing Requirements: a
Successor Company must meet all new listing
requirements (including minimum market
capitalization requirements and financial eligibility
tests);

e Independent Third Party Investment: this would be
mandatory and must constitute at least 15 to 25 per
cent of the expected market capitalization of the
Successor Company, validating the valuation of the
Successor Company;

e Shareholder Vote: a De-SPAC Transaction must be
approved by SPAC shareholders at a general
meeting (which would exclude the SPAC Promoter
and other shareholders with a material interest); and

e Redemption Option: SPAC shareholders must be
given the option to redeem their shares prior to: a
De-SPAC Transaction; a change in SPAC
Promoter; and any extension to the deadline for
finding a suitable De-SPAC Target.

Liquidation and De-listing
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e Return of Funds to Shareholders: if a SPAC is
unable to announce a De-SPAC Transaction within
24 months, or complete one within 36 months, the
SPAC must liquidate and return 100 per cent of the
funds it raised (plus accrued interest) to its
shareholders. The Exchange will then de-list the
SPAC.
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Monetary Authority of Singapore and Financial
Industry to Use New Digital Platform to Fight Money
Laundering - Comparison with Hong Kong
Monetary Authority’s New Collaboration Initiative

In respect of combating money laundering and terrorism
financing, a common challenge that financial institutions
in most jurisdictions face is that they are unable to warn
one another about unusual activity in customers’
accounts. This gap is frequently exploited by financial
criminals to make illicit transactions through a web of
entities with accounts in different financial institutions,
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such that each financial institution on its own does not
have sufficient information to detect these transactions
in a timely manner.

COSMIC Platform

On October 1, 2021, the Monetary Authority of
Singapore (MAS) announced that it will introduce a
digital platform and enabling regulatory framework for
financial institutions to share with one another relevant
information on customers and transactions to prevent
money laundering (ML), terrorism financing (TF) and
proliferation financing (PF).

The new digital platform, named COSMIC, for
“Collaborative Sharing of ML/TF Information & Cases”,
will enable financial institutions to securely share
information on customers or transactions, where they
cross material risk thresholds. The information sharing
framework is designed to target serious criminal
behaviors and allow financial institutions to more quickly
detect the bad actors to purge and deter them. Such
information sharing will help financial institutions identify
and disrupt illicit networks, thus helping to safeguard the
Singapore financial center.

The COSMIC platform is co-created by MAS and six
major commercial banks in Singapore, namely, DBS
Bank, OCBC Bank, United Overseas Bank, Standard
Chartered Bank, Citibank and the Hongkong and
Shanghai Banking Corporation Limited. It will have
strong security features to prevent unauthorized access
to information, and will be operated by MAS. MAS will
provide in legislation that this information sharing by
financial institutions is permitted only for the purpose of
combating ML, TF and PF. MAS will also require all
COSMIC participants to implement robust measures to
safeguard against unauthorized use and disclosure of
COSMIC information. MAS will supervise financial
institutions for compliance with these requirements and
take action against errant financial institutions.

The COSMIC platform will be the first centralized
platform where information is shared in a structured
format that allows for seamless integration with data
analytics tools. This will help financial institutions
collaborate productively and at scale. COSMIC’s
regulatory framework will also be unique in clearly
specifying the types of information to be shared, and the
circumstances under which information sharing will be
permitted or mandated. MAS will use the information
from COSMIC in its risk surveillance to detect illicit
networks operating in the financial system and to target
these activities for timely supervisory intervention.

MAS plans to launch the COSMIC platform in the first
half of 2023. COSMIC will initially focus on three key
financial crime risks in commercial banking, namely,
abuse of shell companies, misuse of trade finance for

illicit purposes, and PF. The six banks involved in
COSMIC’s development, which are leading players in
commercial banking, will participate and be permitted to
share information in COSMIC during this initial phase.
MAS plans to progressively extend COSMIC'’s coverage
to more financial institutions and focus areas and make
some aspects of sharing mandatory.

Hong Kong's AML/CFT Regtech Initiatives

By comparison, the Hong Kong Police Force, in
collaboration with the Hong Kong Monetary Authority
(HKMA), the Hong Kong Association of Banks and a
number of banks, launched the Fraud and Money
Laundering Intelligence Taskforce (FMLIT) in 2017.
FMLIT is a collaborative platform that is based around a
public-private  partnership, bringing together the
collective expertise and resources of the banking sector
and the government in the fight against financial crime.
The banking sector can receive case-specific and
typological information received from FMLIT. The HKMA
observed that some authorized institutions proactively
shared their observations and analysis with other
authorized institutions and stored value facility licensees
through FMLIT Alerts, which brought positive impact on
other authorized institutions.

Nonetheless, there is not yet a centralized database for
sharing of information for the purpose of anti-money
laundering and counter-financing of terrorism (AML/CFT)
analytics reviews. Banks have been investing in
technology to collect and store their customer and
transactional data, as well as analytics to monitor and
understand their customers’ behavior. In addition to
internal client and trade databases, some banks have
worked with external data owners to conduct name
screening and access adverse media searches. There
is also an emerging trend of using non-traditional
AML/CFT data, such as IP addresses, HTTP cookies,
local shared objects and WHOIS registration information,
to identify hidden relationships between customers.

In recent years, the HKMA has focused on promoting
regulatory technology (Regtech) by continuing to share
Regtech-related expectations and guidance. For
instance, in 2020, the HKMA worked with ten banks
involved in the information sharing public-private
partnership to build out a common set of fundamental
requirements around data, analytics, information
delivery, collaboration and skills and expertise. The
HKMA will also be taking a number of initiatives in the
next few years to advance positive and responsible use
of new technologies for AML/CFT of authorized
institutions, including launching a series of interactive
lab sessions to allow experimentation in a facilitated
environment using simulations of real-life AML/CFT
Regtech use cases before significant investment
decisions and creating a centralized Regtech knowledge
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hub as a platform for sharing Regtech information and
content.

The adoption of Regtech, such as Robotic Process
Automation, network/graph analytics and artificial
intelligence, for AML/CFT has enhanced transaction
monitoring capabilities of authorized institutions with
high volumes of data. It has also reduced the time-
consuming manual steps for data retrieval and review.
The HKMA considered that Regtech had a pivotal role in
revolutionizing risk management and compliance.
Through various initiatives, the HKMA wishes to raise
Regtech awareness, encourage new Regtech solutions,
help authorized institutions manage the Regtech
adoption process and expand the Regtech ecosystem.
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Source KJR:
https://www.mas.gov.sg/news/media-releases/2021/mas-and-
financial-industry-to-use-new-digital-platform-to-fight-money-
laundering

https://www.hkma.gov.hk/media/eng/doc/key-
information/guidelines-and-circular/2021/20210121elal.pdf
https://www.hkma.gov.hk/media/eng/doc/key-
information/guidelines-and-circular/2021/20210811el.pdf
https://www.hkma.gov.hk/media/eng/doc/key-
information/guidelines-and-circular/2021/20210426el1al.pdf
https://www.hkma.gov.hk/eng/news-and-media/press-
releases/2020/11/20201103-3/
https://www.police.gov.hk/offbeat/1089/eng/5433.html
https://www.hkma.gov.hk/eng/news-and-
media/speeches/2021/06/20210630-1/

China Securities Regulatory Commission Chairman
Speaks on Openness and Cooperation: the Role of
Capital Markets in Post-Pandemic Recovery

In recent years, the world’s political and economic
landscapes have undergone profound and complex
changes. The outbreak and resurgence of COVID-19
pandemic have posed significant challenges to the
global economic recovery and financial stability. The
spill-over effect has been arising from marginal
adjustments in monetary and financial policies by major
economies. As a community with shared future, the
world must join hands in responding to the pandemic
and together shoulder the responsibility of maintaining
global economic growth and financial stability. The WFE
conference, with a theme on “Resilience & Recovery:
Market Infrastructure in a Pandemic World”, covers a
broad range of topics such as global economic and
financial prospects in a post-pandemic world, openness
and cooperation among global capital markets, the role
of financial infrastructures and implications of
technological innovation. This conference serves as a
valuable opportunity for participants to share their
insights, practices and experiences, so as to enhance
mutual trust, overcome current difficulties, respond to
common risks and challenges, and strengthen
international financial governance systems.

Firstly, capital markets play a vital role in bolstering
the steady recovery of the global economy.

Upon the outbreak of the pandemic, countries and
regions around the world stepped up coordination of
macroeconomic policies, and adopted a combination of
fiscal, monetary and employment policies, aiming to
restore the economic and financial order. Overall, the
global capital markets weathered the blow of the

pandemic, demonstrated strong resilience, and quickly
restored normal functioning. On the one hand, the stock
markets in major economies have achieved sound
performance, which played an important role in
stabilizing confidence and improving expectations.
Major markets around the world have all recovered and
maintained a sound momentum after experiencing
severe turbulence at the beginning of last year. Major
stock indexes have mostly recovered or even surpassed
their pre-pandemic levels. The steady operation of the
capital markets is in itself an important part of economic
recovery. On the other hand, well-functioning capital
markets strongly supported the recovery and
development of the real economy. Securities regulators
around the world have taken active measures to further
facilitate corporate financing via innovative regulatory
tools. In 2020, the market financing activities in major
capital markets generally recorded a steady growth,
creating favorable conditions for enterprises to resume
operation and production, which helped accelerate
economic reopening and recovery. Thanks to concerted
efforts of all parties, the Chinese capital market
reopened as scheduled after the 2020 Lunar New Year
holiday and maintained normal operation ever since. A
series of policy measures offering regulatory flexibility
and accommodation have been rolled out, providing
strong support for China to take the lead in achieving
positive economic growth.

The global response to the pandemic has shown again
that the root and soul of the capital market lies in its role
to serve the real economy and to protect legitimate rights
and interests of investors, which should also be the
primary goal for exchanges and securities regulators. It
should be noted that the direction of change of pandemic
remains uncertain, and the global economic recovery is
still unstable and uneven. China Securities Regulatory
Commission (CSRC) must stick to the mission and
responsibility of the capital markets, further improve the
functioning of the markets, so that the capital markets
can better serve the real economy, and the real
economy can better support the capital markets, thus
creating a virtuous cycle between the two. At the same
time, CSRC must also be vigilant against bubbles in self-
serving circulation of funds within the financial sector
and prevent risks caused by deviation from the real
economy. Faced with multiple challenges including the
pandemic, rising commaodities prices, and supply chain
disruptions, SMEs are now in a relatively more difficult
situation. Supporting SMEs is an important task for
achieving global economic recovery and growth. At the
recently held 2021 China International Fair for Trade in
Services (CIFTIS), President Xi Jinping announced the
establishment of Beijing Stock Exchange as a primary
platform serving innovation-oriented SMEs, by
reforming the New Third Board (National Equities
Exchange and Quotations) and reiterated that China will
continue to support the innovation and development of
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SMEs. China will take this opportunity to build up a full-
cycle institutional arrangement for capital markets to
serve the innovation and development of SMEs.

Secondly, openness and cooperation are inexorable
trends for integrated development of global capital
markets

Openness and cooperation have been and will always
be the driving force for the prosperity of global capital
markets. In recent decades, against the backdrop of
economic globalization and regional integration, capital
markets in various countries and regions continue to
interact and intermingle with each other, which has
formed an inseparable community of interdependence.
International organizations such as IOSCO and WFE
are witnesses and advocates of these historical
advancements. Listed companies, financial firms and
investors are all globalized in today’s capital markets.
There should never be a zero-sum game among the
markets, where benefit to one means benefit to all and
harm to one means harm to all. Major financial centers
around the world are all located in areas where capital
markets are well-developed. Capital markets in financial
centers play a pivotal role in pooling funds and allocating
resources on a global scale, they should be able to serve
global investors and facilitate cross-border investment
and financing, instead of becoming a governmental
instrument to sanction or suppress others. As critical
infrastructure of global financial centers, the exchanges
are expected to continue serving as bridges for
international communication and coordination, so as to
create an open and cooperative environment in the best
interest of global capital markets.

As a result of China’s reform and opening-up, China’s
capital markets have always been developing through
reforms, progressing through opening-up, and achieving
win-win results through cooperation. CSRC have
witnessed increasingly profound structural changes in
China’s capital markets, with fundamental institutions
keep improving, market ecology continues to optimize,
and market openness has been taken to the next level
in all aspects. Despite the impact and disruption caused
by COVID-19, the pace of reform and opening-up of
China’s capital market has further accelerated, rather
than slowing down. The registration-based IPO regime
for the STAR Board and the ChiNext Market has been
implemented steadily. Foreign equity cap has been
entirely eliminated for securities firms, fund managers
and futures companies, where national treatment has
been applied comprehensively. The Hong Kong
Connect, London Connect, and ETF connectivity
schemes continue to expand. Product innovations
including REITs, futures and options are progressing
steadily, attracting more active participation by global
financial institutions and investors.

The two-way opening-up of China’s capital market and
corresponding institutional arrangements epitomize
China’s unswerving drive for reform and opening-up. In
accordance with the central government’s decision to
promote a new-round of higher-level opening up to the
outside world, CRSC is working on relevant measures
to further expand opening-up, including further
enrichment of eligible securities for the Hong Kong
Connect, expanding and improving the London Connect
scheme, opening up more commodities and financial
futures products for foreign participation, facilitating the
recognition of professional qualifications for international
practitioners, in order to provide overseas institutions
and investors with fair, efficient, and convenient access
to China’s capital markets. Against the backdrop of the
pandemic, securities regulators around the globe shall
better play their roles to jointly resolve various problems
via cooperation by upholding rules of the market and the
professionalism. Based on mutual respect, effective
communication, and a win-win mindset, the CSRC will
carry out pragmatic cooperation with relevant
counterparts in areas such as supervision on Chinese
companies listed overseas, cross-border audit oversight
and enforcement cooperation and strive for greater
progress and more mutually beneficial results.

Thirdly, new trends and challenges call for
exchanges to enhance all-round capabilities.

As global capital markets evolve rapidly, the exchanges,
as the organizer and order keeper for the markets, are
important infrastructures that safeguard the robustness
and efficiency of the markets. In recent years, the
advancement of new generation information
technologies such as Al, big data and blockchain, the
rapid innovation of financial instruments, as well as the
impact of the COVID-19 pandemic, are deeply
transforming the operations of capital markets and the
eco-systems of the financial industry. These have
brought forth unprecedented challenges to the
traditional management and operational practices of
exchanges around the world. Facing these challenges,
exchanges shall remain vigilant against potential risks,
prepare for the worst, and think ahead on some strategic
and long-term issues relevant to the sustainable
development of capital markets. Exchanges shall
strengthen capacity building and take active actions to
improve fundamental institutions, mitigate financial risks
and serve the real economy. There are four questions
needed to be considered carefully.

First, smart supervision by exchanges in a digital context.
While enhancing the efficiency of financial services and
accessibility of capital markets, technological
advancements also add to cross-border, cross-market
and cross-product risks. Meanwhile, misconducts tend
to be increasingly covert, complex and intelligent.
Exchanges need to consider whether their front-line
supervision activities are equipped with necessary
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technological means to adapt and respond to such
trends. And in what areas are improvements required?
Second, the changes of investors’ behavior brought by
the development of social networking platforms.
Recently, the “meme stock movement” aroused
worldwide attention and discussions. Under the
combined impacts of internet technology innovation,
spread of self-media, and drawbacks of short-selling
mechanism, investors’ behavior and its market influence
have been very different from the past. Do exchanges
have sufficient understanding of the new developments?
Can exchanges take effective actions in response?

Third, innovations in issuance and listing of securities.
Over the last two years, financing activities through
SPAC have seen significant growth. New listing models
including direct listing have also expanded, posing
disruptive challenges to the traditional IPOs. Some
believe that these non-traditional models are in essence
virtualizing IPOs, thus giving rise to regulatory issues
around corporate governance, information disclosure
and investor protection. CSRC is closely watching the
development. Are these new models suitable for all
markets alike? This probably requires further in-depth
study.

Fourth, regulatory issues around new trading patterns.
In mature markets, algorithmic and high-frequency
trading are commonly practiced. While enhancing
liquidity and pricing efficiency, such practices tend to
cause herd effect, higher volatility, and questions over
market fairness. Recent years witnessed rapid growth of
algorithmic trading in China. How do exchanges assess
the evolving trading structure and new trading patterns
in the markets?

Entering a new development stage, China is applying
the new development philosophy, and fostering the new
development paradigm. Meanwhile, China’'s capital
market will also enter a new stage of development
characterized by greater inclusiveness and higher
quality. CSRC sincerely hope to strengthen
communication, cooperation, experience sharing and
mutual trust with exchanges, financial institutions and
regulatory authorities around the world. Let’s join our
hands to overcome challenges posed by the pandemic
and make China’s due contribution to the recovery and
growth of the global economy!
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Source SK:
http://www.csrc.gov.cn/pub/csrc_en/newsfacts/PressConfere
nce/202109/t20210906_404909.html

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