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Hong Kong Monetary Authority Presses On To
Improve Hong Kong’s Financial Infrastructure

Amid an economy clouded by the lingering COVID-19
pandemic, widespread inflation, trend of interest rate
hikes, global economy's supply crunch, US-China trade
war and heightened geopolitical risks, the Hong Kong
Monetary Authority (HKMA) perseveres in rolling out
measures and policies to improve the financial
infrastructure of Hong Kong and connect with
international initiatives to strengthen Hong Kong's
financial ecosystem.

In the past two months, the HKMA has organized
different activities and launched new schemes to
promote regulatory technology (Regtech), enhance
financial customer protection and liquidity support and
fuel growth in Hong Kong’s derivative market.

The second anti-money laundering Regtech Lab

On July 21, 2022, the HKMA and Cyberport co-
organized the second anti-money laundering (AML)
Regtech Lab (AMLab) as part of the HKMA'’s “Fintech
2025” strategy. The second AMLab focuses on low-
barrier, easy-to-implement technologies, such as robotic
process automation, low-code/no-code platforms and
visualization tools, which allow automation of repetitive
and time-intensive processes, managing large volumes
of data to draw insights from data analysis to be
presented in easily understood formats.

In the second AMLab, small and medium-sized banks
collaborated with technical experts to:

(i) target common pain points in essential but
repetitive AML operations, such as customer
due diligence at on-boarding and record
keeping;

(ii) identify applicable technology solutions to
address the common pain points and develop
business cases for the adoption of “enabling
technologies”; and
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(iii) gain hands-on experience with relevant
technologies and explore potential use cases to
cope with individual circumstances.

A new Regtech Connect session also took place in
which technology companies in Cyberport demonstrated
a range of tools and services, connecting with
participating banks in open and collaborative
discussions regarding the use of AML Regtech which
strengthens the capacity of the banks to prevent and
detect abuse of bank accounts for fraud and money
laundering, and thus safeguards the stability and
integrity of the financial system.

Activities like Regtech Connect have allowed banks and
Regtech start-ups to explore collaboration opportunities,
facilitating the adoption of AML Regtech solutions. As
pointed out in the second Hong Kong's Money
Laundering and Terrorist Financing Risk Assessment
Report published in July 2022, following Regtech
initiatives launched by the HKMA in 2019, there has
been an increasing number of banks adopting more
advanced AML and counter-financing of terrorism (CFT)
Regtech for network analysis and expanding the use of
non-traditional data to identify hidden linkages and
connected accounts. The adoption of AML/CFT Regtech
has improved the AML/CFT surveillance and analysis
capabilities and reduced regulatory compliance burden
of banks.

Joining the International Financial Consumer Protection
Organization

In terms of financial consumer protection, the HKMA
joined the International Financial Consumer Protection
Organisation (FinCoNet) as a member institution on July
7, 2022. FinCoNet is an international organization of
supervisory authorities seeking to ensure strong
protection for financial consumers through effective
supervision, as well as to conduct research and facilitate
experience sharing in respect of financial consumer
protection measures and supervisory arrangements. By
joining FinCoNet, the HKMA can deepen engagement
with fellow regulators and capturing and sharing best
regulatory practices.
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Participating in the Renminbi Liquidity Arrangement

On June 25, 2022, the Bank for International
Settlements (BIS) announced the Renminbi Liquidity
Arrangement (RMBLA), which has been developed with
the People’s Bank of China (PBOC), to provide liquidity
to central banks through a new reserve pooling scheme.
The HKMA joined the initial group of central banks in
Asia and the Pacific participating in RMBLA.

The RMBLA aims to provide liquidity support and can be
utilized by participating central banks during future
periods of market volatility. The reserve pooling provides
additional features as participating central banks would
not only be able to draw down on their contributions, but
would also gain access to additional funding through a
collateralized liquidity window operated by the BIS up to
an amount equivalent to the central bank's share of the
collateralized liquidity window.

Participating in the RMBLA can deepen the financial
cooperation between the HKMA, other central banks
and the BIS, better protect Hong Kong against market
stresses and safeguard regional financial stability.

The launch of Swap Connect

On July 4, 2022, the PBOC, the HKMA and the Hong
Kong Securities and Futures Commission jointly
announced a new initiative for mutual access between
interest rate swap markets in Hong Kong and Mainland
China (Swap Connect).

The Hong Kong Exchanges and Clearing Limited,
through its clearing subsidiary OTC Clear, has been
working in partnership with China Foreign Exchange
Trade System and Shanghai Clearing House to build
Swap Connect, which will provide trading and clearing
services for Hong Kong and international investors to
access Mainland China’s financial derivatives market,
and for investors in Mainland China to access Hong
Kong's financial derivatives market, without changing
the existing trading and settlement practices. It provides
a convenient and secure channel for overseas investors
to trade interest rate swap products in Mainland China
via a connection between infrastructure institutions in
the two places.

Swap Connect marks another milestone in connecting
the financial markets between Hong Kong and Mainland
China. It is expected that Swap Connect will create
synergy with Bond Connect to facilitate global investors’
management of interest rate risks for their bond
investment on Mainland and further promote the
sustainable growth of the markets in Hong Kong and
Mainland China, presenting opportunities for financial
institutions in Hong Kong and enhancing Hong Kong’s
status as an international financial center.

Remarks

The HKMA has long played a key role in developing a
safe, efficient and sophisticated financial infrastructure
in Hong Kong to maintain and safeguard the stability and
integrity of Hong Kong’s financial ecosystem. During the
years, the HKMA has endeavored to broaden the scope
and increase the depth of the financial infrastructure in
Hong Kong, promote the use of advanced and
innovative technologies and connect Hong Kong with
other markets. The banking and financial industry would
seize the opportunity to capitalize on the benefits of the
robust financial infrastructure in Hong Kong to steer
through tough times.
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Survey of Hong Kong Securities and Futures
Commission Shows Hong Kong’s Asset and Wealth
Management Business Remained Resilient in 2021

On July 20, 2022, the Hong Kong Securities and Futures
Commission (SFC) published a survey and found that
the asset and wealth management business in Hong
Kong recorded a 2% year-on-year increase in assets
under management (AUM) to HK$35,546 billion
(US$4,558 billion) as at the end of 2021. Net fund
inflows during the year reached HK$2,152 hillion
(US$277 billion), up 6% from 2020. The AUM of the
asset management and fund advisory business
conducted by licensed corporations and registered
institutions increased 8% to HK$25,888 billion
(US$3,320 billion).

“The survey findings underscore the core strengths of
the asset and wealth management industry in the fast-
changing, challenging environment,” said Ms. Christina
Choi, the SFC's Executive Director of Investment
Products. “The SFC will continue to support the
development of Hong Kong as a premier global asset
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and wealth management center and preferred fund
domicile.”

1,019 firms took part in the survey, including SFC-
licensed corporations engaging in asset management
and fund advisory business, banks engaging in asset
management, private banking and private wealth
management business, non-SFC licensed insurance
companies registered under the Insurance Ordinance
and trustees. Other highlight of the survey include:

e Assets held under trusts increased 5% to HK$4,719
billion (US$605 billion).

e The AUM of the private banking and private wealth
management business decreased 6% to HK$10,583
billion (US$1,357 bhillion). Respondents reported
that the decrease was mainly due to changes in the
values of underlying investments held by clients.

¢ Non-Hong Kong investors remained a major source
of funding for the asset and wealth management
business, accounting for 65% of AUM.

e The total number of staff in the asset and wealth
management business increased 12% to 54,003.

The data in the survey also demonstrates Hong Kong
continues to be the pre-eminent offshore renminbi
center offering a wide range of renminbi financial
products. For instance, the AUM of Mainland Mutual
Recognition of Funds (MRF) funds attributable to Hong
Kong investors increased 42% to RMB1,240 million as
at March 31, 2022. The number and value of SFC-
authorized RMB Investment products also show an
increasing trend from 2018 to 2022.

With the launch and implementation of a series of
policies and platforms such as the Greater Bay Area
Wealth Management Connect in September 2021,
Exchange Traded Fund (ETF) Connect in July 2022 and
the MRF scheme, it is foreseeable that the development
of asset and wealth management industry in Hong Kong
will be further facilitated.

The SFC has also been continuously enhancing
regulatory regimes in Hong Kong such as the review and
consultation conducted over the investment-linked
assurance schemes, regulations regarding depositories
of SFC-authorized funds and Code on Pooled
Retirement Funds. With the enhancement of regulatory
regimes, investors’ interest would be better protected
and make Hong Kong a more attractive location for
asset and wealth management to investors.
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Hong Kong Securities and Futures Commission and
the China Securities Regulatory Commission
Launch ETF Connect

On July 28, 2022, the Hong Kong Securities and Futures
Commission (SFC) and the China Securities Regulatory
Commission (CSRC) issued a joint announcement on
the launch of ETF Connect. Trading of exchange-traded
funds (ETFs) under Mainland-Hong Kong Stock
Connect will commence on July 4, 2022.

The SFC and the CSRC have agreed on arrangements
for cross-boundary regulatory cooperation and investor
education in relation to the inclusion of eligible ETFs by
Mainland and Hong Kong exchanges in Stock Connect
and will enhance cooperation on enforcement against
cross-boundary illegal activities and market misconduct
to maintain an orderly market and protect investors. In
particular, it was announced that:

1. To expand the variety of traded products and
provide more investment opportunities and
convenience for domestic and overseas investors,
the CSRC and the SFC reached a consensus to
include ETFs as eligible securities under Stock
Connect in 2016. In December 2021, the Shanghai
Stock Exchange, Shenzhen Stock Exchange, Stock
Exchange of Hong Kong Limited, China Securities
Depository and Clearing Corporation Limited and
Hong Kong Securities Clearing Company Limited
reached an agreement on an overall proposal to
achieve this.

2. After including ETFs in Stock Connect, Mainland
and Hong Kong investors may trade eligible stocks
and ETFs listed on each other’s exchanges through
local securities firms or brokers.

3. ETFs are included in Stock Connect by virtue of
connections between the infrastructures supporting
the mutual market access scheme. The principal
arrangements for the regime are made with
reference to those under Stock Connect and follow
existing fund operations, as well as the laws,
regulations and operational models governing
trading and clearing in the two markets. Other
arrangements are set out below:

i. Eligible ETFs. The eligibility of Mainland and
Hong Kong ETFs will be determined based on
various factors such as the fund size and
whether the index tracked by the fund

comprises mainly eligible stocks under Stock
Connect. Detailed eligibility criteria will be
published by the Mainland and Hong Kong
exchanges. With the agreement of the CSRC
and SFC, Mainland and Hong Kong exchanges
may adjust the scope of eligible ETFs under the
Stock Connect framework in light of operational
performance.

. Means of investment. Under Stock Connect,
investors may trade ETFs only on secondary
markets and no subscriptions or redemptions
are allowed.

iii. Investment quota. The investment quota for
ETFs and stocks will be aggregated for
calculation and administrative purposes.

4. Other issues which are not mentioned in the joint
announcement shall be dealt with in accordance
with the requirements set out in the joint
announcements on Stock Connect. These include
the applicable trading and clearing rules, investor
eligibility, cross-boundary regulatory and
enforcement cooperation and liaison mechanisms.

Stock exchanges and securities registration and
clearing houses on the Mainland and in Hong Kong will
formulate or amend the related rules and actively carry
out preparation work such as the development and
testing of technical systems and investor education.
ETFs will be officially included in Stock Connect only
after the trading and clearing rules and systems have
been finalized, all regulatory approvals have been
granted, market participants have sufficiently adapted
their operational and technical systems, all necessary
arrangements for cross-boundary regulatory and
enforcement cooperation have been put in place, and
investor education measures have been determined. It
will take about two months from the date of the joint
announcement to prepare for formal implementation. A
separate announcement will be made about the official
launch date in due course.

As mentioned by Mr. Ashley Alder, the SFC’'s Chief
Executive Officer, the ETF Connect is an important
milestone because for the first time Stock Connect is
expanded beyond stock trading, it will catalyze Hong
Kong’s growth as an ETF hub and underscore Hong
Kong’s unigue role connecting global capital with the
Mainland. The ETF Connect is expected to further
deepen the mutual stock market access between
Mainland and Hong Kong and thereby promote the
development of capital markets of both places.
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Hong Kong Government’s Gazettal of Anti-Money
Laundering and Counter-Terrorist Financing
(Amendment) Bill 2022

On June 24, 2022, the Hong Kong Government
(Government) published in the Gazette the Anti-Money
Laundering and Counter-Terrorist Financing
(Amendment) Bill 2022 in an effort to enhance Hong
Kong's regulatory regime for combating money
laundering and terrorist financing.

The Amendment Bill seeks to introduce a licensing
regime for virtual asset service providers and a
registration regime for dealers in precious metals and
stones (DPMS), so as to impose statutory anti-money
laundering and counter-terrorist financing (AML/CTF)
obligations on these two sectors. Furthermore,
opportunity will be taken to address a number of
miscellaneous and technical issues under the Anti-
Money Laundering and Counter-Terrorist Financing
Ordinance (Chapter 615) which have been identified in
the Mutual Evaluation and other Financial Action Task
Force (FATF) contexts.

The Amendment Bill aims to enhance the AML/CTF
regulatory regime of Hong Kong. Any person who seeks
to carry on a business of operating a virtual asset
exchange is required to apply for a license from the
Securities and Futures Commission. The relevant
person is subject to the meeting of a fit and proper test
as well as the AML/CTF and other regulatory
requirements. Under the proposed DPMS registration
regime, any person who is seeking to carry on a
business of dealing in precious metals and precious
stones in Hong Kong will be required to register with
the Commissioner of Customs and Excise. There will

6
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be two categories of registrants, classified on the basis
of whether the DPMS is seeking to engage in cash
transactions at or above HK$120,000 in the course of
their business. Dealers who engage in such cash
transactions will be subject to AML/CTF supervision
under the regime.

A Government spokesperson said, "The legislative
proposal is pertinent to our fulfilment of the relevant
FATF obligations, and will mitigate the risk of money
laundering and terrorist financing in Hong Kong. This will
safeguard the integrity of Hong Kong as an international
financial center, protect investors and add to our
credibility as a trusted and competitive place to do
business."

The FATF is an inter-governmental body that sets
international standards on combating money laundering
and terrorist financing. Hong Kong has been a member
of the FATF since 1991.

The Bill will be introduced into the Legislative Council for
first reading on July 6, 2022 and is proposed to be
effective from January 1, 2023 (except that provisions
regarding virtual assets are proposed to be effective
from March 1, 2023).
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Information in this update is for general reference only
and should not be relied on as legal advice.
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