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Regulatory Hot Issues

As the COVID-19 pandemic struck last year, the challenges faced by the financial 

services industry obviously included immediate responses for staff welfare as well as 

addressing the support measures and other requirements issued by the government, 

regulators and the industry bodies.

Key factors that dominated 2020 such as the COVID-19 pandemic and the 

unprecedented response by governments and central banks in terms of fiscal 

measures, social distancing and quantitative easing, are expected to continue in 

2021. But how these driving forces will sustain or change gear in 2021 will have 

significant implications on the risk profile, risk appetite and strategy of financial 

institutions in Hong Kong.

The regulatory risk-based approach comprises of eight risk types – market risk, 

interest rate risk, liquidity risk, operational risk, reputational risk, legal risk, credit risk 

and strategic risk. Our analysis of the inherent risk of these eight risk types indicates 

that inherent risk will likely go up for operational, credit and strategic risk in the near 

future.

In our last edition of the Regulatory Hot Issues launched in November 2020, we 

focused our discussion on credit risk as financial institutions worked overtime to 

manage expected credit losses (ECL) and changes in the macroeconomic 

environment driven by the COVID-19 pandemic. We highlighted the need to put in 

place enhanced measures and controls to ensure continued high standards of 

monitoring and safeguarding the credit risk.

In this edition of the Regulatory Hot Issues, we shift our focus on “Strategic Risk” as 

financial institutions pivot from fire-fighting mode to a growth mindset. As financial 

institutions shift their attention to the future, we have identified three key strategic 

drivers that will shape financial institutions significantly in the mid- to long-term.

• Green finance and climate risk

• Digital transformation

• The Greater Bay Area

In this report, we will first discuss these three trends in-depth followed by a summary 

of other regulatory hot issues in Hong Kong.
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Climate change presents both 
strategic risks and opportunities

Background

In the past 12 months Green and Sustainable Finance 

(GSF) has without a doubt found its way to the top of the 

To-Do List of most Financial Institutions (FIs). Their board 

members and senior management increasingly realised 

that while climate risk may not materialise in a big way in 

the near term, the real challenge is its irreversibility as 

long as Green House Gas (GHG) continues to be 

emitted. Hence, urgent actions are needed to green the 

economies to the point of net zero GHG emission.  

According to the World Economic Forum’s Global Risks 

Report 2021, climate action failure is ranked in the top 

two global risks in terms of likelihood as well as impact. 

Yet despite the much-elevated attention only 37% of 

global financial services CEOs identified climate change 

and environmental damage as a threat that is explicitly 

factored into their strategic risk management activities, 

according to PwC’s 24th CEO Survey that was launched 

in March 2021. Moreover, only 30% of the surveyed 

CEOs selected climate change as an extreme concern. 

Apparently, there is a big gap between gaining conceptual 

awareness and taking real actions.

Our Views

In this article we argue that financial regulators have been 

taking the lead to nudge “awareness” into “actions”.  FIs 

should not see the push as a compliance burden, but 

rather a facilitation to develop the urgently needed 

capacity to manage climate risk.  

First we explain how climate risk stands out from the ESG 

(Environmental, Social and Governance) as a strategic 

subject to be dealt with urgently, and why climate risk 

may lead to a tectonic shift in FIs’ risk profile, albeit over a 

long period – hence, the need to start building risk 

management capability in this area is NOW. On this 

basis, we are able to (i) observe recent regulatory 

initiatives through a “facilitator” lens, (ii) understand why 

climate risk is not a burden but rather a great opportunity, 

and (iii) suggest the need for FIs to bring GSF to the 

strategic level with a view to taking concrete and 

pragmatic actions. 

Regulatory Hot Issues
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How climate risk stands out from 

ESG

Whilst we have no intention to claim that one is more 

important than the other, the reality is that climate risk is 

high-probability systemic risk that can only be averted by 

immediate and globally concerted actions. ESG does not 

exhibit such risk characteristics.

As the Hong Kong Monetary Authority (HKMA) explained 

in its White Paper on Green and Sustainable Banking, 

published in June 2020, climate risk carries certain 

distinct characteristics, namely far-reaching impacts, 

foreseeable nature, irreversibility and dependency on 

short-term actions.  

We agree completely with the HKMA’s assessment. In 

particular, climate risk is “irreversible” because CO2, once 

emitted, will stay in the atmosphere for thousands of 

years. We must achieve net zero CO2 emission (net 

zero), otherwise it will keep accumulating and global 

temperature will continue to rise, and at some tipping 

point this will cause physical damages at a catastrophic 

level. The outcome depends on short-term actions 

because the way things are currently built, grown, and 

electrified are far from achieving net zero. Concrete 

actions must be taken NOW to incentivise not only the 

development of new technologies but also to have them 

deployed at a big scale. This is a process that could take 

decades to happen. In short, it is a competition between 

(i) the time needed for making the necessary changes to 

achieve net zero and (ii) the time before GHG is 

accumulated to a catastrophic level. And the former 

is losing!

Why climate risk may lead to a 

tectonic shift in FIs’ risk profile

At the risk of over-simplification, we consider two 

scenarios: (1) the world achieves net zero in time and 

prevents catastrophic physical damages and (2) the world 

fails to achieve net zero in time and suffers from 

catastrophic physical damages. Given global efforts and 

with cautious optimism, we are hoping for an outcome 

that is closer to the first scenario.  

According to Mr. Bill Gates, who recently published a 

book titled “How to Avoid a Climate Disaster”, for the first 

scenario to happen, many firms and individuals have to 

fundamentally transform the way they build things, grow 

things, electrify their work processes, move around, and 

warm up /cool down things. Probably no firms or 

individuals will be immune to these changes. We will have 

to either fundamentally change the way we do things or 

adapt to changes forced upon us by our suppliers and 

customers. It is plausible that many existing firms will fail 

in the transformation process, to be replaced by new 

ones. As to the firms that manage to survive, their 

business models could have transformed beyond 

recognition. FIs as financial intermediaries are exposed to 

all of these firms and individuals, either as borrowers, 

depositors, investors, or customers. It is therefore critical 

for FIs to develop the capability to understand and 

monitor the transformation or adaptation processes of 

their clients and evaluate the risk implications arising 

therefrom. In short, whilst FIs don’t know how their risk 

profile will change exactly, it is quite likely that changes 

over a time horizon of ten to twenty years will be 

significant. 

Regulatory Hot Issues
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Regulators as facilitators

We do not dispute that regulatory pushes on GSF have 

been forceful. 

Internationally, the Network of Central Banks and 

Supervisors for Greening the Financial System (NGFS), 

comprising of 89 members and 13 observers, was 

established in December 2017 “to enhance the role of the 

financial system to manage climate risk and to mobilise 

capital for green and low-carbon investments”. The 

agenda of NGFS includes five work streams rolling out a 

number of high-quality technical documents.  Also, the 

Basel Committee on Banking Supervision (BCBS) has 

also contributed by issuing two relevant papers in April 

2021, one on risk transmission channels and the other on 

risk measurement methodologies.

Back home, both the HKMA and the Securities and 

Futures Commission (SFC) are members of the NGFS, 

committing to adopt international standards. They, and 

other financial regulators, have since 2019 taken concrete 

regulatory initiatives to promote GSF. A more recent 

initiative by the HKMA is a pilot exercise on climate risk 

stress test, and industry consultation on supervisory 

expectations of GSF is expected to be out soon. In 

addition, the SFC’s consultation on the management and 

disclosure of climate-related risks by fund managers 

closed in January 2021. According to the Insurance 

Authority, the industry expects some relevant guidance to 

be issued in 2021. Above all, it is worth highlighting the 

launch of a strategic plan by the Green and Sustainable 

Finance Cross-Agency Steering Group (Steering Group)1

in December 2020, which set out five near-term action 

points and six key longer-term focus areas.  

More recently, the HKMA released a guideline on the 

Green and Sustainable Finance Grant Scheme (GSF 

Grant Scheme) as announced by the Financial Secretary 

in the 2021-22 Budget. The guideline sets the eligibility 

criteria and application process of the GSF Grant Scheme 

which commenced on 10 May 2021 and will last for three 

years. The GSF Grant Scheme aims to provide subsidy 

for eligible bond issuers and loan borrowers to cover their 

expenses on bond issuance and external review 

services.2

While these initiatives might look onerous, they are in fact 

roadmaps, signposts and toolkits that aim to help FIs in 

building their urgently needed GSF risk management 

capabilities. So FIs should see the regulators as a 

sponsor or facilitator.  And to get the best out of them, FIs 

should proactively provide concrete and constructive 

feedback to regulators, i.e. to help them help you!  

If FIs see the regulatory initiatives simply as a compliance 

task, these will manifest themselves as a heavy burden. 

But if FIs can see through the regulators’ role as a 

facilitator, engaging them in constructive dialogues and 

collaborations, these initiatives will turn into useful 

standards and tools for FIs to deploy!

Why climate risk is not a burden 

but rather a great opportunity

The inevitable tectonic shift in client risk profile presents 

both risks and opportunities. It will be a huge risk for FIs 

which fail to get themselves ready. In contrast, it can be a 

great opportunity for FIs which manage the process well 

by (i) helping their clients to transition to green, (ii) orderly 

managing exit from clients which are unlikely to survive 

the transition, and (iii) supporting clients with potentials to 

thrive in the journey to green.   

It is critical not to miss the messages given by Mr. Eddie 

Yu, Chief Executive of the HKMA. In the HKMA insight 

article published on 3 March 2021, he said green and 

sustainable bond market is one of the game changers to 

Hong Kong’s bond market development. He cited the new 

GSF Grant Scheme unveiled in the latest Government 

budget, shared market insights about increased issuer 

and product diversity in the green market, and envisaged 

Hong Kong as the ideal platform to raise green capital 

from international investors to support transition to green, 

in particular within the Greater Bay Area.

Earlier in November 2020, the HKMA and the 

International Financial Corporation (IFC) jointly 

established the Alliance for Green Commercial Banks that 

aims to promote green banking. At the Signing 

Ceremony, Mr Yue described the HKMA as a “market 

facilitator”, and cited IFC’s estimate of US$29 trillion in 

climate investment opportunities in emerging market over 

the next decade.

1. The Steering Group was formed in May 2020 comprising HKMA, 

SFC, IA, MPFA, the Environment Bureau, the Financial Services 

and the Treasury Bureau, and the HKEx

2. “HKMA announces guideline on the Green and Sustainable 

Finance Grant Scheme (GSF Grant Scheme)”, the HKMA (4 May 

2021)
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One should not underestimate the challenges in bridging 

this gap. FIs must have a robust strategic plan to:

I. guide the necessary short-term actions that 

supplement each other and work coherently 

towards the long-term goals;

II. push for collection of new data and development of 

new risk management techniques (or improvisation 

on existing ones);

III. uphold a focus on risk mitigation and pragmatism;

IV. enable constructive dialogues with regulators and 

collaborate with them regarding development of 

necessary standards, platforms, utilities, and other 

capacities; and

V. maintain a balance between managing risks and 

business developments

Strategy to bridge between “short term actions” and “long term 

impact”

When PwC conducts sharing sessions with the board and senior management of FIs, one challenge they often raise is 

how to handle the mismatch in time horizon. Typically, FIs assess their risks based on a time horizon of 2 to 3 years, as 

assumptions beyond this duration are probably wild guesses. But for GREEN, the most commonly cited goal perhaps is 

net zero by 2050, which is 29 years from now. Further complicating the problem, this ultra-long journey is likely to be 

non-linear with turns and jumps, which means there are hardly any data/indicators that can meaningfully tell the risk of 

failure in completing this journey.  

While we do not claim to have an answer to this 

challenge, we are keen to share our views to provoke 

further deliberations among industry participants:

• Many governments are setting specific 

milestones at say 2030, which brings the gap 

much closer. For instance, China has pledged to 

peak carbon dioxide emissions before 2030, and 

Hong Kong has also committed to reduce GHG 

emission by 26%-36% from 2005 levels by 2030.

• FIs are still climbing a steep learning curve. With 

better risk analytics and higher quality data as 

well as regulators’ proactive guidance, new risk 

assessment techniques will emerge over time. In 

the meantime, FIs should develop pragmatic 

methods to drive risk-based business decisions.  

These methods should be a hybrid of quantitative 

and qualitative approach, taking into account 

prevailing data constraints. 

• Unlike most financial risks for which FIs will test 

their own resilience under a specified stress 

scenario, climate risk somehow works the other 

way around. The goal is not to withstand the 

impacts, but to work together to prevent climate 

risk from materialising. The key is “risk 

mitigation”. So even in the absence of techniques 

for quantifying the impact under different 

scenarios, FIs can still use pragmatic techniques 

to identify appropriate risk mitigating actions that 

helps to green the financial system.
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Mr Ashley Alder, CEO of the SFC, in his capacity as 

the Chair of IOSCO also delivered a speech in 

February 2021. He concluded that “We are acutely 

aware of the need for firm leadership to ensure that all 

stakeholders converge around credible climate finance 

standards which are globally applicable. To be 

credible, these standards must be based on an 

awareness of the burning need to combine insights 

from climate science, economics and regulation to 

ensure that the content of climate disclosure makes a 

real difference in our journey to a sustainable future.” 

His remarks suggest that a holistic approach is 

needed, and we believe to this end FIs need a robust 

strategic action plan in order to put all moving pieces 

in order. For instance, Mr Alder highlighted in his 

speech the importance of compelling corporate-level 

climate disclosures, saying that “unless real-economy 

information is credible, comparable and reliable, those 

further up the investment chain, including banks and 

insurers, have little basis on which to judge their own 

vulnerabilities to climate risk, or the impact of their 

portfolio investments on emissions.” He further 

expressed his support for International Financial 

Reporting Standards Foundation proposal to “establish 

a new, global sustainability standard-setting board”. 

FIs should accordingly include in their strategic plan 

monitoring efforts to assess how regulatory 

developments in this front can help address the 

prevailing data problem. And this links back to the 

Steering Group’s target for mandatory TCFD 

disclosures across relevant sectors no later than 2025.

In formulating a robust and action-oriented strategic plan, 

FIs need to be good listeners. A good start would be to 

follow closely the strategy adopted by the Steering Group, 

which made an announcement in December 2020. We 

have two key observations:

• The strategic plan aims to strengthen “Hong Kong’s 

financial ecosystem” to support a greener and more 

sustainable future. Among other areas, two focuses 

are (i) promoting climate-related information flows 

and (ii) enhance capacity building, both suggesting 

that regulators are committed to support the 

financial industry.

• Among the five near-term action points, only one is 

for FIs in relation to mandatory disclosure 

requirements no later than 2025. The other four are 

arguably soft infrastructures, namely (i) adoption of 

common ground taxonomy, (ii) support of 

sustainability reporting standards, (iii) promotion of 

climate-focused scenario analysis, and (iv) 

establishment of a knowledge sharing platform. We 

believe FIs should provide timely and constructive 

feedback to their regulators so that these 

infrastructures can be useful.

9Regulatory Hot Issues
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Issues to be considered in formulating a long term strategy

For readers’ easy reference, we suggest a CLIMATE framework that FIs may consider in formulating their strategic 

action plan: 

C - Capacity building

Climate risk is completely different from other sources 

of risks. This is a new source of risk for most FIs and 

therefore, a pragmatic approach is needed to build 

the necessary risk management capacities, including 

staff expertise, use of internal and external data, risk 

measurement and monitoring techniques, as well as 

methods to factor in the risk into capital management.

L – Location

Climate risk is in many cases location specific. This is 

especially so for physical risks. Hence, locational data 

will be important. While natural climate scenarios 

such as typhoons and heatwaves inflict physical 

damages directly, some physical risk scenarios could 

be less direct. FIs should look for plausible stress 

scenarios, either based on real or hypothetical cases, 

and try to identify locational data that can be used to 

assess the impact under such scenarios. A recent 

case in point is drought that severely disrupts an 

industry requiring heavy water use, and consequently 

disrupting the relevant supply chain. 

I – Innovative thinking 

Data and techniques for managing climate risk are at 

this stage far from satisfactory. But a wait-and-see 

approach may not be desirable. Pragmatically, 

substantial innovative thoughts will be needed to try 

out creative uses of different data sources to identify 

their relevance to climate risk, and to explore different 

ways to incentivise customers to generate and share 

useful climate-risk related data.

M – Mitigation

As discussed earlier, we believe it will be useful for 

FIs to focus more on taking risk mitigating actions. 

Given significant data gaps, it may not be feasible for 

FIs to measure risk quantitatively with sufficient 

confidence. But this does not stop FIs from putting 

various scenarios in a pecking order based on a 

combination of quantitative and qualitative 

assessment.  And such a pecking order can 

reasonably inform FIs in prioritising their risk 

mitigating actions. 

A – Analytics

Unlike certain risks, e.g. FX, interest rates, that can 

be aggregated and hedged, climate risk may manifest 

itself through many different paths. Examples include 

impact arising from regulatory prohibitions, new tax 

schemes, new technologies, disruptions to supply 

chain, or disruptions to operations and services. As 

such, resources devoted to performing risk analytics 

will be useful in providing FIs insights into how 

different risk scenarios may play out. 

T – Timetable

Lack of relevant data, risk measurement techniques, 

and risk monitoring tools render it almost impossible 

for FIs to take certain actions in the near term.  While 

regulators acknowledge such gaps, they expect that 

FIs will formulate plan to fill the gaps. To this end, FIs 

should perform rigorous assessment and research in 

order to develop a set of working assumptions on how 

the identified gaps could be filled. In particular, efforts 

should be made to gauge the timelines and likelihood 

of such working assumptions. In short, to manage 

such a highly uncertain risk that straddle over such a 

long-time horizon, setting detailed and unambiguous 

time tables is crucial in driving disciplined actions.

E – Engagement 

There is an obvious need for FIs to actively engage 

different stakeholders, including not only their counter 

parties and customers, but also their regulators as 

well as relevant policy makers that set the rules of the 

game, e.g. environment, tax.

10Regulatory Hot Issues
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Fintech does make life easier

In the past few years, the financial sector of Hong Kong 

has made impressive progress in Fintech. New 

technologies such as biometrics and artificial intelligence 

(AI) were widely adopted. New infrastructure such as the 

Faster Payment System (FPS) was built. New entrants 

including stored value facility (SVF) operators, virtual 

banks, virtual insurers and robo-advisors are making the 

market more competitive. Thanks to these developments 

our lives have been made much easier:  easy access to 

the banking mobile apps to conduct most  banking and 

investment transactions that has rendered physical visit to 

bank unnecessary; popular use of FPS and e-wallets 

enable us to pay bills, shop online, and even split lunch 

expenses; electronic Lai-see was crucial this year amidst 

the social distancing; and the government’s HK$5,000 

voucher scheme will be launched thanks to the support of 

four selected SVF operators.  

In addition, there were breakthroughs for corporate 

customers as well. For instance, faster client onboarding 

for small and medium enterprises (SME) and more 

straight through processing through application 

programming interface (API). Banks themselves benefited 

from digital developments such as more efficient 

customer onboarding, faster time to market through cloud 

adoption and new business models through partnerships 

with non-bank Fintech players.

Hong Kong’s Fintech journey has 

picked-up pace

It is an exciting era in which we see Fintech initiatives 

being continuously rolled out.  In December 2020, iAM

Smart was launched, providing all Hong Kong residents 

with a single digital identity and authentication to conduct 

government and commercial transactions scheme. 

Further in May 2021, the HKMA reiterated the wider 

adoption of iAM Smart in remote onboarding 

arrangements or / and ongoing due diligence support by 

authorized institutions in Hong Kong. The SFC granted 

the first licence to a virtual asset trading platform in Hong 

Kong in December 2020, while the Hong Kong 

Government’s Financial Services and the Treasury 

Bureau issued the consultation conclusions on the 

licensing regime for virtual asset services providers 

(VASPs) in May 2021. In addition, this year the MPFA is 

taking forward the eMPF Platform Project to streamline 

and automate the MPF schemes’ administrative 

processes.

Regulatory pushes will also drive Fintech developments, 

as can be seen from the HKMA’s priorities for 2021: (i) 

strengthening cyber resilience through implementation 

Cybersecurity Fortification Initiative 2.0, (ii) Digitalisation, 

(iii) Regtech and Suptech Development, and (iv) 

Technology Capacity Building & Ecosystem.

We are also seeing interesting developments in digital 

currency and use of data.  At the BIS Innovation Summit 

2021, the HKMA touched on several initiatives:

• Multiple Central Bank Digital Currency Bridge 

Project (m-CBDC Bridge)3, exploring potentials of 

CBDC usage at the wholesale cross-border level.  

• An upcoming Project Aurum to study the benefits 

and challenges of different architectures for the 

distribution of general purpose CBDC.

• Commercial Data Interchange (CDI), a centralised

platform which allows data owners to share their 

digital footprints voluntarily with banks through data 

providers in an efficient and secure manner. 

• In addition, HKMA has been promoting the use of 

Open API in the banking industry to facilitate data 

sharing and partnerships between banks and third-

party service providers, with the objective of 

bringing innovative services and enhancing 

customer experience in the wider Fintech 

ecosystem. 

Other developments to look forward to include (i) the 

impending introduction of multiple credit reference 

agencies (the HKMA is consulting on revisions to 

Supervisory Policy Manual IC-6 to reflect the envisaged 

changes) and (ii) a joint Proof-of-Concept project by the 

Office of the Government Chief Information Officer and 

the HKMA on Digital Corporate Identity, which aims to 

facilitate identification and verification of companies, their 

directors and designated individuals through electronic 

means.

Failure in digitalisation 
as a key strategic risk

11

3. Includes the Hong Kong Monetary Authority (HKMA), the Bank of 

Thailand (BOT), the Central Bank of the United Arab Emirates 

(CBUAE) and the Digital Currency Institute of the People’s Bank of 

China (PBC DCI).
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Financial institutions’ fintech 

strategy

Both regulators and financial institutions (FIs) should be 

proud of themselves for contributing to all the positive 

developments, with the above-mentioned being examples 

only.  But looking forward, it is critical for FIs to beware of 

all the moving pieces which will be coming together to 

shape the Future of Finance in Hong Kong.  And FIs must 

decide how they can position themselves to thrive in the 

Future. 

There is no doubt that most, if not all, FIs see Fintech as 

a strategic importance and they will continue to commit 

significant resources to this end.  This article, however, 

aims to challenge that significant does not necessarily 

mean sufficient.  As a start, FIs may assess sufficiency in 

terms of  (i) whether they have rigorously planned their 

Fintech strategy, (ii) whether they have been carefully but 

boldly executing their strategy, and (iii) whether they have 

been objectively reviewing their failures and successes, 

with a strong commitment to embrace failures by turning 

them into successes. 

To reflect on the above, let’s ask ourselves a few 

questions:  

1. To what extent are you keeping up with the 

technology-related initiatives of the government 

and the regulators, including those examples cited 

above?  

2. How much time have you devoted to assessing 

and brainstorming how these initiatives are going to 

impact the financial industry in Hong Kong? 

3. In developing your strategy, to what extent have 

you formulated strategies and action plans that aim 

to respond specifically to these initiatives?

4. Have you made any efforts to contribute to these 

initiatives such that the future will more likely be in 

your favour?

5. Have you made enough trials and errors (e.g. 

Supervisory Sandbox, PoC, customers survey) 

such that you can gain real life experiences and 

provide constructive feedback to regulators?

6. How are you attracting and retaining relevant 

fintech talent to develop customer-friendly 

solutions?

7. How are you developing a Fintech strategy that 

differentiates you from the competitors?

8. How does your Fintech strategy complement your 

overall business strategy?

12Regulatory Hot Issues
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From fintech to digitalisation

If our answers to the above questions are not assertive, 

we may need to try harder in our Fintech journey. Among 

other efforts, one thing we would suggest is to shift gear 

from Fintech to Digitalisation!

Digitalisation essentially refers to new ways of leveraging 

digital information with a view to improving business 

processes and creating value. One key aspect of 

digitalisation is usage of data. Four key elements of 

usage of data are: (i) processes to generate and collect 

reliable data digitally, (ii) systems and techniques to store 

and maintain collected data in a secure and flexible 

structure, (iii) processes and techniques for timely and 

relevant analysis of data, and (iv) processes and tools for 

integrating data analytics to enable better business 

processes and create value. 

We believe that by focusing on “data”, FIs would be more 

able to bring together different moving pieces such that 

they can see the big picture at a firm-wide and strategic 

level. Specifically, FIs should include as a core part of 

their business strategy a clear roadmap for “digital 

transformation”. To this end, FIs should undergo intensive 

brainstorming, research and analysis in order to think 

through how they can digitalise their business processes 

that can fit well into the future Fintech eco-system of 

Hong Kong. Of course, there will be many uncertainties in 

the digitalisation journey.  But with rigorous analysis, FIs 

would be able to identify at the earliest possible stage the 

potential synergies (or in rare cases frictions) between 

different Fintech initiatives and devise suitable strategies 

accordingly. Traditional financial institutions across the 

globe are increasingly partnering with Fintech companies 

to collaborate on turning data into insights. While financial 

institutions possess a lot of data on their customers, the 

Fintech companies bring in new approaches to overcome 

challenges such as data stuck in silos, incompatible 

formats and privacy concerns.

FIs’ digitalisation journey will likely cover multiple 

business lines, products, channels, and functions. It is, 

therefore, advisable for FIs to setup specialised central 

teams focused on digitalisation similar to the 

‘Digitalisation Office’ set up by regulators. At the same 

time, FIs can also share their experience and expertise 

with the regulators for the overall development of 

digitalisation in the industry.

The regulators are apparently also undergoing a similar 

journey. According to the HKMA’s 2020 annual report, it 

has recently set up a Digitalisation Office to “implement 

the roadmap and drive the digitalisation agenda, strategic 

goals and adoption across the organisation” in support of 

its digitalisation journey. It is worth highlighting that the 

HKMA’s three-pronged approach, focusing on the 

virtuous dynamics between Technology, People and 

Process. (See Figure below) 
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From competitive edge to 

existential risk

Since technology adoption is a key contributor to higher 

efficiency, better products and services, and more 

resilient risk management, financial regulators have been 

more open to allow entries by technology firms in order to 

promote competition. Given this trend, we believe it is 

prudent for FIs to recognise that digitalisation is no longer 

a nice-to-have option, but rather a life-or-death struggle. 

Sensing this threat, many sophisticated FIs have in the 

past few years been making huge investments to go for 

digitalisation, and their budget for this will likely continue 

to grow.  

Put it bluntly, any FIs that are to be left behind by the new 

or sophisticated players could be facing an existential 

risk. Without the right mix of technology, people, and 

process, an FI may become a laggard in the digitalisation 

journey. This may manifest itself in various ways such as 

the following:

• Poor risk analytics, limiting the ability to (i) target 

the right customers and (ii) price correctly, and (iii) 

timely detect emerging risks. 

• Poor integration of technology with operational and 

transactional processes, leading to operational 

inefficiencies and poor customer experiences.

• Poor data architecture and governance, resulting in 

inefficient regulatory and risk reporting processes, 

and worse still contaminating data quality.

• Inadequate surveillance and assessment of 

emerging trends in technology adoption, increasing 

the risk of being left behind at some stage. 

• Incapability to work with partners for exploring new 

products, services and business model.

Digitalisation as a core 

component of strategy

To reflect digitalisation as a matter of life-or-death, FIs 

must include this as a key component in their business 

strategy. Rigorous brainstorming, deliberations, and 

research will be needed in order to evaluate different 

strategic options and their respective benefits and 

challenges. Based on the evaluation results, FIs should 

develop specific strategic goals, supplemented by 

concrete action plans and milestones. Moreover, FIs must 

invest sufficiently, not only in terms of financial 

commitment, but also in terms of talent development and 

process re-engineering. For instance, some FIs still have 

plenty of non-digital data due to old work processes that 

involve significant paperwork. Re-engineering these 

processes will not only improve operating efficiency and 

enable easier anti-fraud controls but will also generate 

useful business insights. When deciding their digital 

strategy, financial institutions need to determine their core 

objective. Whether they want to be the first mover with 

differentiated product or service to the market or are they 

aiming to be a fast follower to minimise the cost of 

failure?    

Anecdotal observations suggest that some FIs may not 

be sufficiently specific in terms of their strategic goals on 

digitalisation. Some of them may lack a regular and 

robust mechanism to monitor progress and fine-tune in a 

timely basis to avoid going off track.  We believe there is 

room to invest more intelligently to achieve the right mix 

of technology, people and process. For instance, some 

FIs made great commitments to technology and people, 

but they might have under invested in terms of (i) 

sufficiently empowering the people such that they can 

drive the necessary changes;  (ii) re-engineering the work 

processes to fit to new technologies, mistakenly thinking 

that technology can fit seamlessly into existing processes; 

and (iii) promoting an organisation culture of innovation 

and entrepreneurship across the organisation.
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Multiple Central Bank Digital Currency Bridge 

(m-CDBC Bridge)
In his speech at the BIS Innovation Summit 2021, Mr. 

Howard Lee, Deputy Chief Executive of the HKMA, 

explained the aim of using m-CDBC Bridge is to “foster a 

collaborative environment for central banks and private 

sector to further explore the potential of DLT (distributed 

ledger technology) to improve the settlement and liquidity 

management efficiencies in cross-border payments”. 

Apparently, the participating central banks are aiming to 

develop an infrastructure that enables cross currency 

exchange which further facilitates efficiency in cross border 

payment (e.g. a HK corporation exchange HKD into THB for 

payment to a supplier in Thailand).  With these objectives in 

mind, we believe the participating central banks will be 

open to ideas of how they can facilitate both market liquidity 

and funding liquidity.  But FIs can only yield the biggest 

benefits if they are willing to invest and align its business 

flows that fit seamlessly to such an infrastructure.  

FIs can critically assess the current ways by which they 

meet customers need for foreign exchange (FX) conversion 

and cross border settlement. For instance, if under the 

current market landscape, they are not particularly 

competitive in terms of speed, pricing, and liquidity support, 

a migration from the over the counter market to the m-

CBDC bridge may represent a great opportunity to level the 

playing field. Moreover, FIs can participate actively in this 

initiative, collaborating with the central banks and other 

participants on the desirable flows on the Bridge as well as 

the facilities required to enable automated real time 

processing. This will have the potentially of greatly reducing 

the cost for FIs to run that business.

Regulatory Hot Issues

The evolving digitalisation eco-

system of Hong Kong

As alluded above, FIs must gain a clear vision of what the 

Fintech eco-system of Hong Kong may look like, say in 

three to five years. Only with this vision in mind can FIs 

formulate a corresponding strategy, allowing them to thrive 

and fit well to the envisaged eco-system. 

FIs need to develop their own insights, which inevitably 

involve not only objective analysis but also professional 

judgment. Among other things, a diligent assessment of 

various initiatives launched or explored by the government 

and regulators would be highly relevant.  Solely for 

illustration purpose, below we share some initial thoughts 

on two of the initiatives launched by regulators. 

Granular Data Reporting (GDR)

In the same speech, Mr. Lee also touched on the topic 

of GDR.  GDR started in 2019 and seeks to collect 

transactional level data from banks, instead of 

template based aggregate data. This approach would 

allow much more timely and flexible analysis, but Mr 

Lee highlighted that “this is only possible with very 

fundamental changes in the way we analyse the risks 

of banks, with new people, new organisational 

structure, new IT systems as well as continued 

experimentation by colleagues with different skills and 

expertise”. We agree very much with Mr Lee’s views. 

In particular, our understanding is that GDR will be 

most useful if banks (and FIs more generally) can 

generate “reliable data in the right format” in the first 

place such that it can be uploaded to a data lake in a 

straight through process.  Only with this approach can 

the derived need for data maintenance be kept to a 

minimal level while enabling close-to-real-time risk 

analysis.  

Some FIs may think that this is just another nice-to-

have idea. But imagine that in future many FIs can 

analyse their risks in a real-time and flexible manner 

by slicing and dicing different risk indicators embedded 

in each of the millions of transactions. These FIs will 

be able to react much faster when new risk scenarios 

emerge, and they can price much more granularly 

according to the level of risks.  Imagine that happens, 

and FIs who fail to do the same will be vulnerable. 

To make sense of this approach, we believe it is useful 

for FIs to engage in constructive dialogue with their 

regulators on the best strategy to move forward.  And 

to make a dialogue constructive, FIs should perform 

rigorous assessment on how they can reengineer their 

business flows in order to adopt a straight through 

process to generate reliable and timely transactional 

level data that can be used by regulators as well as 

FIs internally. 
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Conclusion – from regulators to 

collaborators

If we see the Fintech related initiatives of the regulators 

as regulations to be complied with, it may look scary. 

But FIs should realise the critical need for Fintech 

adoption and digitalisation in order to survive and 

hopefully thrive in the Future of Finance. As such, 

regulators are in fact enablers and facilitators to help FIs 

in this inevitable journey. FIs should, therefore, see 

regulators as their collaborators and feel comfortable in 

engaging with them in constructive dialogues, for 

example in respect of how they can help you better. 

Nevertheless, FIs have to shoulder a fair share of the 

duties. Among other things, they need to incorporate 

Fintech adoption and digitalisation as a core component 

of their business strategy.  They should proactively 

explore what they can do in improving their talent, 

process and technology. Only with the insights gained 

from diligent research, analysis, brainstorming and 

deliberations can FIs inform their regulators of the 

support and facilitation they need. Based on our 

experiences, regulators in Hong Kong are practical and 

open minded, and they certainly welcome this type of 

constructive dialogues. 



Regulatory Hot Issues

The Greater Bay Area 
opportunity needs strategic 
action

17

Greater Bay Area – a strategic imperative

There is no doubt that the Guangdong-Hong Kong-Macao Greater Bay Area (GBA) presents 

an enormous opportunity for the financial services sector in Hong Kong and the region at 

large. With a total population of over 72 million, gross domestic product (GDP) of USD 1.67 

trillion and GDP per capita of USD 23,3714, the GBA accounts for less than 1% of China’s 

land mass, but produces 37% of the country’s total exports and generates 12% of its GDP 

while competing with economic clusters such as San Francisco Bay area, New York 

Metropolitan area and the Greater Tokyo Bay area5. 

The nine Mainland Chinese cities in the GBA signify a 10x opportunity for Hong Kong 

financial services players in the terms of population served. Hong Kong, on the other hand, 

has the advantage of being an international financial centre that serves as a gateway to 

international markets as well as Mainland China. Hence, the GBA as a strategic imperative 

is a win-win proposition for the entire region.4

One of the signature projects launched in the GBA region is the recent introduction of the 

Guangzhou Futures Exchange in April 2021. The exchange is focused on developing 

carbon emissions derivatives and other green products, a vital step in establishing the 

uniqueness and strength of the GBA. The Hong Kong Exchanges and Clearing Limited 

(HKEx) owns 7% of this marketplace as Hong Kong aims to become the green and 

sustainable finance hub in the Asia Pacific region.6

Even though the GBA initiative was first formulated in 2017, the development in regional 

integration has been slower than expected owing to the direct impact of the COVID-19 

pandemic that led to shut-down of cross-border travel and people mobility. However, the 

pandemic also gave the necessary time to the regulatory bodies to consult the industry and 

develop robust policies and guidelines to kick-off initiatives that have been in the works and 

are ready for launch. Therefore, we expect a number of GBA specific initiatives to take flight 

as soon as borders re-open and people mobility is restored. The question is – are the 

financial institutions well-prepared to take advantage of these initiatives?

4. https://www.bayarea.gov.hk/en/about/overview.html

5. Hong Kong Financing the Future; FSDC (April 2021)

6. The Greater Bay Area to further expand its financial market; CGTN (June 2020)
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The regulatory agenda

In May 2020, the People's Bank of China (PBOC), China Banking and Insurance Regulatory Commission (CBIRC), 

China Securities Regulatory Commission (CSRC) and State Administration of Foreign Exchange (SAFE) issued GBA 

Circular 2020-95 (Circular No. 95). It contains 30 articles specifically covering financial services in the GBA that would 

promote a mutually beneficial, market-led and innovative cross-border financial services. The implications of the 

articles under Circular No. 95 for financial services.

Highlights of Circular No. 95

Asset 
Management

• Article 9 reaffirms WMC

• Article 13 outlines opportunities to set up RMB outbound private equity / credit investment 

funds

• Article 20 encourages the establishment of GBA investment funds

Banking and 
Capital Markets

• Article 8 establishes pilot scheme for settlement accounts 

• Article 22 promotes cross-border mutual recognition of credit rating products and services

• Article 23 explores widening the scope and circulation of offshore RMB (CNH) to within the 
GBA

Insurance • Article 19 supports insurance companies in the GBA to jointly develop innovative cross-

border motor and medical insurance products

• Article 14 outlines support for non-bank financial institutions to use RMB as their payout
currency

Green Finance • Article 24 looks to the Guangzhou Green Finance Reform and Innovation Pilot Zone for 

greater cooperation in Green Finance across the GBA; also establishes uniform green 
finance standards

Fintech • Article 26 supports cross- border flows of venture capital to promote technological 

innovation

• Article 27 provides for establishing a Blockchain-based trade finance information service 
platform

The Circular reaffirms and builds upon the provisions of the GBA Outline Development Plan, which was issued in 

February 2019. The circular covers many issues aimed at driving economic development, facilitating trade and 

investment, and promoting the internationalisation of the RMB. Reforms in the financial services sector will continue 

and deepen, with ever greater integration between Guangdong, Hong Kong and Macau. 

18
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The foundation of the connect scheme was laid by initiatives such as the Bond Connect and Mutual Recognition of 

Funds as well as the Shanghai-Hong Kong Stock Connect, Shenzhen-Hong Kong Stock Connect. These initiatives 

have paved the way for the broader understanding of the markets and closer collaboration between the regulatory 

authorities. 

The regulators are now preparing to launch the Wealth Management Connect Scheme. To facilitate the convenient 

individual cross-border investment of the GBA residents, on 29 June 2020, the People's Bank of China (PBoC) joined 

hands with the HKMA and the Monetary Authority of Macau (AMCM), issued a joint announcement to launch the 

Cross-boundary Wealth Management Connect Pilot Scheme (WMC Scheme) in the Greater Bay Area. In February 

2021, the HKMA and the PBoC, CBIRC, CSRC, SAFE, the SFC of Hong Kong and AMCM signed the “Memorandum 

of Understanding” on the launch of the WMC scheme to establish sound supervisory cooperation arrangements for the 

smooth operations and protecting investors’ interests.

On 6 May 2021, the Guangzhou and Shenzhen branches of the People’s Bank of China, the CBIRC and the CSRC 

issued new Detailed Rules on Wealth Management Connect, with a view to soliciting opinions by 21 May 2021. While 

banks have to play the primary role by opening and operating the designated investment and remittance accounts for 

investors under the scheme, wealth management companies and fund managers have the key responsibility of 

developing the appropriate products and making them available. The key features of the WMC scheme are:

Key areas of opportunity

While the GBA presents a gamut of opportunities for the financial services industry, we have identified three key areas 

of immediate attention for financial services market players: 

1) The Wealth Management Connect Scheme

Mainland China Hong Kong Macao

Qualified 

Banks

Legal entities or branches of the 

Mainland cities in the GBA with more 

than three years’ experience in cross-

border settlement, complete system 

construction, quality talent pool and 

relevant rules and regulations.

Registered institutions 

that provide retail or 

private banking services 

and have been qualified 

to carry out type I 

(securities trading) 

regulated activities.

Banks that are qualified to sell 

wealth management products, 

have internal control risk 

management measures as well 

as appropriate system 

configuration related to WMC 

Scheme business.

Qualified 

Investors

Residents of Mainland cities in the 

GBA with more than two years’ 

investment experience. Additionally, 

their monthly balance of financial net 

assets shall be not less than 1 million 

RMB or total financial assets shall be 

not less than 2 million RMB in the last 

three months (own funds). Qualified 

investor identification will be reviewed 

by partner Mainland banks.

Hong Kong residents 

except disadvantaged 

group members. 

Qualified investor 

identification will be 

reviewed by Partner HK 

bank.

Macao residents who have been 

recognised by the banks as 

having investment capability.

Eligible 

Products

Wealth management products (except 

cash management products) with 

unguaranteed return, issued by 

Mainland wealth management 

companies or public fund managers 

and rated as Level 1 to 3 risks by the 

issuers and sales banks. Publicly 

traded securities investment funds 

with a risk rating of R1 to R3.

Funds, bonds, RMB and 

foreign currency deposits 

which were registered in 

Hong Kong and approved 

by the SFC and are rated 

as low to medium risk 

and non-complex by HK 

sales banks (excluding 

structured deposits).

The scope of investment in 

Macao is low to medium risk and 

non-complex products, including 

deposits, bonds and investment 

funds approved to be established 

in Macao or those established in 

Hong Kong with approval of 

AMCM in accordance with 

relevant laws and regulations.
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With the Southbound leg of the Bond Connect 

programme expected to launch in July 20217, it will 

further strengthen the financial services ecosystem in the 

region along with the WMC scheme.

The WMC scheme could be a game-changer for regional 

integration and in positioning GBA as a major financial 

services hub, not just in the region but in the world. 

Financial services players in Hong Kong have a definite 

advantage to take the lead in this phenomenon. But the 

key will be setting the strong foundation by developing 

robust governance, compliance and risk management 

frameworks.

2) Insurance and retirement products

Insurance sector is an emerging sector in the 9 GBA 

cities in Mainland China with life, and property and 

casualty insurance penetration was only about 6% in 

2019. This is relatively low compared with developed 

markets that had penetration of around 10%, and Hong 

Kong, where it is 18%.8 According to the Insurance 

Authority (IA) of Hong Kong, continued restrictions on 

cross-boundary passenger traffic caused a 84% decline 

in premiums attributable to Mainland visitors in Hong 

Kong in 2020. As a major source of clients, Guangdong 

Province has been a popular location for Hong Kong-

funded insurers to set up their Mainland branches. 

Statistics from the Guangdong Office of CBIRC show as 

of 2019, the number of Hong Kong-funded insurers in 

Guangdong province (excluding Shenzhen) accounted for 

more than 40% of the total in the Mainland. This clearly 

indicates the important role Hong Kong insurance sector 

plays in the GBA and the significant revenue GBA 

contributes to the Hong Kong insurance industry.

While the numbers demonstrate an integration within the 

region, the fact is that a customer needs to purchase 

three insurance policies to cover for cross-boundary 

activities in Guangdong, Hong Kong and Macao. There is 

a clear demand and need in the GBA market for 

comprehensive financial protection plans alongside 

increasing demand for more convenient services and 

more innovative design of insurance products in the GBA. 

To enable this integration in the insurance sector, the IA 

and the CBIRC are working together on "Insurance 

Connect”, an initiative that could establish a cross-border 

insurance mechanism across the GBA.

In addition, the GBA region’s robust renminbi savings 

along with an ageing population offers a significant 

opportunity for the pensions and retirement schemes. 

There is high demand for well-designed and globally 

diversified investment products and services. The 

regulators’ push for pension system reform in the larger 

Mainland China market could also add impetus for the 

investment management industry.

3) Fintech and lending business

While Hong Kong is a well-established international 

financial centre, Mainland cities in the GBA, such as 

Shenzhen, are well-known technology hubs. This 

indicates a lucrative partnership between the strengths of 

the two regions to develop world-class fintech 

innovations. Shenzhen city announced an action plan in 

September 2020 with establishing a global fintech centre 

as one of its key goal while Hong Kong launched the 

Greater Bay Area Fintech Promotion Association in April 

2019.9

Shenzhen is also home to PBoC’s Digital Currency 

Research Institute’s fintech focused research 

establishment. In addition, Hong Kong and Shenzhen 

have been at the forefront in the development and testing 

of the use of Digital Yuan and central bank digital 

currency (CBDC) programme.

However, there are many other areas that remain 

unexplored to develop innovative fintech solutions for the 

customers in the GBA. For example, improvements in 

remote cross-boundary bank account opening procedures 

that would allow Hong Kong residents’ to open a full 

function bank account in the Mainland to access 

investment and wealth management products without 

visiting a bank’s branch in the Mainland in person for 

identity verification. 

7. “Report says southbound bond trading link to start in July”, The Standard (April 2021)

8. Are You Ready for the Financial Services Opportunities of China’s Greater Bay Area?, Bain & Company (Feb 2021)

9. “GBA aims to become global fintech centre”, The Asset (October 2020)
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The GBA's fintech goals10 offer insights into the following 

areas of opportunities:

1. Cross-border Digital ID system

2. Faster and easier cross-border payments

3. Connecting infrastructure for wealth management 

and insurance

4. Standardised GBA-wide trade finance blockchain 

platform

5. A bay area regulatory communication mechanism 

that supports mutual financial market access and 

in-depth fintech collaboration

6. Subsidise office space for Fintech and Tech Start-

Ups.

Another area of opportunity is lending business. A recent 

survey found that 38% of retail customers and 45% of the 

small and medium business customers from Mainland 

China are either interested in cross-boundary lending 

products in the next three years or already have one. The 

same survey found that 22% of retail customers and 36% 

of small and medium business customers in Hong Kong 

are either interested in cross-boundary lending products 

in the next three years or already have one.11

There has been increasing demand among Hong Kong 

residents for property purchases in the GBA, which would 

be highly beneficial for the overall development and 

integration in the GBA region. Therefore, it is imperative 

for relevant Hong Kong and Mainland authorities to 

smoothen the process and facilitate mortgage and 

lending products in the GBA. 

10. The GBA Fintech Report 2019, Fintech Association of Hong Kong (May 2019)

11. Are You Ready for the Financial Services Opportunities of China’s Greater Bay Area?, Bain & Company (Feb 2021)

12. Bank of China (Hong Kong) website; https://www.bochk.com/dam/crossborderservices/en/payment.html

Action Steps for financial 

institutions

There is a whole gamut of opportunities that exist for 

financial services market players in the GBA. In a 2018 

study conducted by PwC Hong Kong, we interviewed more 

than two dozen leaders from financial institutions and 

fintech players from Hong Kong and other cities in the GBA. 

Our discussions revealed that the industry leaders agree 

that the first mover advantage is going to be critical for 

success in the GBA. In order to gain this advantage, 

financial institutions must prepare well and review their 

operations to ensure it is fit to integrate GBA products and 

customers.

We have identified the following immediate steps that 

financial institutions should consider:

1) Integrate GBA products and services in the 

existing operating model

As GBA initiatives pickup speed and become mainstream, it 

is imperative that financial institutions don’t put GBA 

products and services in silos. Organisations must integrate 

GBA offerings in its overall operating model to develop a 

holistic market strategy.

Many financial institutions are leading by example in 

integrating their operations within the GBA. For instance, 

Bank of China (Hong Kong) launched BoC Pay, a cross-

border payment e-wallet, which allows customers to scan 

the UnionPay QR code to make payments in the GBA 

conveniently without opening a bank account in the 

mainland12. In addition, e-wallets and payment applications 

with mature operations in the GBA, such as  WeChat Pay 

and Alipay have also successfully expanded to Hong Kong. 

In 2020, we launched a report titled ‘Financial services in 

the Greater Bay Area: Developing a GBA mind-set’, in 

which we discussed that a ‘GBA mind-set’ is a recognition 

that it is essential to develop fully-integrated and frictionless 

operations to take advantage of the GBA potential. Working 

within the current constraints to introduce new products and 

services for the GBA customers will take the players closer 

to their vision of the GBA as a de facto reality. 
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2) Integrate GBA-specific developments in 

the existing compliance and risk 

management framework

Similar to operating in any given market, it is imperative for 

financial institutions to identify their regulatory obligations 

before they start operations and also stay compliant and 

updated with the relevant regulatory developments during 

their operations. While regulatory guidance has been a key 

driver of the GBA market, financial institutions need to take 

on a more proactive approach in order to take the first 

mover advantage. This includes working closely with the 

regulators and relevant authorities to develop uniform 

regulations across the GBA. 

Many banks have established a dedicated ‘GBA Office’ to 

enhance its alignment with the GBA developments. 

Moreover, we have witnessed more integration at the 

regulatory level in the GBA recently. For instance, the 

HKMA granted a banking license to Bank of Dongguan in 

March 2021. 

This trend is expected to continue as regulatory authorities 

across the region enhance collaboration. It is important that 

more financial institutions acknowledge the need for 

integrating GBA considerations in the existing compliance 

and risk management frameworks.

3) Integrate people across GBA and enable 

their mobility

There are two aspects of people integration and mobility in 

the GBA – customers and employees. While it is essential 

to integrate both customers and employees, it is also 

important to recognise the differences and develop 

customized solutions for the target market.

A number of challenges to people mobility such as tax 

considerations and access to medical care within the GBA 

have been identified that could hinder the mobility of talents.

The 9 Mainland Chinese cities in the GBA have separately 

launched incentive schemes to reimburse qualified 

individuals from Hong Kong, Macau and Taiwan such that 

their effective income tax rate in the respective GBA cities 

would not be higher than that in Hong Kong. In August 2018, 

the Central Government announced new regulations that 

allows Hong Kong, Macau and Taiwan residents, who meet 

the relevant criteria, to apply for residence permits and avail 

public services such as medical care, education etc.13

Financial institutions must take the lead from these 

regulations to educate their employees on such provisions 

to encourage mobility in the GBA region. 

While physical movement might be restricted at the 

moment due to Covid-19, financial institutions must invest 

in training their employees for the GBA opportunities. This 

includes educating them on the recent regulatory 

developments, industry trends as well as on soft skills to 

ensure smooth customer on-boarding across the region.

4) Develop marketing and distribution 

channels to establish the brand in the GBA

Apart from developing robust operating model, compliance 

and risk management framework, and resolving people 

issues in the GBA, financial institutions also need to invest 

in marketing activities to establish their brand name in the 

region. There is a chance that a Hong Kong-based financial 

institution is not very well-known in the other GBA cities and 

vice versa. Therefore, it will be important to make 

prospective customers aware about your brand and 

products.

In addition, financial institutions also need to develop 

distribution channels such as brokers, agents, branches 

etc. and find local partners to help expand presence in new 

cities. It will be essential to review the regulations and 

guidance around these areas including marketing and 

partnering with local entities.

5) Evaluate potential cross border tax issues 

and do tax planning as appropriate 

In the absence of a specific taxation framework under the 

GBA planning documents, financial institutions need to 

understand their potential tax exposure. Financial products 

are generally complicated, particularly when traded cross-

border. Currently, there are only general taxation principles 

between Mainland China, Hong Kong and Macau as well as 

the relevant Avoidance of Double Tax Arrangements.

Financial institutions need to identify ways to mitigate tax 

exposure concerning cross-border transactions and review 

tax sections in product offering documents. They must also 

give full disclosure to their customers on potential tax cost.

Edmond Lau

Senior Executive Director

The HKMA (October 2020)

The message for the financial 

industry is clear: no long-term 

strategy is credible without 

China.  And no China strategy is 

complete without Hong Kong. 

13. https://www.bayarea.gov.hk/en/facilitation/permit.html
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Anti-money laundering 
(AML) developments

Regulatory updates

The SFC issued a consultation paper on the proposed 

amendments to their AML Guidelines in September 2020. 

Key proposed amendments include governance and 

processes for institutional risk assessment (“IRA”), risk 

indicators for institutional / customer risk assessment 

(“CRA”), additional due diligence for cross-border 

correspondent relationships, simplified and enhanced 

measures under a risk-based approach, red-flag 

indicators of suspicious activities, third-party deposits 

and payments and guidance on due diligence on persons 

purporting to act on behalf of customers and establishing 

source of funds/wealth. 

In addition, Financial Services and Treasury Bureau 

(“FSTB”) issued a consultation document in November 

2020 seeking views on legislative proposal to enhance 

AML/CFT regulation in Hong Kong through (1) 

introduction of (i) a licensing regime for virtual assets 

service providers (“VASPs”) (i.e. obtaining a license from 

SFC); and (ii) a two-tier registration regime for dealers in 

precious metals and stones (“DPMS”) (i.e. register with 

C&ED) so that the licensed VASPs and registered DPMS 

will be subject to AML/CFT requirements of Sch. 2 of 

AMLO; and (2) miscellaneous technical amendments 

under the AML/CFT Ordinance (“AMLO”). The FSTB 

issued the consultation conclusion in May 2021.

The technical amendments under AMLO include:

Amending the definition of Politically Exposed Persons 

(“PEPs”) and empowering regulatory authorities to make 

their Guidelines to allow the exemption of Enhanced Due 

Diligence (“EDD”) requirements in respect of former PEPs 

on a risk-sensitive basis;

Aligning the definition of “beneficial owners” in relation to a 

trust under the AMLO with that of “controlling person” under 

the Inland Revenue Ordinance;

Providing for the use of digital identification schemes as 

recognised means to mitigate risks in situations where a 

customer is not physically present for customer identification 

and verification purposes;

Increasing deterrence against unlicensed money service 

operations by strengthening the level of criminal sanction; 

and

Consolidating the different provisions under various 

Ordinances enabling regulators to exchange supervisory 

information for AML/CFT purposes into a unified provision 

under the AMLO.

Regulatory Hot Issues

Regulatory outlook

Use of AML Technology

With the support and encouragement from the 

regulators, there is an increasing use of AML 

technology by banks and SVF licensees on various 

AML control areas. For example, implementing 

remote account onboarding, using robotic 

programming automation in customer due diligence 

process and applying data analytics in transaction 

monitoring, etc.

Controls over centralisation and integrated 

services

In recent years, more and more banks centralised

their service centres abroad. Issues such as 

governance and oversight, people and processes, 

quality control and assurance and data privacy are 

needed to be addressed. Apart from centralised 

services, some financial institutions (“FIs”) offers 

integrated services through partnership and alliances 

in order to provide better customer experience. It is 

important that FIs conduct checks on these partners. 

Application of due diligence on these partners is an 

important component of AML/CFT, serving to 

reassure the FIs that these prospective partners (or 

vendors) present acceptable levels of money 

laundering risk.  

Emergence of VASPs

With emergence of VASPs, we expect to see an 

increase in their penetration into mainstream 

financial services – whether through the provision of 

products/services offering investment exposures to 

virtual assets, prospecting clients with 

cryptocurrency-related wealth, or servicing of 

licensed VASPs. There are unique characteristics 

associated with VASPs and cryptocurrencies, and 

therefore implications on the money laundering risk. 

FIs should be mindful of changes needed in their 

AML/CFT control measures to adequately respond to 

those risks.
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Asset & wealth management 
(AWM) developments

Regulatory updates

Recent regulatory enhancements by the SFC indicate the regulator's ongoing focus on growing and shaping the 

Asset and Wealth Management (AWM) industry in Hong Kong. The regulatory enhancements include; the 

proposed amendments to the Fund Manager Code of Conduct (FMCC) to address climate-related risks, the 

proposed regulatory regime to introduce a new Regulated Activity (RA 13) to govern trustee and custodians of 

public funds, enforcement priorities in conduct and governance, and additional guidance on the use of external 

electronic data storage providers (EDSPs).  In addition, the SFC continues to reinforce the importance of senior 

management supervision and the need for robust internal control measures of the licensed corporations.  

Regulatory Hot Issues

SFC’s proposed 

requirements on 

fund managers to 

manage and 

disclose climate-

related risks

On the back of continued regulatory focus both in Hong Kong and 

abroad on climate change and sustainable finance, the SFC 

issued a Consultation Paper on the Management and Disclosure 

of Climate-related Risks by Fund Managers in October 2020. The 

consultation proposes new requirements for fund managers to 

identify and integrate climate-related risks into their investment 

and risk management processes, with enhanced standards for 

larger fund managers. 

SFC’s proposed 

regulatory regime 

of trustees and 

custodians

Currently, trustees and custodians of public funds are not licensed 

by or registered with the SFC. In light of evolving best practices in 

the broader financial industry around the world, and ensuring 

investor protection for retail investors in Hong Kong, the SFC 

issued a Consultation Paper on the Proposed Regulatory Regime 

for Depositaries of SFC-authorized Collective Investment 

Schemes in September 2019.

SFC provides 

additional 

guidance on 

external electronic 

data storage

In December 2020, the SFC released guidance on external 

electronic data storage in the form of frequently asked questions 

(FAQ), in response to queries from industry players about the 

requirements for using external electronic data storage providers 

under the SFC's circular issued in October 2019. The FAQs 

provide guidance on the following focus areas: Managers-In-

Charge (MICs) of core functions, EDSP undertaking, keeping of 

electronic regulatory records with affiliates, MIC/RO undertaking, 

audit trail and implementation timeline.

SFC investigations 

- ‘Intermediary 

Misconduct’ and 

‘Corporate Mis-

governance’

As the AWM industry evolves, the regulatory landscape has 

moved in tandem to ensure the interests of relevant stakeholders 

are protected. In recent times, the SFC has zoned in on the 

corporate governance agenda, reinforcing the importance of senior 

management supervision and the need for robust internal control 

measures. Given this, it was no surprise to see the regulator 

conduct 1,703 investigations in 2020, with ‘Intermediary 

Misconduct’ and ‘Corporate Mis-governance’ accounting for close 

to 50% of the investigations.

Regulatory outlook

With substantial regulatory backing 

and the trend towards ESG products 

reflected by asset owners, Hong Kong 

appears well-positioned to drive the 

green and sustainable finance in the 

coming years. It is expected that the 

SFC will shed some light on the next 

steps by fund managers in Hong Kong 

when the consultation conclusions will 

be issued soon. 

A new Type 13 regulated activity is 

also anticipated soon in Hong Kong. 

The SFC’s consultation conclusions is 

expected to be issued in due course to 

provide more clarity on how trustees 

and custodians of SFC-authorized 

Collective Investment Schemes will be 

overseen. 

Regulatory initiatives have been 

helpful in supporting the growth and 

development of the AWM industry 

during this age of COVID-19. Going 

forward, the regulatory agenda for the 

remainder of the year is expected to be 

accelerated, with regulators pursuing a 

forward-looking and flexible approach 

to ensure its overriding objective of 

safeguarding market integrity and 

investor protection is met. 

A summary of the aforementioned is set out below:
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Banking returns 
developments

Regulatory updates

Recently the HKMA provided their response on the consultation on the corresponding amendments in banking 

returns upon the changes introduced by the Banking (Capital) (Amendment) Rules 2020 ("BCAR 2020") for the 

local implementation of (a) the Basel Standardised Approach for Measuring Counterparty Credit Risk Exposures 

("SA-CCR") and (b) the Basel Capital Requirements for Bank Exposures to Central Counterparties.

Responses from the HKMA clarified industry enquiries and addressed their concerns without significant changes 

in the proposed revised version, including – implementation and reporting timelines for SA-CCR under Capital 

Adequacy Exposure (“CAR”) calculation and modified SA-CCR under Leverage Ratio (“LR”) calculation, other 

banking returns affected by the reclassification of gold derivative contracts in SA-CCR, flexibility in exposure 

reporting during the transition period; and additional illustrative examples on exposures reporting related to SA-

CCR under MA(BS)28. 

Regulatory Hot Issues

The implementation 

timeline of the modified 

SA-CCR for LR 

calculation

The HKMA took into account the reporting burden on banks if derivative exposures are required to be 

calculated based on two different systems for the reporting of CAR and LR. Therefore, the HKMA 

offers an alternative option to align the implementation of the modified SA-CCR for LR calculation with 

that of the Basel III final package and welcomes views from the banks.

Reclassification of gold 

derivative contracts

Gold contracts will be excluded from existing MA(BS)1 item (g) ‘exchange rate and gold contact’ and 

reclassify as ‘precious metal contract’ in the revised banking return. The corresponding change in 

MA(BS)6 will be following the effective date of new market risk standards (commonly known as FRTB), 

while the HKMA is looking into updating the Completion Instructions for MA(BS)12 and MA(BS)12A to 

reflect the reclassification of gold derivative contracts.

Maximum exposure in 

MA(BS)28 during the 

transition quarter

For the period of 1 April 2021 to 29 June 2021, all banks (local or foreign) should continue to use the 

methods they currently use to calculate the maximum exposure for their default risk exposures. While 

for 30 June 2021 – locally incorporated banks should use the default risk exposure calculation method 

applicable to it under the BCR as revised by BCAR 2020 (e.g. SA-CCR approach) and overseas 

incorporated banks should do so in accordance with the requirements set out in paragraph 17 in 

Completion Instruction. The default risk exposures evaluated from different approaches are considered 

as comparable and thus the largest value among these exposures should be reported.

Default risk and non-

default risk exposures 

covered by the (pool of) 

recognised collateral

Banks would generally have the discretion to decide how to allocate the collateral (cash and non-cash) 

between default risk exposures and non-default risk exposures covered by the same (pool of) 

recognised collateral. However, it should be consistent with the legal rights of the Authorised Institution 

(AI) to the collateral as stated in the relevant legal agreements entered into with the 

borrower/counterparty.

Regulatory outlook

The implementation of the SA-CCR approach has been deferred for more than four years from its original 

implementation date of 1 January 2017. With the Basel III final package effective on the 1 January 2023, it is 

expected that BCAR 2020 implementation date would not be further deferred and no grace period would generally be 

granted.

The industry is expecting second response from the HKMA’s consultation in the coming few weeks. Further 

clarification from the HKMA on specific SA-CCR calculation, particularly applicable to overseas incorporated banks 

and additional illustrative examples on complex products and exposures scenarios, are also expected in the near 

term.

In addition, the HKMA provided extra guidance particularly for overseas incorporated banks who are not subject to the 

Banking (Capital) Rules (“BCR”) on the exposure reporting. Key responses are set out below:
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Conduct and governance 
developments

Recent regulatory updates

Conduct, staff behaviour and customer outcomes continue to be key areas of focus for regulatory authorities. Some of 

the key regulatory developments in Asia Pacific region include the following: 

Hong Kong 

Monetary 

Authority 

(HKMA)

On 16 March 2021, the HKMA announced that it would be conducting a focused review on the incentive systems 

for retail banks’ front office staff that are involved in the sale and distribution of banking, investment and insurance 

products (the “Focused Review”). 

The Focused Review will look to build on the insights drawn from the bank culture self-assessments that have been 

performed. In particular, it will examine how front office incentive systems are designed and implemented, as well 

as how they drive frontline staff behaviour and affect customer outcomes. 

A range of activities will be carried out, including an employee survey, focus group discussions, interviews with staff 

of the 20 selected banks as well as a documentation review.

Monetary 

Authority of 

Singapore 

(MAS)

On 10 September 2020, the MAS published an Information Paper on Culture and Conduct Practices of Financial 

Institutions (the “Information Paper”). This provides guidance on the outcomes that financial institutions should 

work towards in specific areas such as governance, hiring, communication channels and performance 

management. The Information Paper also provides examples of good practices gathered from the MAS’ thematic 

survey and dialogue with banks, insurers and capital market intermediaries.

From a remuneration perspective, the Information Paper states that incentive structures should promote prudent 

risk-taking and ethical behaviour. This includes ensuring that remuneration frameworks adequately consider 

behavioural and conduct factors in addition to financial KPIs. Remuneration systems should also include deferral 

arrangements and use instruments that defer variable compensation in order to align pay-outs with the time horizon 

of risk.

Australian 

Prudential 

Regulation 

Authority 

(APRA)

CPS 511 Remuneration, which is expected to be finalised later this year, will strengthen remuneration requirements 

by requiring the assignment of material weightings to non-financial measures when assessing variable 

remuneration outcomes, and implement longer vesting periods for executive bonuses. 

On 30 April 2021, APRA announced that it has commenced a consultation on the draft Prudential Practice Guide 

CPG 511 Remuneration to assist the industry in meeting the requirements of CPS 511 Remuneration. In particular, 

CPG 511 Remuneration will provide examples of better practice in board oversight, including expectations of robust 

challenge and independent scrutiny of remuneration decisions. For example, this includes overriding remuneration 

recommendations and making downward adjustments in compensation where appropriate. CPG 511 

Remuneration will also set out frameworks for defining non-financial measures and determining material weightings 

for use in calculating variable remuneration, as well as principles for downward adjustments of variable 

remuneration where there have been poor risk outcomes.
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Regulatory outlook

The greater focus on examining incentive systems indicates a shift in focus towards the ‘software’ that is driving 

individual decision making and conduct within banks. In reflecting on this, the industry should place greater emphasis 

on the softer elements of culture. Banks should also consider broader elements of how individuals are interpreting the 

bank’s culture through its actions, both explicit and implicit, and the impact this has on conduct.
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Insurance regulatory 
developments

Recent Regulatory updates

Whilst the challenges posed by the Covid-19 pandemic continue to disrupt Hong Kong’s way of living in many aspects, 

the Hong Kong insurance regulator has not lost its momentum in advancing its supervisory agenda in multiple domains. 

The regulatory development in Hong Kong’s insurance industry remains vibrant. 

Key recent regulatory developments include:

Regulatory Hot Issues

Conduct and 

intermediary 

supervision

• In October 2020, the Insurance Authority (“IA”) formed the Disciplinary Panel Pool, which comprises IA officials and 

appointed members from the legal, financial services and other sectors. The objective of this panel is to take 

decisions on disciplinary actions required against licensed insurance intermediaries and authorized insurers.

• In October 2020, the IA first published a periodic publication - Conduct in Action providing statistics and observations 

on conduct matters.

• The IA issued three circulars highlighting Common Compliance Issues on Licensed Insurance Agents, Licensed 

Insurance Agencies, Licensed Broker Companies, respectively, in December 2020.

Implementation of 

Risk-based Capital 

(“RBC”) regime

• By June 2021, most insurers will need to submit their first Own Risk and Solvency Assessment (“ORSA”) report, an 

important element in RBC Pillar 2 requirements.

Group-Wide 

Supervision (GWS)

• In March 2021, Group-Wide Supervision Framework (“GWS”) came into effect. The GWS sets out the framework 

which gives the IA direct regulatory powers over the holding companies of multinational insurance groups. 

• In May 2021, the IA issued the Guideline on Group Supervision (GL32) to set out the principles and standards for 

designated insurance holding companies in respect of their supervised groups on a wide range of areas including 

enterprise risk management, corporate governance, capital requirements and public disclosure. 

Promoting Hong 

Kong to become a 

global risk 

management 

centre

• In March 2021, the regulatory regime of insurance-linked securities (“ILS”) came into effect, introducing a new type 

of insurance license facilitating ILS businesses (e.g. catastrophe bond issuance) in Hong Kong.

• In March 2021, tax concessions took effect for all general reinsurance business of direct insurers, selected general 

insurance business of direct insurers and selected insurance brokerage business.

Regulatory outlook for 2021

Low interest rate yield economic environment continues to pose challenges to insurers, particularly with managing their 

statutory capital requirements. This environment also has increased pressures on the pricing of long-term insurance products.  

Monitoring market risks remains a high on the regulatory agenda as does supervision and conduct. Compliance with the 

increased regulatory requirements and also regulatory oversight remains a challenge for the industry. The complexities around

IFRS 17 and RBC requirements and the fast approaching implementation timelines have created an increased demand for 

insurance talents, particularly accounting, risk management and actuarial specialists.

Hong Kong’s drive in promoting itself as a risk management centre and (re)insurance hub, with attractive incentives on offer, 

draws investment opportunities from companies in the Asia region as well as further afield. Central State-Owned Enterprises 

(“CSOEs”) and State-Owned Enterprises (“SOEs”) investing in the China’s Belt and Road Initiative (“BRI”) can leverage Hong 

Kong’s inherent advantages as a well-established international financial centre and a risk management centre and 

(re)insurance hub. Insurance experts consider a ‘one-stopped shopping approach’ can be developed to provide combined 

solutions for CSOEs and SOEs to satisfy their finance and risk management needs, making the city more attractive and 

competitive. 

Future Greater Bay Area (“GBA”) initiatives such as Insurance Connect are expected to facilitate cross-border insurance 

business and eventually to allow the cross-border sale of insurance products within the GBA. Insurers anticipate that in the 

initial phase, local insurers will be allowed to set up services centres in mainland cities in the GBA, to provide post-sales 

services to existing customers.  It is expected that certain cross-border insurance products will be launched within the GBA.
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Interest rate benchmark reform 
developments

Recent regulatory updates

It has been almost four years since Andrew Bailey, the then chief executive of the Financial Conduct Authority (FCA), 

gave his first landmark speech on the future of the much-maligned interest rate benchmark. Following his warning that 

the publication of LIBOR could not be guaranteed beyond the end of 2021, market participants, industry groups and 

regulatory bodies around the globe have been preparing for its cessation. With the FCA’s recent announcement in March 

2021 of non-representativeness for some LIBOR settings, that possibility has finally become certainty.

Market participants have consistently cited a lack of firm deadlines and lack of clarity on cessation timelines as major 

hurdles in the move away from LIBOR. With the recent announcements confirming the overall timeline and key 

mechanisms of its cessation, firms that have been slowed by indecision should now be able to move into much-needed 

action. Key recent regulatory developments include: 

Regulatory Hot Issues

Regulatory outlook

The announcement of non-representativeness for some LIBOR settings leaves the door open for their continued 

publication on a “synthetic” basis, i.e., ending their reliance on panel bank submissions. The prospect of USD LIBOR 

continuing on not only into 2023 but perhaps even longer might tempt some market participants to delay efforts to 

actively transition legacy exposures. We expect the push to proactively remediate existing contracts to accelerate 

now that market participants have clarity around the economics of following a contractual fallback at the time of 

LIBOR’s cessation. With a known anchor for a conversion price, parties should look to accelerate the proactive 

transition of legacy cash products in the coming months. 

At this time, any organization delaying its efforts to move away from LIBOR is doing so at its own peril. While the 

continued publication of some LIBOR settings — whether in synthetic form or otherwise — beyond year-end 2021 will 

help organizations manage the risks associated with existing positions that are difficult — or even impossible — to 

remediate, no LIBOR settings will be widely available for use in new products after the end of 2021. Regulators in the 

US, UK and across the globe remain steadfast in their expectations that market participants end the use of all 

LIBORs in new products after 2021. The FCA’s and other regulator’s announcements will increase the pressure and 

expectations for firms to accelerate the shift to alternative reference rates.

Hong Kong Monetary 

Authority (HKMA)

In March 2021, HKMA issued a circular to inform all AIs of an update the HKMA has made to the 

transition milestones to cease the issuance of new LIBOR-linked products by the end of 2021 in light of 

the global development and industry feedback.

Financial Conduct 

Authority (FCA)

In March 2021, The UK’s FCA formally announced the future cessation and loss of representativeness of 

LIBOR. The announcement follows the results of a consultation by ICE Benchmark Administration (IBA), 

LIBOR’s administrator, which confirmed IBA’s plans for the benchmark’s cessation. The FCA statement 

includes declarations on the future permanent cessation or “loss of representativeness” of all 35 LIBOR 

settings.

The Alternative 

Reference Rates 

Committee (ARRC) 

In April 2021, The ARRC published a report on the transition away from USD LIBOR. Amid slower than 

hoped for transition progress, especially in the loan markets, the committee suggests that “the transition 

needs to accelerate quickly” for firms to meet regulatory expectations for an end of issuances of new 

LIBOR-based products by year end 2021. 

The London Clearing 

House (LCH) 

In April 2021, The LCH announced a series of fallback and conversion fees for contracts based on GBP, 

CHF, JPY or EUR LIBOR, with the intent of encouraging proactive transition. Beginning in September, 

the LCH will charge a monthly fallback fee of £5 for outstanding LIBOR-based cleared contracts. In 

addition, the LCH will charge a fee (not yet specified) for any contract that will be converted as part of its 

pre-emptive conversion of existing cleared LIBOR trades into RFR-based swaps with characteristics 

consistent with new OIS swaps. The conversion is scheduled to take place on December 3 for CHF, EUR 

and JPY LIBOR based trades, and on December 17 for GBP LIBOR based trades.
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Financial services tax 
developments

Recent tax developments impacting the financial services industry

It has been over a year into the pandemic, and for many, 2020 has been extremely testing. On 24 February, Hong Kong’s 

Financial Secretary announced a raft of measures specifically for the financial services industry as part of the 2021/22 Budget.

Other developments to note include:

• Hong Kong’s carried interest tax concession. The tax concession provides a 0% profits tax rate on eligible carried 

interest received or accrued on or after 1 April 2020, and excludes 100% of eligible carried interest from employment 

income for the calculation of salaries tax. It also expands the eligible classes of assets that may be held and administered 

by a special purpose entity on behalf of a fund that owns the entity for the purposes of the profits tax exemption for funds.

• Hong Kong’s new tax incentives for the insurance industry applies from 19 March 2021. On 15 January 2021, the 

Government gazetted two notices related to Inland Revenue (Amendment) (Profits Tax Concessions for Insurance-related 

Businesses) Ordinance 2020 passed by the Legislative Council in July 2020. The Ordinance introduces new tax incentives 

for the insurance industry in the form of an 8.25% concessionary profits tax rate for (1) general reinsurance business of 

direct insurers, (2) selected general insurance business of direct insurers, and (3) selected insurance brokerage business. 

The new tax incentives would help to enhance Hong Kong’s competitiveness as the international insurance hub and risk 

management centre.

• OECD’s guidance on COVID-19 impact on MNE’s transfer pricing. On 18 December 2020, the OECD released 

Guidance on the transfer pricing implications of the COVID-19 pandemic on the application of principles set out in the 

OECD Guidelines relating to the COVID-19 pandemic. The Guidance assists both taxpayers and tax administrations to 

evaluate transfer pricing issues within the affected financial periods.

• Enforcement of AEOI on Hong Kong financial institutions. As the legislation on the Standard for Automatic Exchange 

of Financial Account Information in Tax Matters enters into its fifth year, It is important that financial institutions look at how 

they have operationalised their policies and procedures concerning the due diligence review of their account holders and 

also whether their data management systems are appropriately configured to enable the reporting of correct and complete 

financial account information to the IRD.
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Subsidies for open-ended fund 

companies (OFCs) to set up in or 

redomicile to Hong Kong

Subsidies will cover 70% of the expenses paid to local professional service providers for OFCs set up 

in or re-domiciled to Hong Kong in the next three years, subject to a cap of HK$1 million per OFC.

Family office businesses The Government plans to review tax arrangements relevant to family office businesses.

Subsidies for Real Estate 

Investment Trusts (REITs) to list 

in Hong Kong

Subsidies will cover 70% of expenses paid to local professional service providers for listing of REITs, 

subject to a cap of HK$8 million per REIT, will be provided for qualifying REITs authorised by the SFC 

and listed in Hong Kong in the next three years. 

Green and Sustainable Finance 

Grant Scheme

The scheme will subsidise expenses on bond issuance and external review services and will last for 

three years.

Pilot Insurance-linked Securities 

Grant Scheme

To attract insurance companies to issue insurance-linked securities (ILS) in Hong Kong, the 

Government plans to launch a two-year grant scheme to subsidise issuance costs, subject to a cap of 

HK$12 million each issuance depending on the maturity of the ILS.

Increase stamp duty rate on stock 

transfer from 0.1% to 0.13%

The stamp duty rate on stock transfers will be raised from 0.1% to 0.13% of the consideration or value 

of each transaction payable by buyer and seller respectively. This will take effect on 1 August 2021, 

and represents a 30% increase in the stamp duty rate which has remained the same since 2001.

Tax outlook

In 2021, we are cautiously hopeful that Hong Kong will edge towards normal. The evolving tax landscape is a sign of the 

times – we expect further legislative refinements and changes in 2021 and beyond to ensure that Hong Kong’s tax system 

is fit for the challenges and opportunities as we look to the world opening up again. This includes the proposed re-

domiciliation mechanism for OFCs and limited partnership funds, which will further enrich Hong Kong’s asset and wealth 

management ecosystem.
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