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Shifting Landscapes:

Navigating the
Next Normal

Under the shadow of the COVID-19
pandemic, a lot has changed over the last
18 months. Change has accelerated in the
banking and finance sector and is on course
to continue to evolve at an even faster pace
in the future.
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set to continue causing disruption for this and probably

next year as banks and financial institutions formulate
recovery goals and strategies, there is plenty of discussion
and speculation about the challenges of the on-going
transition to the commonly termed New Normal. In the HKIB
Annual Banking Conference, under the theme Reglobalisation,
Sustainability and Transformation to a New Normal, keynote
speakers and panellists will provide expert insights and in-
depth focus on the resulting challenges and opportunities.

Q gainst the backdrop of the COVID-19 pandemic, which is

Despite being buffeted by trade and political tensions
between the US and Mainland China, Hong Kong remains
resilient. In March, the city was ranked among the
world's top four financial hubs, according to the 29th
Global Financial Index. Hong Kong's potential at the
Mainland China national level has received recognition
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under the 14th Five-Year Plan (2021-
25) for National Economic and Social
Development and the Long-Range
Objectives. The outline of the nation's
latest economic blueprint pledged

to continue supporting Hong Kong in
lifting its status as a global financial,
transportation and trade centre.
Drawing on Hong Kong’s comparative
advantages, expertise and talent, the
ongoing integration of Hong Kong into
the Greater Bay Area (GBA) and its
growing economic ties with the rest
of the world will enable Hong Kong to
consolidate its role as an international
finance, business and Fintech hub
that acts as a bridge for international
capital to enter the Mainland China’s
markets and for Mainland capital

and business interests to efficiently
and effectively access the rest of the
world.
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Strong fundamentals to build on

The same as elsewhere across the world, while the COVID-19
pandemic has had a devastating impact on Hong Kong’s
economy and the daily lives of people, KPMG’s Embracing
Change, Driving Growth, Hong Kong Banking Report 2021 notes
how the city’s banking sector has emerged “reasonably well”
from the initial disruptions attributed to the pandemic. The
report cites the general strength of banks’ balance sheets

and regulatory measures implemented over the last few years
designed to improve capital strength and liquidity have ensured
that Hong Kong’s banking sector has remained resilient. Not
only have employees in the financial industry had to adjust to
working in completely different conditions, they also had to
quickly find new ways to communicate to consumers. In turn,
consumers had to adjust how they bank from a mix of online
and offline experiences.

The report also highlights several key topic areas that KPMG
believe are going to have a significant impact on Hong Kong’s
banking sector in the transition to the New Normal. Topics
include Environmental, Social and Governance (ESG) issues,
which regulators are encouraging and mandating banks to
incorporate into their risk management frameworks. At the same
time, as banks look for ways to reduce costs, enhance customer
experience and improve risk management and compliance, focus
on transformation of operations, technologies and systems will
become increasingly crucial. Regulators in Hong Kong have shown
substantial support and foresight for transformative technologies
in the form of government-backed real-time mobile payment
platforms and virtual banking licences — enabling a positive
climate for further growth in the Fintech space. A report by big
data organisation Vpon Big Data Group on Hong Kong’s virtual
banking industry found that the eight virtual banks have made

it easy for customers to take greater control of their finances

and use banking services via their mobile phones or personal
computers. According to a report from financial consultancy firm
Quinlan & Associates, virtual banks are expected to generate
revenues of up to HKD76 billion per year by 2025.

(A4
Hong Kong is already a green finance

centre with a vibrant and efficient
04 ecosystem that matches the demand and
supply of green financing, but more needs

to be done in this fast-growing space. 99
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Meanwhile, expansion activities in the wealth management
space also look set to continue with the number of
international private banks and wealth managers seeking

to use Hong Kong as a springboard to expand into Mainland
China, while Mainland Chinese banks are setting up wealth
management arms in Hong Kong to provide services to
investors outside of the Mainland. Furthermore, the imminent
launch of the GBA Wealth Management Connect is set

to add a number of new dynamics to Hong Kong's wealth
management sector, which will further enhance Hong
Kong’s role as a key global connector and conduit for wealth
management investment activities.

Sustainability is the future

With the topic of sustainability already in the spotlight, the
recently released Intergovernmental Panel on Climate Change
(IPCC) report which flags a “code red for humanity”, and
states that humans are “unequivocally” to blame for climate
change, further reinforces how the banking and financial
system operates in the New Normal will have an impact on
the way in which climate risk is managed or reduced.
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In keeping with banking regulators around the world who

are formalising new rules for climate-risk management, in
July 2021, the Hong Kong Monetary Authority (HKMA) issued
draft guidelines (the Draft Guidelines) on the management of
climate-related risks by Authorized Institutions (Als). The Draft
Guidelines further develop the HKMA’s approach to climate risk
initially outlined in its June 2020 White Paper on Green and
Sustainable Banking, which incorporate leading international
standards and practices to provide comprehensive climate risk
management guidance for banks in the areas of governance,
strategy, risk management and disclosure.

The HKMA has drawn on the work of the Task Force on Climate-
related Financial Disclosures (TCFD), the Network of Central Banks
and Supervisors for Greening the Financial System (NGFS) and the
Basel Committee on Banking Supervision to develop its approach
to climate-related risks. Conceptually, the HKMA adopts the TCFD
approach to classifying climate-related risks into both physical
and transition risks, with an additional category of liability

risks. Physical risks include the impacts of climate and weather-
related events and long-term progressive shifts in climate.
Transition risks include the financial risks related to the process
of adjusting to a lower-carbon economy (e.g. changes in climate
policy, technological changes and changes in market sentiment)
and liability risks associated with emerging legal cases related

to climate change (e.g. individuals seeking compensation from
financial institutions that finance companies with activities having
negative environmental impacts). The HKMA expects Als to put in
place and regularly review documented policies and procedures
to manage climate-related risks in a proactive manner. On risk
identification and measurement, the HKMA expects banks to
conduct a comprehensive assessment posed by climate change
which could impact credit, market, liquidity, operational, legal,
reputation and strategic risks.

Speaking at the Signing Ceremony of the HKMA-International
Finance Corporation (a member of the World Bank Group)
Alliance for Green Commercial Banks in November 2020, Eddie
YUE, Chief Executive of the HKMA explained while a lot has
been said about the need and urgency for the financial sector
to play its part in tackling climate change risk, the question of
“whether” action needs to be taken is behind us. “We need to
walk the talk and address the question of ‘how’,” he added.

An interesting space to watch is that “going green” in the
next few years would most likely cause some changes to
asset pricing and valuation as the market adjusts to more new
regulatory requirements across industries and adapting to
greener alternatives around the world.
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Although a relatively

small city, as an
international Fintech
hub characterised by

a diverse, resilient, and
dynamic landscape,
Hong Kong punches
above its weight as one
of the most productive
markets for Fintech
start-ups to set-up and

scale-up. 99
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Leading Fintech hub

While digital transformation is not new, it is now more relevant
than ever as innovation in financial technology or Fintech,

has become essential for banks and financial institutions to
continue thriving in the New Normal. Unveiled in June this year
by the HKMA, “Fintech 2025” is a new strategy designed to drive
Fintech development in Hong Kong. In essence, Fintech 2025
seeks to encourage the financial sector to comprehensively
adopt technology in their businesses and transactions by 2025.
Assessment of banks’ current and planned Fintech adoption
will be carried out from time to time to identify key Fintech
business areas or technologies that are underdeveloped.

Although a relatively small city, as an international Fintech hub
characterised by a diverse, resilient and dynamic landscape,
Hong Kong punches above its weight as one of the most
productive markets for Fintech start-ups to set-up and scale-
up. According to InvestHK figures, Hong Kong is home to more
than 600 Fintech companies and start-ups. Furthermore, in
KPMG’s 2020 annual assessment of global technology leaders,
Hong Kong ranked in the top ten of the world’s top technology
innovation hubs outside Silicon Valley.

With technology and sustainability quickly emerging as two
key driving forces reshaping the global financial ecosystem,
Hong Kong is poised to rise in prominence as a global leader
in green finance. Speaking via video link at the Startmeup HK
Festival — Virtual FinTech Forum in May, Secretary for Financial
Services and the Treasury, Christopher HUI said green and
sustainable finance is a priority issue for global governments
and businesses and Hong Kong is no exception. Since green and
sustainable finance are expected to create tangible benefits
for Hong Kong, the Secretary for Financial Services and the
Treasury also highlighted how Fintech would play a key role in
green finance data analytics and quantification solutions, such
as an enabler for amassing and evaluating ESG data.

www.hkib.org
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Agility is the new must-have

According to McKinsey’s From thinking about the next
normal to making it work: What to stop, start and accelerate
research report, “agility” is defined as the ability to
reconfigure strategy, structure, processes, people and
technology, quickly toward value-creating and value-
protecting opportunities. The overarching goal is for

the right people to be in position to make and execute
decisions. During the early stages of the pandemic, banks
as well as the wider business community had little choice
but to break down organisational boundaries to get things
done. Now, as banks look to the future, one of the best ways
to start remodelling an organisation is to build so-called
“smart-teams”. Team members will have a mix of skills,
and having the right attitude with innovative thinking and
ethical sensibility will be the heart of these smart teams.
However, agility is just a word if it isn’t grounded in the
discipline of data. Financial institutions need to create or
accelerate their analytics capabilities to provide the basis
for answers — and equally important, allow smart-teams to
ask the right questions. While easy to articulate, achieving
effective agility requires financial institutions’ commitment
and a willingness to transform to the new normal with a
new mind-set and the right values. Again, this is where
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Hong Kong as an international financial and Fintech hub can
exceed the expectations of market watchers in the era of the
new normal.

In conclusion, Hong Kong has a strong platform of
fundamentals to build on. These fundamentals include a
relatively forward-looking regulator, a strong legal framework
and a government committed to providing policy and
financial support. The financial sector also has wide ranging
strengths and capabilities to leverage the opportunities

the GBA offers. Meanwhile, the millennial generation must
continue to take up the entrepreneurial spirit set in motion
by the baby boomer generation — but instead of real estate
and trading, they are moving into the technology sector. As
this happens, there is a clear picture of the gaps that are
missing in the talent pipeline and the steps that need to

be taken to fill them. In essence, Hong Kong has the tools

in place to generate and maintain a sustainable ecosystem.
So what are the factors that could determine the winners
and losers? Those that can transform efficiently with agility,
take advantage of scalability, exceed customer expectations,
be innovative, nurture and retain talent and monetise data,
are set to come out ahead. Those that do not; run the risk of
falling by the wayside.
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