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ith most COVID-19 restrictions and virus
control measures now withdrawn, Hong
Kong welcomed the start of 2023 with the

best news in almost three years, the opportunity to
further strengthen its status as a leading international
financial and business centre, alongside the aspiration
to become a virtual assets hub. At a time when the
global economic outlook is fraught with uncertainty,
while Hong Kong certainly faces headwinds, there

is some cause for optimism due to the city’s unique
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position. For example, while Hong Kong benefits
from the monetary discipline imposed by the
linked exchange rate system with the US dollar,
the actual contracting effect caused by the higher
interest rates has been manageable. For instance,
the Best Lending Rate (BLR) has only increased by
0.375 percentage points while the Fed Fund Target
Rate has increased by 3.75 percentage points since
March 2022. At the same time, while there was
speculation that Hong Kong’s property market
was about to take a tumble, the government
expressed no intention of abolishing the Special
Stamp Duty, the Double Stamp Duty and the Buyer
Stamp Duty, suggesting the government was not
overly pessimistic about the property market, or
the direction the economy is taking.

The Hong Kong General Chamber of Commerce,
one of Hong Kong’s largest business groups with
about 4,000 members, has predicted the city’s
economy will grow by 3.8% this year as activity
picks up following the reopening of the border
with Mainland China. The chamber’s figure of 3.8%
growth for 2023 is generally in line with the 2-5%
expansion predicted by a number of economists
who similarly expect the removal of Covid
restrictions to generate a boost for Hong Kong’s
economy.
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Meanwhile, Hong Kong’s Financial Secretary Paul CHAN has
described 2023 as “a year of hope and opportunities” for

Hong Kong. “I can tell everyone that Hong Kong is at a new
historical beginning of its development,” said the Financial
Secretary who was speaking at a Web3-themed event in

early January 2023, which featured cryptocurrency and Web3-
themed topics — a loosely defined term for a next-generation
internet platform based on decentralised technologies such
as blockchain. The Financial Secretary said it is worth pointing
out that five years ago Hong Kong was home to no more than
180 Fintech companies; today, however, Hong Kong is home to
more than 800 Fintech enterprises, large, small and start-ups.
The Financial Secretary also highlighted the important support
that Hong Kong’s burgeoning Fintech sector receives from

the Mainland China administration. For example, the China
Banking Regulatory Commission has developed a masterplan
for the Greater Bay Area (GBA) region that includes Fintech

as a major pillar. The plan calls for more cross-border
investments, trade finance and encouraging the use of the
renminbi as a global currency.

Underlining how talent is central to the continuing
development of Hong Kong’s Fintech ecosystem, the Financial
Secretary said the government attaches great importance

to the development of Fintech professionals. To this end,

the government has put its support in developing dedicated
Fintech programmes at numerous post-secondary institutions
in Hong Kong, as well as establishing Fintech qualifications
for in-service financial practitioners. To support capacity
building and Fintech talent development, in partnership

with the Hong Kong Monetary Authority (HKMA), in 2022 the
Hong Kong Institute of Bankers launched a new “Enhanced
Competency Framework on Fintech” (ECF-Fintech) programme.
The competency standards aim to expand and deepen Hong
Kong’s Fintech talent pool through enhancing the relevant
professional skills of banking practitioners and individuals
who have aspirations to careers in Fintech.

66
Against the backdrop of erratic market

swings and a series of high-profile
cryptocurrency provider collapses, Hong
Kong regulators remain bullish on virtual
assets, while maintaining the view that the
regulation of activities is a prerequisite for

market development. ¢ ¢
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Building a virtual asset hub

After maintaining a mainly conservative attitude towards
cryptocurrencies for a number of years, during the 2022
Hong Kong FinTech Week held last October, the Hong

Kong Government announced a series of measures with
the underlying aim of establishing Hong Kong as a virtual
assets centre. A consultation paper on virtual assets will
be issued during the first quarter of 2023 and new licensing
rules for virtual assets platforms will come into effect in
June. The measures include licensing regimes for asset
providers, regulatory regimes for cryptocurrencies, pilot
programmes and the opening of retail investments. In

a policy statement, the Hong Kong Government said in
conjunction with the financial regulators, the administration
is working towards providing a facilitating environment

for promoting sustainable and responsible development

of the virtual asset sector in Hong Kong. Moreover, as

part of its repositioning efforts, the government says it

is ready to engage with virtual asset service providers
globally and invite them to the city. Speaking at 2023 Asian
Financial Forum, Hong Kong’s Chief Executive, John LEE said:
“Technology is the future and we’re determined to make it
ours.” He added: “I can tell you we are serious about and
dedicated to creating a facilitating environment for the
sustainable and responsible development of virtual assets
in Hong Kong.”
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So that virtual asset innovations can thrive in Hong Kong in a
sustainable manner, the government said timely and necessary
guardrails will be put in place to mitigate actual and potential
risks in line with international standards. Furthermore, the
government said it was exploring non-fungible tokens (NFTs)
issuance, green bond tokenisation and e-HKD pilot projects
with regulators and is open to reviewing property rights for
tokenised assets and the legality of smart contracts. The
measures launched to establish Hong Kong as a virtual asset
hub further elevate Fintech applications as both a facilitator
and a tool for investment. It should be noted however, the
market prices of digital assets are likely to follow the same
trend as the market prices of more conventional assets such as
bonds and shares. Put simply, the amount of liquidity available
in the market at any point in time can be taken as constant;
consequently, the introduction of digital assets may only divert
investment from the more conventional investment channels
in bonds and shares, foreign exchange and derivatives to these
new digital investment products.

New policies for a new era

Against the backdrop of erratic market swings and a series

of high-profile cryptocurrency provider collapses, Hong Kong
regulators remain bullish on virtual assets, while maintaining the
view that the regulation of activities is a prerequisite for market
development. Speaking at the 2022 FinTech Week, Eddie YUE,
Chief Executive of the HKMA said many of Hong Kong’s Fintech
companies are looking at how to make use of the fast-evolving
blockchain protocols to create products or services through
crypto, stablecoins, NFTs, decentralised finance (DeFi) and the
metaverse. “Technology has been developing incredibly fast,”
said YUE who made a point of emphasising that digitalisation
of Hong Kong’s financial services has been accelerated, and

not impeded, by the pandemic. YUE also explained how Hong
Kong has laid a solid Fintech foundation with various initiatives
launched during recent years, beginning with Smart Banking
Initiatives launched in 2017 and the “Fintech 2025” strategy
rolled out in 2021. In between, the Faster Payment System (FPS)
was introduced which now has 11 million registrations and
facilitates more than a million transactions a day.

In addition to traditional financial assets, YUE noted that
blockchain technology allows fractionalisation of asset
ownership in art, real estate or other assets, creating new forms
of financial intermediation. “With radical open-mindedness, we
can use technological innovations to make financial markets
more complete and bring benefits to the real world,” he added,
clarifying that a “radically open mind” does not mean that
financial stability falls by the wayside. YUE explained that the
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use of digital innovations needs to be complemented by a
clear approach to money laundering and financial risks. “We
continuously work with banks to achieve this,” he said, adding
the HKMA works to ensure that consumers and investors
understand the risks associated with investment products in
an arena that is expanding at speed.

Pointing out that financial markets don’t like surprises, and the
idea that disruption is a good thing was a “bit unfamiliar to
many”, YUE said there was a time when the regulator wondered
how new financial entities such as crypto, stablecoins,

DeFi and other blockchain-based innovations would fit into
“mainstream finance”. However, he said it has become apparent
that these innovations, in particular the technologies and
business innovation underpinning them, are here to stay

and will naturally develop in a healthy financial system like
Hong Kong’s. “They have the potential to improve efficiencies,
reduce intermediary costs and promote innovation,” he said.
Digital innovations encompass a wide spectrum of products

and services beyond the commonly-known cryptocurrencies.
DeFi, given its composability feature for example, can inspire
innovation in finance. Citing tokenised green bonds as an
example, YUE said the HKMA had concept-tested the idea with
the Bank for International Settlements Innovation Hub and plans
have subsequently been made to adopt it for an actual issuance
in the near future. “When both bond and cash are tokenised
and brought on-chain, all bond lifecycle events like asset
servicing, trading and redemption can happen more efficiently
in a distributed manner,” YUE said. Tokenised transactions could
even make real-time tracking of the green impact possible.
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When innovation meets regulation

Speaking at the Hong Kong FinTech Week 2022, citing a
statement issued in July 2022 by the Financial Stability
Board (FSB), Julia LEUNG, Hong Kong Securities and Futures
Commission (SFC) Chief Executive Officer, Intermediaries said
the recent turmoil in crypto-asset markets highlights their
intrinsic volatility, structural vulnerabilities and increasing
interconnectedness with the traditional financial system.
Therefore, an effective regulatory framework must ensure
that crypto-asset activities posing risks similar to traditional
financial activities are subject to the same regulatory
outcomes, while taking account of the novel features of
crypto-assets and harnessing their benefits.

LEUNG said the SFC was an early adopter of the approach
the FSB is now advocating. “Compared to those jurisdictions
that regulate crypto-asset service providers from an anti-
money laundering (AML) perspective, our approach to virtual
asset trading platforms since 2018 has been a comprehensive
one, providing for investor protection and market integrity,
in addition to anti-money laundering,” LEUNG said. It is
based on the principle of “same business, same risks, same
rules”. LEUNG also explained how centralised virtual asset
exchanges operate in ways similar to stock exchanges

and broker-dealers, and subject to license under the SFC
securities regulatory regime to similar standards which

have been adapted to address the specific risks posed by
virtual assets. This includes regulation of the provision of
virtual asset-related services by intermediaries. “Licensed
fund managers who manage virtual asset funds are subject
to detailed requirements comparable to the Fund Manager
Code of Conduct, but again we have incorporated additional
measures to address virtual assets,” LEUNG explained.

(A4
The measures launched to establish

Hong Kong as a virtual asset hub further
elevate Fintech applications as both a

facilitator and a tool for investment. ¢

ISSUE 128 + 2023

lE

ERRSLMEEREREZEE EES) 1T
BAEHRBBRE202268 5B RMA R A XF
B, SRS RIEE ZE §E2022F7TH LK
B, EHROEREETZNALR, REE
EHIR R ERN . SR, UKkHE
BRERARMRBE ISR, FIit, nE
BEERMESEEHREMERSREHN
R, EREZIRENEE; RRTAE R
EREENRFEM, NAREB . EARE
MEETE IR

REBRT, SR REERATREEEZS
SRECENEE S L THttE R R
HRERNAEREEREERBIRME, MM
H2018FiE, BULEN A XEEEREE
RHTE, MEERRERE, EREREER
ENTHENEEEFIERESRNEENRE
E%. EREE K. BRMRRBRER REE
W, PRUEREEIZAANEFEAR
HERERGRNELCTZBEMN AR E

LEUNG said it should be made clear by adopting this
approach the SFC is supportive of the underlying
innovative technology, distributed ledger technology
(DLT). She added the SFC also welcomes the growth of the
Fintech community in Hong Kong, noting how NFTs, the
metaverse and Web 3.0 are beginning to reshape areas
of financial activities. In particular, LEUNG said NFTs are
now accepted as a new way to authenticate ownership
and facilitate the transfer of artwork, music, videos and
photographs. Meanwhile, GameFi, which typically refers
to blockchain games that incentivise players with tokens,
is another area that is growing exponentially. “All this
innovation has spawned new economic activities in art,
culture, gaming and more,” LEUNG said, “This is clearly
something Hong Kong should support,” she added. There
are many useful applications of DLT in global finance,
and many financial institutions are now exploring how to
tokenise financial assets, or develop their own tokens on
private blockchains, in order to drive efficiency, provide
transparency and resolve some decades-old frictions in
clearing, settlement and payments.
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LEUNG also explained the SFC has been actively looking to
set up a regime to authorise ETFs which provide exposure
to mainstream virtual assets with appropriate investor
guardrails. “We have come to believe that some initial
concerns about virtual asset futures ETFs have become
manageable and can be addressed with proper safeguards,”
LEUNG said. Apart from the existing requirements for ETFs,
virtual asset futures ETFs will also be subject to additional
requirements related to their management company,
investment strategy, disclosure and investor education.
According to the SFC, the underlying assets of virtual ETF
assets futures will initially be confined to Bitcoin and Ether
futures. This means the underlying assets will not give rise
to any dividend or interest income.

Commenting on the topic of security token offerings (STOs),
LEUNG said the SFC sees potential benefits in the use

of DLT in security issuance and trading, which may bring
efficiency, transparency and lower costs to traditional
finance. LEUNG noted how STOs are gaining traction

among traditional financial institutions with many keen

to tokenise traditional financial instruments such as debt
securities or investment fund units. Explaining that the SFC

ISSUE 128 + 2023

FRBZENBIBEE, LURARE BMS
BREE, R — B+ R REEMMRIE R
UM 2 (T 2 RE,

REBRLERE, BEGEBBARRIGE,
RBA—ERENTREREE, MYAREE
RUBEZEREFENXZFAEBEES(ETF) iR
TRRVANEREERNEETFRARE —
EER, HAREEGEELERREFIIZ, M
BETEZMERENE, EREHELE R
BRTAMSETFRNRBERIN, EREENRE
ETFtHAN & — LR EERAE. KRERK.
BERRBENKREEHABENER BRERTE,
EREEMEETFNEREE, 11 RRICLL
REMUREHE ROESR, BREERS
EAE AR EF SN,

REBBEERT, REBRT, BHERS
BADUTHTREERSFEHER, ARG

KNBPE, FREERERMETBHI ML B
BRI EERITHER S RBEIRER
5L ZRBHMBESHAKREETEUF
BRI AL tisd, SR TEER

is prepared to adjust its regulatory response and allow retail
access if proper safeguards are put in place, LEUNG said the
Commission’s preliminary view is that tokenised securities,
as digital representations of traditional securities on a
blockchain, should be treated in a similar way as existing
financial instruments. “In substance, they have similar
terms, features and risks as traditional securities, so it does
not seem appropriate to classify them as ‘complex products’
merely because they are issued or traded on a blockchain,”
she said. Under this approach, a tokenised plain-vanilla
bond would be classified as a “non-complex product”

and therefore the firms distributing it would be subject

only to the existing requirements for the distribution of
conventional securities, consistent with the “same business,
same risk, same rules” approach. However, the position may
be different when a token’s features are more novel and
complicated, and it does not have the legal wrapper of a
financial instrument. As Hong Kong’s aspirations to become
a virtual asset hub move forward, LEUNG said the city could
be on the cusp of the future of finance. “If we get it right,
and that’s a big if, in this future vision, the underlying
technology is so potent that traditional finance as we know
it today could be reshaped.”
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