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Unlocking Potential
from Changing Times
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While Hong Kong is entering 2024 facing
ongoing geopolitical and economic
headwinds beyond the city’s control, the
Publication Sub-Committee of the Hong
Kong Institute of Bankers (HKIB) explores
scenarios and initiatives that give rise to
cautious optimism.
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mid Hong Kong’s on-going slow-but-steady
Arecovery from the impact of the COVID-19

pandemic, there are some bright spots on
the horizon. While the Hong Kong Government
has cautioned the annual budget deficit for 2023

would significantly surpass initial estimates and
reach HKD100 billion, a number of economists are

www.hkib.org

predicting that Hong Kong’s economy is poised for

a soft landing in 2024 as annual real GDP growth
moderates to around 2% from 2023’s 3.5%. In his
New Year message, Chief Executive John LEE Ka-chiu
sought to inject confidence by pledging to boost the
economy, while Financial Secretary Paul CHAN Mo-
po appealed for Hong Kong to adopt “a curious and
open-minded” attitude to contend with changing
times.

Signals indicate an end to interest rate hikes
After a lengthy monetary tightening campaign to
battle high inflation that saw the US implement

the most aggressive interest rate-raising cycle in

40 years, indications are now pointing towards
interest rate cuts that could come as early as mid-
2024. Ending a cycle that had seen 11 consecutive
hikes since March 2022, in late December 2023, the
US Fed Fund Target Rate was held at 5.25% — 5.50%,
prompting Jerome Powell, Chair of the US Federal
Reserve (the Fed) to note that inflation was easing
faster than expected and rate cuts were coming “into
view”. While some economists anticipate the Fed
will begin cutting interest rates as early as February
or March 2024, Eddie YUE, the Hong Kong Monetary
Authority’s (HKMA) Chief Executive, believes that
rate cuts are less imminent, and the Fed will wait
until mid-2024 to start lowering interest rates.
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In place since 1983 — even if the cycles of the two economies
differ — the Hong Kong dollar’s peg to the USD means that
Hong Kong’s monetary policy is conducted in lockstep with the
Fed to preserve the mechanism. As such, Hong Kong’s base rate
was raised by 525 basis points since March 2022. A decrease in
interest rates, coupled with an anticipated weakening of the
US dollar, could pave the way for global capital to find its way
back to Asian markets, especially Hong Kong.

Expected revival of initial public offering listings
Following a global trend, in spite of a fall in new initial
public offering (IPO) listings, Hong Kong Exchanges Clearing
(HKEX), which operates Asia’s third-largest stock market,
reported strong growth in derivatives and Exchange Traded
Funds trading. Total derivatives trading rose by 4% as of
the end of November 2023 to 1.4 million contracts a day.
HKEX also maintained its title as host to the world’s most
traded securities derivative and warrant markets, with total
turnover of USD307.26 billion in the first 10 months of 2023;
considerably higher than the second-placed Stuttgart bourse
on USD42.15 billion.

While Central Bank interest rate cuts are unlikely to be as
sharp as the hikes made in recent months, a relaxation of
interest rates could help resuscitate IPO listings in Hong

Kong as well as rekindle investor sentiments. A rebound in
IPO activity in Hong Kong could see the more than 90 IPO
applications currently in the pipeline list on the city’s stock
exchange, including a few potential “blockbuster listings”. Big
four firm, PwC, expects that total funds raised for the full year
of 2024 in Hong Kong will rebound and reach over HKD100
billion. With IPO activities rejuvenated, PwC also predicts the
redirection of liquidity, including funds from Europe, the US
and the Middle East, which will boost market liquidity and
improve valuations.
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Regulatory regime on stablecoin issuers to be
introduced in 2024

As Hong Kong continues with its drive to develop the
city into a global hub for virtual assets, the Financial
Services and the Treasury Bureau and the HKMA recently
published a public consultation paper to gather views on
a legislative proposal to regulate issuers of stablecoin —
digital tokens that are pegged to an existing currency or
commodity. With fiat-referenced stablecoins considered
an important measure for facilitating a Web3 ecosystem
development in Hong Kong, the consultation paper
includes legislation proposals to implement regulatory
guardrails in the form of a licensing regime requiring

all fiat-referenced stablecoin issuers that meet certain
conditions to be licensed by the HKMA. To obtain an
HKMA license, stablecoin issuers will be required to
meet several criteria, including full backing of all
circulating stablecoins with reserves “at least equal

to the par value”, segregation and safekeeping of
reserve assets and disclosure and regular reporting
processes. The framework reflects Hong Kong regulatory
authorities’ intention to set a high bar for fiat-
referenced stablecoins.
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The introduction of stablecoins could have a significant and
positive impact on the economy. For example, the use of
stablecoins could streamline capital market transactions by
making instantaneous real-time delivery versus payments
(DvP, the transfer of asset occurs if and only if the transfer of
payment also occurs) possible. Instantaneous real time DvP
is also known as atomic settlement, whereby DvP settlement
can be done immediately and instantaneously once the
relevant trade is executed. The change in settlement time
atomic settlement makes is significant. From the settlement
cycle a few decades ago which took T+32 (the transaction
date; plus the number of days after the transaction date

the settlement takes place) due to the need to deliver
scripts, settlement cycle had shortened to T+2 due to
immobilisation and dematerialisation of assets and further
to T+0 instantaneous real time, due to digitalisation, with
both the digitalised assets and digitalised cash on the same
settlement platform.

From a monetary policy perspective, the issuance of
stablecoins could increase the money supply in Hong Kong
as well as speed up the velocity of money in circulation.
Both scenarios could have a stimulating influence on Hong
Kong’s economy. However, it should be kept in mind that the
use of stablecoins would be a new phenomenon, and in all
likelihood, it will take time for users to become familiar with
the processes and the potential. Nevertheless, it is worth
considering the possibilities ahead. For instance, the issuance
of stablecoins denominated in currencies other than HKD;
for example, stablecoins denominated in RMB could help the
offshore development of RMB as an international currency.
RMB denominated stablecoins issued in Hong Kong could
also be used for settling RMB denominated capital market
transactions in Hong Kong as well as the wider Guangdong-
Hong Kong-Macao Greater Bay Area.
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Launch of a new Capital Investment Entrant Scheme
First announced in “The Chief Executive’s 2023 Policy Address”,
and flagged as one of the eight policy measures designed to
promote the growth of family offices in Hong Kong, the Capital
Investment Entrant Scheme (CIES) has been established to
attract asset owners to set up in Hong Kong where they can
leverage advantages by tapping into the diverse investment
and wealth management opportunities the city offers.

According to a policy statement on developing family office
businesses in Hong Kong issued by the Financial Services and
the Treasury Bureau, the new CIES would help strengthen the
development of the asset and wealth management, financial
and related professional service sectors in Hong Kong, and bring
more business opportunities and high-quality job prospects

to all segments of the industry’s service chain. With updated
details of the scheme announced on 19 December 2023, CIES
will be implemented in mid-2024.

The new CIES will accept applications from eligible persons
aged 18 or above (including foreign nationals, Chinese
nationals who have obtained permanent resident status

in a foreign country, Macao Special Administrative Region

www.hkib.org
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From a monetary policy perspective, the

issuance of stablecoins could increase
the money supply in Hong Kong as well

as speed up the velocity of money in
circulation. ¢ e

residents and Chinese residents of Taiwan). According to
the government, applicants must demonstrate that he or
she has been "absolutely beneficially entitled to net assets
of not less than HKD30 million throughout the two years
preceding application.” The sum is triple the HKD10 million
threshold in an earlier CIES scheme, which was suspended
in 2015 as property investments from CIES participants
contributed to skyrocketing home prices, affecting Hong
Kong residents.

Under the terms of the new scheme the applicant must
also invest a minimum of HKD30 million in permissible
investment assets, including a minimum of HKD27 million
in assets such as equities, debt securities, certificates of
deposit, subordinated debt, eligible collective investment
schemes, limited partnership funds or non-residential real
estate, and HKD3 million that will be invested in a new
CIES investment portfolio. The Portfolio will be set up and
managed by the Hong Kong Investment Corporation Limited
to make investments in companies/projects with a Hong
Kong nexus, with a view to supporting the development of
innovation and technology industries and other strategic
industries that are beneficial to the long-term development
of Hong Kong’s economy.

A successful applicant may bring his/her dependants
(including spouse and unmarried dependent children

aged under 18 years) to Hong Kong. Permission to stay
will normally be granted to the applicant and his/her
dependants for not more than two years. Upon expiry of
the two-year period, they may apply for an extension of
stay for not more than three years, and may subsequently
apply for further extensions of stay for not more than three
years upon the expiry of each three-year period. They may,
upon a period of continuous ordinary residence in Hong
Kong of not less than seven years, apply to become Hong
Kong permanent residents in accordance with the law.
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Taking into account Hong Kong’s straightforward processes
for the transfer of wealth between generations, the absence
of capital gains tax, no estate duties, no value-added tax and
no tax on dividend and interest income in Hong Kong, CIES
provides an attractive opportunity for ultra-high-net-worth
families to have their financial assets managed in Hong Kong.

To make the CIES scheme more attractive, a mechanism

will be introduced for the suspension of payment of Buyer’s
Stamp Duty and New Residential Stamp Duty on the purchase
of residential property in Hong Kong. The Suspension
Mechanism of payment of Buyer’s Stamp Duty and New
Residential Stamp Duty already applies to those who come

to Hong Kong via the Admission of Mainland Professionals
Scheme.

While Hong Kong may not as yet have bounced back to

its pre-COVID highs, a drop in interest rates, an influx of
high-net-worth investment migrants, the introduction of
stablecoins and a rejuvenated IPO market could be positive
game changers. To avoid missing the opportunities these new
initiatives could offer, as the Financial Secretary recommends,
it will be important to adopt “a curious and open-minded”
attitude to contend with changing times.
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