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Virtual assets

Another takeaway from the SFC’s hedge fund survey in 2020 suggested that virtual asset
investment was a minority sport. But that might be changing. AIMA’s global survey conducted
in the first quarter of this year found that among 89 respondents, one in three “traditional”
hedge funds was investing in virtual assets, with a further 30% looking to invest in such
assets. This compared to only one in five hedge funds investing in virtual digital assets a
year earlier?.

It has become clear that with an increasing number of institutional participants, virtual assets
are entering the mainstream of our financial system. But this largely unregulated sector still
has a long way to go before it can be considered mainstream. One just has to look at recent
events. The collapse of LUNA and Terra, along with slumping cryptocurrency prices, led to
the default of crypto hedge fund, Three Arrows Capital,
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https://www.aima.org/educate/aima-research/4th-annual-global-crypto-hedge-fund-report-2022.html
https://www.fsb.org/2022/07/fsb-issues-statement-on-the-international-regulation-and-supervision-of-crypto-asset-activities/
https://apps.sfc.hk/edistributionWeb/gateway/EN/circular/intermediaries/supervision/doc?refNo=22EC10

Globally, as other regulators are formulating newer and tougher regulation, the SFC has
consistently applied a risk-based and “same business, same risk, same rules” approach. The
predictability and clarity of our current framework would provide a solid foundation for virtual
asset service providers to establish locally and for traditional financial institutions to interface
with these providers to offer a diversity of virtual asset products to clients. It is now clear that
the sooner the crypto industry embraces regulation, the faster it can become part of
mainstream finance.

Sustainable finance

Next, | will move on to a subject of growing significance in the asset management space—
sustainable finance. Climate change is a reality, and extreme weather now threatens every
aspect of our lives. When the whole world is experiencing the dramatic impacts of extreme
weather and the aftermath of these events, including flooding and energy shortages, the
financial sector has to do its part in achieving the net zero target. Alternative asset managers
have been at the forefront of tackling climate change. Your institutional clients such as
pension funds and sovereign funds now have a better understanding of their role in financing
a transition to a low carbon economy.

As a financial regulator, the SFC was among the first in the region to adopt a mandatory
approach to requiring fund managers to incorporate climate-related risks in their investment
decisions, risk management and related disclosures. After extensive consultation with the
asset management industry, including AIMA, the SFC amended our Fund Manager Code of
Conduct to provide guidance in this regard. This established our ESG’ leadership as an
asset management hub. And just last month, the first phase of the new regulatory
requirements came into effect, with quantitative disclosure expected in mid-2023.

The demand for reliable ESG ratings and data products are constantly growing. We share
the industry’s concern about low correlation and comparability among the ratings and
products provided by different ESG service providers. Without adequate transparency from
the providers about the approaches and methodologies they use, the quality of the risk
assessment performed by fund managers may be called into question. As a next step, we
are reviewing fund managers’ use of ESG ratings and data product providers, beginning with
a fact-finding exercise to understand the business operating model of these ESG service
providers as well as current market practices of fund managers when selecting and engaging
with these providers. The study will help us prepare guidance for the asset management
industry on using ESG service providers.

Further
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Scheme. This is a subsidy scheme to encourage industry professionals to attend
courses and build up their knowledge of green and sustainable finance.

All of these initiatives will help fund managers embrace sustainability. The SFC will continue
working with the asset management industry to boost Hong Kong’s position as a regional
and international green finance centre.

Conclusion

The last point on capacity building brings me back to the AIMA report on Hong Kong which
identified developing, attracting and retaining high-quality international talent as one of the
six pillars that were crucial for Hong Kong’s success. | could not agree more.

Unquestionably, Hong Kong is now facing some big challenges, which are mainly pandemic
induced. In my interaction with senior officials of our Government, | have no doubt that the
new Administration is acutely aware of the importance of talent retention in the financial
sector and is working tirelessly to address your concerns—including hotel quarantine time for
inbound travellers. With a roadmap and direction of travel much clearer now than before, let's
work together to build Hong Kong into an ever bigger and stronger private fund centre.

Thank you.
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