






• Despite slower growth, Mainland China remains a key impetus to global economic growth.
According to IMF’s estimates, Mainland China’s contribution to global economic growth
was 38% in 2015.



• The Mainland’s demand for many primary products, such as fuel and food products,
continued to increase.

• Driven by price falls in major commodities, the value of Mainland’s imports, such as crude
oil, iron ore and grains, has dropped in recent years. However, the volume of imports on
major commodities continued to rise. Therefore, reduction in import demand from the
Mainland is not the main reason behind the major commodity price falls.



• Continued expansion in the service sector has provided crucial support to the Mainland’s
economic growth and employment. The sector accounted for over 50% of the
Mainland’s GDP in 2015.



• The reduction in foreign reserves partly reflects a greater incentive of the Mainland’s
non-bank private sector in buying foreign exchange, as reflected by an increase in
residents’ foreign asset holdings. Between June 2014 and March 2016, foreign reserves
shrank by about US$780 billion while foreign assets held by the private sector rose
almost US$430 billion.

• Meanwhile, there have been additional purchases of foreign exchange by Mainland
corporations for servicing external debt as part of their effort to contain exchange rate
risk. During the same period, external borrowing by Mainland corporations has reduced
by US$280 billion, while onshore foreign currency loans of Mainland banks also fell
nearly US$180 billion.



• Despite a relatively fast credit expansion in recent years, the overall debt-to-GDP ratio of
the Mainland, at 2.3 times at end-2015, is not high compared with other major
economies.





• Higher corporate debt levels can be partly attributed to the relatively slow development
of equity financing on the Mainland, causing firms to rely heavily on bank loans as a key
financing channel. Currently, the debt-to-asset ratio of Mainland listed companies is not
too high by international standards, being 63% at end-2015. The level is comparable to
other advanced economies.



• Due to growing debts and reducing profits, debt servicing ability of Mainland
corporations is weakening but the situation is still manageable. Data of listed
companies indicate that their interest coverage ratio remained at an average of
about three times in 2015.

• Among the worst-performers are overcapacity sectors and small real estate
developers, with their interest coverage ratios turning negative in 2015,
suggesting that their profits are not enough to cover interest payments.

• However, overcapacity sectors (including iron and steel, coal, nonferrous
metals and cement) account for a small share of total Mainland bank lending,
at 2.8% in 2015. The systemic risk is still manageable.





• During its meeting in March 2016, the US Federal Reserve (Fed) expressed concern about
the downside risks of global economic and financial developments to the US economy and
revised downward its Fed funds rate projections.

• Financial market expected the actual pace of interest rate hikes to be slower than that
projected by the Fed.



• The US unemployment rate has fallen to 5% in April from a high of 10% amid the global
financial crisis. The rate is close to the Fed’s estimated natural rate of unemployment of
about 4.9%.

• As the slackness in the labour market improves, wage growth is on an upward trend. Wage
growth in the private sector rose by 2.0% year-on-year in the first quarter of 2016.



• Core inflation has risen to 2.1%. As falls in food and energy prices continue to narrow, the
overall inflationary pressure will also increase.









• Clouded by economic uncertainties and reduced cross-border borrowing by Mainland
enterprises, total loans of Hong Kong banks fell slightly by 0.2% quarter-on-quarter.

• The asset quality of retail banks deteriorated slightly, but the relevant ratios remained at low
levels.



• Data from the Land Registry indicates that the overall average monthly turnover fell nearly
40% in Q1 2016 when compared with that of Q4 2015. But the turnover has rebounded
markedly in April.



• The Centa-City leading index has showed signs of stabilisation since mid-
March.













Statutory guideline and regulatory requirements
• Before opening an account with a customer, banks are required to comply with the

relevant legal and regulatory requirements, which include the statutory customer due
diligence (CDD) requirements stipulated in the Anti-Money Laundering and Counter-
Terrorist Financing (Financial Institutions) Ordinance (AMLO). To ensure compliance,
each bank develops its own account opening procedures and requirements, taking
into account its own risk appetite and the requirements of its headquarters or Group
where applicable.

• The CDD requirements stipulated in the AMLO are risk-based, which is an
internationally recognised concept that different customers, transactions or services
will each present different risks, and CDD measures applied by banks should be
commensurate with the risk identified, i.e. on a risk-sensitive basis. The HKMA has
issued statutory guideline under the AMLO to provide practical guidance to assist
banks on how to meet these requirements. At the same time, the HKMA requires that
the account opening process of banks should be transparent, and in this respect, all
retail banks have put the basic information about account opening procedures and
documentation requirement in their websites and sought to provide sufficient training
to frontline staff to ensure enhanced communication with customers.

Foreign Account Tax Compliance Act (FATCA)
• As part of the HKSARG’s commitment in global efforts in enhancing tax transparency

and combatting tax evasion, the banking industry in Hong Kong is facilitating the
implementation of requirements under the FATCA. This is in line with efforts adopted
in other jurisdictions.

• FATCA is a United States (US) legislation that aims at combatting tax evasion by US
persons holding accounts and other financial assets outside the US. In brief, under
FATCA, foreign financial institutions including banks are required to collect additional
information or documentation from customers to ascertain their non-US or US tax
status. For instance, when individuals (regardless of whether they are US



citizens/residents or not) open new bank accounts, banks may request
customers to complete specific US tax forms or bespoke self-certification
forms, and other supporting documentation as required.

• In view of such new developments which also affect bank customers, in
October 2015, the HKMA issued guidance to the industry on improving
customer communication, and reminded banks of the importance of clearly
informing their customers about the purpose of signing forms/declaration in
relation to FATCA.

• To understand retail banks’ implementation progress after receiving the
HKMA’s guidance of October 2015, the HKMA has conducted a survey of
retail banks’ actual practices. We see room for improvement in the FATCA
Fact Sheet which was developed by HKAB for its member banks’ reference in
tailoring their customer communications on FATCA. The HKMA is now
working with HKAB in enhancing the FATCA Fact Sheet so as to better
address the commonly asked questions by bank customers on what are
required on them under FATCA in light of the recent experience. While
appreciating that banks are not professional tax advisors, the HKMA
encourages banks to work with customers and prospective customers to seek
to minimise the reporting burden and especially for those customers who
confirm themselves as non-US persons and non-US taxpayers.

Opening of bank accounts for trustees in bankruptcies
• We understand from the Official Receiver’s Office that under section 91 of the

Bankruptcy Ordinance, every trustee in a bankruptcy shall open an account in
the name of the bankrupt’s estate at the same bank where the Official
Receiver maintains an account (“OR banks”) and shall pay to the credit of
such account all sums which may from time to time be received by him as
trustee. Currently, the Official Receiver maintains bankruptcy accounts with
five banks.

• Where a trustee is not able to open such a bank account, this would make it
impossible for the administration of the bankruptcy estate concerned. It is
thus the expectation of the HKMA that OR banks are supportive of bona fide
activities of such trustees and accommodate their legitimate applications for
opening of accounts for the bankrupts’ estates. We have recently reminded
the OR banks concerned about our expectation. Trustees may open
accounts at any of the OR banks in accordance with section 91 of the
Bankruptcy Ordinance.



• In early April, banks identified 8 cases of unauthorised online share trading transactions
involving a total amount of HK$6.86 million. The HKMA forthwith issued email to banks to
alert them again to this type of frauds and ask them to step up security surveillance. On 20
April, the HKMA issued an “E-banking Alert” to alert the public to guard against
unauthorised online share trading transactions.


























