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Mainland China briefing: Southbound trading of the Bond 

Connect scheme launched 
 
Taylor Hui and Faye Meng  
 
 
On 15 September 2021, the People’s Bank of China (PBOC) and the Hong Kong Monetary Authority (HKMA) jointly 
announced that southbound trading of the Bond Connect scheme (Southbound Bond Connect) would be officially 

launched on 24 September 2021 (the joint announcement is available here).  
 
Bond Connect is an initiative launched in 2017 for mutual bond market access between Hong Kong and Mainland China, 
and was originally limited to northbound trading under which eligible foreign investors are able to invest in bonds circulated 
in the China Interbank Bond Market. After the launch of Southbound Bond Connect, Mainland China institutional investors 
approved by the PBOC will be able to invest in the Hong Kong bond market via the connection between Mainland China 
and Hong Kong financial infrastructure services institutions.  
 
In light of the launch of Southbound Bond Connect, the PBOC and the HKMA have signed an amended version of the 
“Memorandum of Understanding between the People’s Bank of China and Hong Kong Monetary Authority on 
Strengthening Supervisory Cooperation under Bond Connect” (available here) which was originally signed in 2017 when 
Bond Connect was launched. The implementation rules for Southbound Bond Connect will be specified separately. 
 
It is worth noting that the launch of Southbound Bond Connect follows the launch of Wealth Management Connect relating 
to the Greater Bay Area on 10 September 2021 (for more details, please refer to our article here). These recent 
developments of cross-boundary schemes are expected to promote mutual access between the financial markets of 
Mainland China and Hong Kong: they present enormous opportunities for Hong Kong’s financial industry and 
reinforce Hong Kong’s status as an international financial centre. 
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The launch of Wealth Management Connect – cross-

boundary fund distribution across the Greater Bay Area gets 

the green light  
 
Jeremy Lam and Ming Chiu Li  
 
We distributed a bulletin on this development on 13 September 2021. Due to the significance of the WMC scheme, we are 
providing a copy of the bulletin below.  
 
Background 
 
On 10 September 2021, the Hong Kong Monetary Authority (HKMA) and People’s Bank of China (PBoC) released their 
respective implementation rules in connection with the cross-boundary Wealth Management Connect (WMC) pilot scheme 
in the Guangdong-Hong Kong-Macao Greater Bay Area (GBA). See here for the HKMA’s circular on the implementation 

arrangements, including guidance in respect of the southbound scheme and northbound scheme, and a set of frequently 
asked questions (FAQs).    

 
In this article, we will highlight some key points in the final rules while providing comments from the perspective of fund 
managers. 
 
WMC permits eligible residents in the 11 cities in the Greater Bay Area, which covers nine Mainland cities plus Hong Kong 
and Macao, to invest cross-boundary in eligible wealth management products distributed by banks in each other’s market. 
 
Eligible residents in Hong Kong are able to invest in wealth management products distributed by Mainland banks (the 
northbound scheme) and eligible residents in the Mainland are able to invest in wealth management products distributed 
by banks in Hong Kong (the southbound scheme). 
 
This article focuses on the southbound scheme and the significant opportunities it affords to Hong Kong based retail fund 
managers as well as international managers who are able to structure retail products in Hong Kong. 
 
Duties and responsibilities of participating banks 
 
WMC is a bank-led scheme under which banks in the Mainland and Hong Kong are predominantly responsible for the 
scheme’s operation. Such responsibilities include the following: 
 
(i) assessing investor eligibility; 

 
(ii) investment account opening; 

 
(iii) cross-boundary monetary remittance; 

 
(iv) managing the scheme’s quota as well as the individual’s quota; 

 
(v) undertaking product due diligence and accessing eligibility; 

 
(vi) overseeing the sales process; and 

 
(vii) monitoring overall compliance with the scheme. 
 
In order to participate in the southbound scheme, Hong Kong banks are required to partner with one or more eligible 
Mainland bank and enter into a cooperation agreement governing their respective duties and obligations in connection 
with the items outlined in (i) to (vii) above. 
 
Quota restrictions 
 
WMC is subject to aggregate and individual quotas. 
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Aggregate remittances from the Mainland are subject to a quota of RMB150 billion calculated by reference to cumulative 
remittances from the Mainland to Hong Kong and Macao minus cumulative remittances from Hong Kong and Macao back 
to the Mainland. 
 
The PBoC Guangzhou Branch and Shenzhen Central sub-branch will update the quota usage each day on their websites. 
 
The individual investment quota is capped at RMB1 million and is calculated on a net remittance basis and so any 
investment gains and losses will be accounted for. 
 
Cross-boundary remittances – closed loop funds flow 

 
Cross-boundary remittances between an individual’s account (comprising an investment account and remittance account) 
must be maintained in RMB. 
 
Save for exotic foreign currency deposits, there is no restriction on the currency of the underlying wealth management 
products and Hong Kong banks can provide foreign exchange services to enable southbound investors to purchase eligible 
products denominated in a foreign currency. Upon redemption from such products, the redemption proceeds are required 
to be converted back into RMB prior to remittance to the investor. 
 
Eligible products for southbound investors 
 
Eligible wealth management products include: 
 
(i) Hong Kong domiciled funds authorised by the Securities and Futures Commission (SFC); 

 
(ii) bonds; 

 
(iii) deposits (in its FAQs, the HKMA has clarified that besides RMB and Hong Kong dollar, eligible deposits must be 

denominated in one of the following currencies: Australian dollar, Canadian dollar, Euro, Japanese Yen, New 
Zealand dollar, Singapore dollar, Swiss Franc, UK Pound Sterling and US dollar). 

 
It is the first category, namely Hong Kong domiciled SFC authorised funds, which present significant opportunities for fund 
managers, opening up a potential retail investor base of some 72 million in the GBA. 
 
However, in order for a Hong Kong domiciled SFC authorised fund to be eligible for participation in the southbound scheme 
it must be assessed as “non-complex” in accordance with Hong Kong regulations and “low risk to medium risk” by the 
Hong Kong bank distributing such fund. 
 
Whilst WMC is clearly a significant opportunity for Hong Kong based retail fund managers with locally domiciled products, 
the implementation rules do not restrict feeder and/or fund of funds structures. This means that Hong Kong domiciled SFC 
authorised funds, structured as a feeder fund or fund of funds into underlying UCITS funds would be technically possible, 
subject to the Hong Kong domiciled fund maintaining a risk rating of low to medium. Also in the case of a feeder fund 
structure, the underlying UCITS would also need to be authorised by the SFC. However, in the case of a fund of funds 
structure the underlying UCITS need not be authorised by the SFC provided it qualifies as a recognised jurisdiction scheme 
under the SFC’s Code on Unit Trusts and Mutual Funds (i.e. a UCITS fund domiciled in Ireland, Luxembourg or the United 
Kingdom). 
 
WMC distribution model 
 
As mentioned above, the WMC is a bank driven scheme and this extends to the distribution arrangements. 
 
Hong Kong banks are however subject to restrictions in the manner in which they are able to promote eligible funds. In 
short, they are not permitted to solicit or recommend a fund to potential southbound investors and hence their promotional 
activities are restricted to making products available on their websites or dedicated WMC platforms or otherwise simply 
making product documentation and information available in a manner which does not solicit or recommend a product. This 
“execution style” only of promoting products is a departure from the normal distribution activities undertaken by banks in 
Hong Kong and will require strict compliance monitoring. 
 
Conclusion 
 
WMC has contributed to further “connectivity” between Mainland China and Hong Kong, and is a game changing channel 
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for fund distribution across the GBA region. It potentially lays the foundation of a UCITS equivalent cross-border funds 
platform between Hong Kong and the Mainland. Although like many pilot programmes, the scheme is being rolled out 
subject to restrictions involving investment quotas and product eligibility. However, as we have seen with other connect 
schemes, they evolve over time and for now WMC clearly positions Hong Kong’s fund management industry and those 
overseas institutions who establish a retail asset management hub in the territory as the retail funds gateway into the 
Mainland. 
 
 

Five key takeaways from the HK SFC’s consultation 

conclusions on revisions to its AML guidelines  
Lavita Pong and Iris Shan  

 
On 15 September 2021, the SFC issued a press release relating to the Consultation Conclusions (Conclusions) on 
proposals to amend its anti-money laundering and counter-financing of terrorism (AML/CFT) guidelines, approximately 
one year after the SFC issued the consultation paper (Consultation) on 18 September last year. 

 
All changes will come into effect soon on 30 September 2021 except for the changes relating to cross-border 
correspondent relationships, which have been given an additional six months for implementation. We encourage licensed 
firms to review their existing AML/CFT framework and implement appropriate policies, procedures and controls to comply 
with the new requirements.  
 
In this article, we will cover whether the five takeaways from the Consultation which were outlined our article of 28 October 
2020, will be implemented as proposed or with additional guidance from the SFC. 
 

1. The streamlined approach in connection with verifying the identity of authorized persons has been re-
instated 

 
The streamlined approach will be implemented as proposed (footnote 38 to 4.4.3 in the tracked-changes version 
of the Revised Guideline on Anti-Money Laundering and Counter-Financing of Terrorism (For Licensed 
Corporations) (Revised AML Guideline) in Appendix 2A of the Conclusions). This means a risk-based approach 

can be adopted and where the business relationship is assessed to present low money laundering and terrorist 
financing risk, a confirmation letter is acceptable from a department independent from the persons purporting to 
act on behalf of the customers (for example, compliance, audit or human resources). 

 

2. Licensed firms will need to review their Institutional Risk Assessment (IRA) at least once every two years 

 
The SFC has commented that a “holistic” approach can be adopted when conducting the IRA (2.6 and 2.7 of the 
Revised AML Guideline). When assessing customer risk, the SFC has added a new example in the Conclusions: 
a customer who is a natural person who enters into a discretionary management agreement via their investment 
vehicle but gives instructions to the manager to buy and sell specific securities is a red flag. 
 
As proposed in the Consultation, firms can conduct IRAs commensurate with the nature, size and complexity of 
their business. The SFC has given further examples of what types of firms would be considered as having 
businesses smaller in size or less complex in nature. For example, where the range of products and services offered 
by the firm is very limited or its customers have a homogeneous risk profile. In such cases, a “simpler” risk 
assessment approach can be taken (2.5 of the Revised AML Guideline).  
 
There is no change as to the prescribed minimum frequency of IRAs, i.e. at least once every two years or upon 
trigger events.  

 

3. Manager-In-Charge of Anti-Money Laundering and Counter-Terrorist Financing (MIC of AML/CFT) can take 
on more responsibilities  

 
As proposed, the Revised AML Guideline now expressly sets out that the MIC of AML/CFT: 

 

 can act as the AML Compliance Officer (3.5 and its footnote 8) 
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 should be designated to oversee the proper design and implementation of third party deposit and payment 
policies and procedures but the SFC has added in the Conclusions that the MIC of Compliance and other 
senior management personnel can also take on this duty (11.3)  

 

 can approve third-party deposits or payments (in addition to the Money Laundering Reporting Officer), but 
the SFC has added that other senior management personnel with AML responsibilities can also take on this 
duty (11.5(c))  

 

4. If your firm permits third-party deposits and payments and/or wishes to allow delayed due diligence in 
exceptional circumstances on the source of a third-party deposit, it must comply with the new Chapter 11 
of the Revised AML Guideline 

 
The substantive changes in the Consultation, including the requirement to establish and maintain adequate policies 
and procedures relating to third-party deposits and payments, will be implemented as proposed.  
 
In the Conclusions, the SFC has:  
 

 clarified what is meant by a third party: “any person other than the customer” (footnote 88 to 11.1) 
 

 incorporated the useful guidance that certain third parties are considered relatively lower risk, for example, 
immediate family members, beneficial owners or affiliated companies of the clients (see paragraph 8 of the 
Appendix to the SFC Circular entitled “Third-party deposits and payments” of 31 May 2019) 

 

 reminded the industry that delayed due diligence in third-party deposits should be allowed only when there 
is no suspicion of money laundering or terrorist financing (footnote 91 to 11.3(d)) 

 

5. New due diligence will be required for cross-border correspondent relationships 

 
The proposals in the Consultation have been implemented in the Revised AML Guideline. Our 2020 article 
addresses what constitutes cross-border correspondent relationships. It is however worth noting that the SFC 
reiterates that cross-border correspondent relationship provisions do not apply to delegated asset management 
relationships between a domestic asset management firm (which acts as a delegated asset manager) and an 
overseas delegating management company (see paragraph 27 of the Conclusions). 

 
 

Hong Kong SFC licensing and compliance hints 
 

Jennifer Baccanello 

 
How licensed corporations can strengthen their internal controls 
 

The SFC’s April – June 2021 Quarterly Report states that of the total 245 breaches discovered during the SFC’s on-site 
inspections for that quarter, 65 of those breaches related to internal control weaknesses. The SFC further explained that 
these internal control weaknesses comprised deficiencies in areas such as: 
 

1. management review and supervision 

2. operational controls over the handling of client accounts 

3. segregation of duties 

4. information management 

5. adequacy of audit trail for internal control purposes  
 
Accordingly, we take this opportunity to remind licensed corporations of the following tips to strengthen their internal 
controls. 
 
Management review and supervision 
 

 Written policies and procedures need to be well-communicated to and followed by staff. 
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 Clear reporting lines should be implemented with supervisory and reporting responsibilities assigned to the 
appropriate staff. 

 
Operational controls over the handling of client accounts 
 

 Effective internal controls should be implemented for the operation of bank accounts so that client money is properly 
safeguarded and regulated financial resources requirements are complied with. 

 
Segregation of duties 
 

 Where practicable, supervisory and other internal review or advisory functions should be effectively segregated 
from line operational duties. 
 

 Certain operational functions must be segregated to avoid conflicts of interest, e.g. trade, settlement, risk 
management and accounting. 

 

 Where a potential conflict of interests exists, the sales and dealing function should be segregated from the research 
function. Keep in mind that the SFC takes a pragmatic approach however; as such, the SFC will consider factors 
such as the size of the firm in determining the extent to which it can segregate duties. 

 
Information management 

 

 Qualified and experienced staff members should be assigned with managing information, whether it is information 
stored in physical or electronic form. 
 

 Operating and information management systems should meet the licensed corporation’s needs and operate in a 
secure and adequately controlled environment. 
 

 Information management reporting requirements should be clearly defined so that required internal and external 
reports can be produced in a timely manner.  
 

 Key components of the design and implementation of an information management system should be adequately 
documented and regularly reviewed.  
 

 With regards to electronic data processing, policies and procedures should be implemented to prevent and detect 
the occurrence of errors, omissions, etc., to the data. 
 

 Management should maintain effective record retention policies.  
 
Adequacy of audit trail for internal control purposes 
 

 Audit trails should be clear and comprehensive, precisely recording all orders (both client and internally generated) 
from the time of origination through to execution and settlement. For clarity, sequential numbering and time-
stamping facilities should be used when applicable. With such audit trails in place, suspected improprieties should 
be able to be thoroughly investigated.  

 

 

Recent publications 

 

HKIAC issues statistics for Interim Measures Arrangement 
 
UK Supreme Court rules on correct approach to interpreting liquidated damages clauses 
 
Arbitration Clauses – choose words carefully 
 
Presumption of one-stop adjudication held to apply to multiple contracts with differing dispute resolution clauses 
 
Single joint experts preferred in construction cases 
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Elsie Chan discusses a recent case indicating the circumstances under which the court considered summary dismissal 
justified 
 
New legal regime for cross-boundary matrimonial and family cases and guidance note on case management in children 
and ancillary relief proceedings 
 
Deacons’ 170th anniversary video series: Diversity and inclusion 
 
A dialogue with Deacons: New climate-related risk requirements for Hong Kong fund managers 
 
Tackling Chinese counterfeits is not child’s play 
 
Climate-related risk requirements for fund managers 
 
Legal Update on the New Requirements for Employers under the Personal Information Protection Law in China 
 
Cross-Agency Steering Group announces next steps to advance Hong Kong’s green and sustainable finance strategy 
 
Hong Kong Monetary Authority issues draft Guideline for Banks on Climate Risk Management 
 
Protection of Facility Agents in the case of Erroneous Payments 
 
ARRC formally recommends the CME Group’s forward-looking SOFR Term Rates 
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