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Hong Kong's fund management industry is experiencing a period of significant
change and disruption in light of the ongoing global macroeconomic uncertainty, and
more local challenges such as an ageing population, increasing competition, talent
shortages, rising compliance costs and fee pressure. In more recent times, the
COVID-19 pandemic has also had an impact on investor sentiment both in Hong Kong
and worldwide. However, while the effects of the pandemic are likely to be felt for
the foreseeable future, we believe that the long-term vision and opportunities for the
growth and development of Hong Kong's fund management industry remain clear and
unchanged.

This report, jointly authored by the Hong Kong Investment Funds Association and

EL“W Lee KPMG China, aims to identify these growth opportunities and to provide an informed
HK?LTan perspective on the future of Hong Kong’s fund management industry.

The results from a survey and interviews conducted as part of research for this report
indicate a positive outlook for the future of Hong Kong's fund management industry,
driven by growth opportunities related to the opening up of mainland China’s asset
management industry, the ongoing development of the Greater Bay Area (GBA),
advances in technology-enabled client experiences and ESG investing.

Indeed, the last few years have seen a significant amount of change in mainland China
as its financial services industry and capital markets open up to international investors.
The scrapping of foreign ownership caps on fund management companies this April,
and plans to launch a 'GBA Wealth Management' scheme are welcome developments
for fund managers.

Meanwhile, technology-driven change is expected to continue, with investors

Vivian Chui N demanding an improved, increasingly digital user experience. We believe that in 2025,
Partner, Head of Securities & asset managers will no longer be just product providers, and will instead become firms
Asset Management, Hong Kong  hat provide solutions to investors’ investment-related needs.

KPMG China

ESG investing will also become the ‘new normal’, with investors increasingly
demanding that asset managers integrate ESG into their investment processes and
offer more sustainability-related products.

Hong Kong’s fund management landscape in 2025 will look significantly different to its
current form today. A number of challenges lie in the way, but they can be addressed
by close collaboration and active engagement between industry stakeholders to find
smart, sensible solutions. In this report, we put forward recommendations which, if
adopted, will help accelerate the growth of Hong Kong's fund management industry
and maintain the city’s position as a leading asset management hub.

We would also like to thank all the survey respondents for taking the time to provide
their input, and the more than 20 senior industry executives who kindly agreed to be
interviewed. The valuable views and insights we have received have been instrumental
in shaping and enriching this report.

We hope that this report provides you with valuable insights, and we welcome the
opportunity to discuss these findings further.
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-XBCUIVE SUMIMa

Facing ongoing global macroeconomic uncertainty and a number of short and long-
term challenges, Hong Kong’s fund management industry is experiencing a period
of significant change and disruption. Amid this rapidly evolving landscape, there are
a number of notable opportunities for the industry in Hong Kong to develop and
grow in the next five years.

This report, jointly authored by the Hong Kong Investment Funds Association
(HKIFA) and KPMG China, aims to provide an informed perspective on the future

of the fund management industry in Hong Kong, identify current and future growth
opportunities and challenges, and develop recommendations to help Hong Kong
maintain its position as a leading fund management hub. This publication follows on
from the inaugural report, ‘Vision 2020’, that was published in 2015.

The report is largely based on an online survey of HKIFA member institutions as
well as interviews with more than 20 senior industry executives. The survey and
interviews were conducted from November 2019 until January 2020.

The findings show that despite challenging times ahead, interviewees and

survey respondents maintain a positive outlook on the future of Hong Kong's

fund management industry, underpinned by the city’s experienced talent pool,
product diversity, open market, robust regulatory framework and proximity to
mainland China. This optimism in the future of the industry is also driven by growth
opportunities related to the opening up of mainland China’s asset management
industry, the ongoing development of the Greater Bay Area (GBA), advances in
technology-enabled client experiences and ESG investing.

The last few years have seen a significant amount of change in mainland China as
its financial services industry and capital markets open up to international investors.
The scrapping of foreign ownership caps on fund management companies this
April presents a welcome opportunity for international firms, while plans to launch a
‘GBA Wealth Management Connect’ scheme will enhance the cross-boundary flow
of financial products between mainland China and Hong Kong. For companies with
an existing presence in mainland China, evolving their current operating models into

" Note: The vast majority of the surveys and interviews were conducted prior to the outbreak of COVID-19.
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a coherent target state will be a critical objective, while those who have not yet
established a presence on the mainland will need to carefully consider their options
for market entry.

Meanwhile, technology-driven change is expected to continue, with investors
demanding an improved, increasingly digital user experience. Our interviewees'
view is that the next few years will see technology more focused on supporting
the industry — achieving efficiencies and making it easier for clients to invest —
rather than replacing parts of the industry completely. In 2025, asset managers will
no longer be just product providers. They will instead become firms that provide
solutions to investors’ investment-related needs. This will necessitate partnering
and co-developing tools with intermediaries — in Hong Kong, these are primarily
banks — to better understand clients’ needs and create appropriate portfolios for
them.

ESG investing is also slated to become the ‘'new normal’, with investors
increasingly demanding that asset managers integrate ESG into their investment
processes and offer more sustainability-related products. HKIFA and KPMG believe
that a joint effort between regulators and asset managers is needed to create clear
ESG standards for Hong Kong.

It is clear that Hong Kong's fund management landscape in 2025 will look
significantly different to its current form today. A number of challenges lie in the
way, but they can be addressed by close collaboration and active engagement
between industry stakeholders to find smart, sensible solutions. The ability to
capitalise on the sizeable opportunities related to the development of mainland
China, technology and ESG will be key in the coming years to drive growth and
ensure a brighter future for Hong Kong's fund management industry.
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