




• The Fed’s balance sheet expanded substantially from 6% of GDP in mid-
2008 to 25% of GDP in Q3 2014 (an increase of about US$3.6 trillion). The
asset purchase programme ended in end-October.

• The European Central Bank also expanded its balance sheet with the
launch of Long-Term Refinancing Operations (LTRO) in end-2011. To
address deflationary risk, it announced a series of monetary easing
measures in June and September this year. They included the introduction
of Targeted Longer-Term Refinancing Operations (TLTRO) and the asset-
backed securities and covered bonds purchase programmes. The ECB
predicted that its balance sheet would return to the peak of €3.1 trillion in
mid-2012.

• The use of monetary easing was pioneered by the Bank of Japan, though
with lacklustre stimulus to the economy. Attributing this mainly to an
insufficient scale of easing, the BoJ introduced a new round of larger-scale
quantitative and qualitative easing (QQE) last year, followed by further
expansion in late October. This lifted the growth target of the monetary
base from 60-70 trillion yen each year to 80 trillion yen. The BoJ's balance
sheet expanded from 22% of GDP in mid-2008 to 55% of GDP in mid-2014.
It has already bought about 23% of Japanese government bonds issued.





• In view of faster than expected rise in inflation and decline in
unemployment rate, the Fed has at its FOMC meetings repeatedly revised
upwards its federal funds rate forecasts for the end of 2015 and 2016.
However market expectations for the pace of interest rate rises have not
adjusted accordingly. There are signs that the Fed’s forward guidance
suppressed interest rate expectations of the market.



• In contrast to its earlier complacency, the market turned volatile recently
amid concern over slower growth in global economy.

• The S&P 500 recorded its largest intraday fall in 3 years (-3%) followed by
its largest single-day gain in 1 year (+2%), within one week in mid-October.

• The commodity index at one point fell by 14% since June and Brent Crude
once fell by as much as 27%.

• The US high-yield corporate bond spread once widened by 173 basis
points in the past 4 months.

• The 10-year US treasury yield once fell from 2.2% to 1.9%, before
rebounding 27 basis points to close at 2.1%, in one single day in mid-
October.



• Growth momentum moderated in Mainland China. Reduced
investment sentiment mainly reflects a weak property market, with
house prices declined further. Newly built house prices in 70 cities fell
month-on-month by 1.0%, with 69 cities recording a decline. Year-on-
year growth in fixed asset investment fell to its lowest in almost three
years (11.5%), with a more significant decline in real estate and
infrastructure-related investments growth.



• In October, the official manufacturing PMI was 50.8 and the official non-
manufacturing PMI was 53.8.

• Aggregate financing showed signs of stabilising. In July, new bank loans
recorded a three-year low, declining month-on-month by 67%. However
they rebounded month-on-month by 85% and 18% in August and
September respectively.

• The risk of an economic hard landing remains low.



• Since the Government’s introduction of a new round of demand
management measures and the HKMA’s introduction of the sixth round of
macro-prudential supervisory measures in February 2013, the property
market experienced some respite until February 2014, with a fall in
turnover and a slight drop in prices.

• Between March and September this year, property trading turned active
and prices rose again.

 Average monthly turnover grew from 3,596 transactions in Q1 to
5,337 and 6,654 transactions in Q2 and Q3 respectively.

 Property prices went up by a cumulative 7.0% between April and
August.

• Is an upward cycle in the property market already being formed? The
property market outlook remains uncertain and warrants further
observation before its future direction is clearer.

• We will continue to closely monitor the property and mortgage lending
markets. Should the upward cycle in property market continues to
develop, we will keep continue to tighten the counter-cyclical measures; if
a downward property cycle has been confirmed, we will relax the
tightening measures implemented earlier as appropriate.



• Household debt (the sum of residential mortgages and loans for other
private purposes) as a percentage of GDP climbed to a record high of
63.6% in Q2 2014.

• Household debt in Q1-Q3 rose by 9.3% on an annualised basis (same as
that in Q1-Q2). This has been driven mainly by a rapid growth in other
personal loans, which rose by an annualised 21.6%. On an annualised
basis, growth in residential mortgages expanded slightly by 7.3% while
credit card advances fell by 2.0%.

• In view of increasingly intense competition in the personal loan market,
the HKMA has requested banks in a circular in January 2014 to review
their underwriting policy for personal loans and strengthen risk
management.



• Bank loan growth moderated but remained at a fast pace.

• Overall loan growth slowed from an annualised double-digit rate in Q1
and Q2 to 7.7%.

• Factors leading to a reduction in loan growth:

 Demand-side: the normalisation of the US monetary policy and
showing growth in major economies have created uncertainties in
macroeconomic outlook, causing some large corporations to become
more conservative with borrowing.

 Supply-side: despite the lack of any signs of asset quality
deterioration, isolated loan default incidents have reduced banks’
credit risk appetite.

• The HKMA has been monitoring the operation of the Stable Funding
Requirement (SFR) since its launch in October 2013, taking into account
comments of the industry. Having regard to industry views and
implementation experience, the HKMA has completed a review of the
SFR. We will seek to streamline the operation and reduce the reporting
burden on banks. Details will be announced to industry associations
shortly.



• As loan growth moderated, HK dollar and US dollar loan-to-deposit ratios 
declined to 81.8% and 90.5% respectively in September .



• Financial markets have operated smoothly so far. The banking system
and currency board also functioned normally. The HK dollar exchange
rate remained steady. There was ample liquidity in the interbank market,
with interbank rates remained steady. Stock market also functioned
normally.





Legislation
• 3 pieces of subsidiary legislation for 2nd phase of Basel III implementation introduced

into LegCo on 29 October for negative vetting.

• Banking (Capital) (Amendment) Rules (BCAR) and Banking (Liquidity) Rules
(BLR) – to respectively implement capital buffers and Liquidity Coverage Ratio
(LCR) pertaining to 2nd phase of Basel III implementation. Both sets of rules have
taken account of comments received during statutory consultation, which were
mostly to seek clarifications on specific areas at a technical level.

Consultations
• To consult the industry on draft Banking (Disclosure) (Amendment) Rules and

proposed disclosure requirements associated with LCR, capital buffers and
Leverage Ratio, with a view to developing a set of amendments to the Banking
(Disclosure) Rules for introduction into LegCo within 2014.

• Draft Supervisory Policy Manual (SPM) module on Countercyclical Capital Buffer
(CCyB) under Basel III, which explains the Monetary Authority’s approach in
implementing CCyB, issued for industry consultation on 14 August. Industry
comments received are being processed.

• Draft SPM module on SIBs issued for consultation on 8 October.



• As highlighted to the Financial Affairs Panel at its meetings in February and May
2014, as part of the policy measures designed to reduce the risks posed by
systemically important financial institutions (SIFIs), the FSB set new standards
for resolution (in its “Key Attributes of Effective Resolution Regimes for Financial
Institutions”) in late 2011;

• The FSTB, together with the HKMA, the Securities and Futures Commission and
the Office of the Commissioner of Insurance, issued a first-stage three-month
public consultation paper in January 2014 setting out the authorities’ initial
thinking and proposals. A total of 33 submissions were received from a wide
range of stakeholders;

• Following proactive engagement with stakeholders during the consultation
period, the FSTB and the regulators have carefully reviewed respondents’
submissions to the first-stage consultation while developing further proposals
through a cross-authority working group. A second public consultation exercise
providing more details on the proposals and tackling some of the more complex
issues is expected to take place in late 2014 with a view to introducing a Bill into
LegCo in Q4 2015.



• The FSTB and the HKMA jointly launched a three-month public consultation on the
proposed enhancements to the Deposit Protection Scheme (DPS) on 12 September
2014. The key proposal is to adopt gross payout basis for deposit compensation
calculation so as to achieve a faster payout in case there is a bank failure.

• Under the proposed gross payout approach, set-off between the protected deposits
held by a depositor against his liability owed to the failed bank will be dis-applied up to
the DPS protection limit (i.e. HK$500,000 at present) in determining the amount of
compensation payment.









Legislative framework for stored value facilities and retail payment systems

• Drafting of the Clearing and Settlement Systems (Amendment) is in final stage.

• The purpose of the Bill is to ensure adequate protection of users’ float maintained
by the issuers of SVF and the security and soundness of SVF and RPS products
and systems.

• The FSTB and HKMA jointly conducted a 3-month public consultation on the
proposed regulation between 22 May 2013 and 22 August 2013. Comments
received indicated that general support of the regulatory proposals. We have
incorporated these comments in the draft Bill where appropriate.

• A consultation conclusion has been issued to the public on 31 October 2014. The
Bill is scheduled for introduction into the LegCo in February 2015.





• In the first nine months of 2014, RMB trade settlement handled by banks in
Hong Kong amounted to RMB4.5354 trillion, up 73% as compared with the
same period in 2013.



• At end September 2014, RMB customer deposits and outstanding RMB
certificates of deposit amounted to RMB1.1276 trillion in total, a 7%
growth from RMB1.0530 trillion at the end of 2013.

• The RMB dim sum bond market was active in the first three quarters of
2014, with issuance totalled RMB163.6 billion, 40% more than the total
amount of RMB116.6 billion in 2013.

• RMB bank lending continued to grow, with outstanding amount of RMB
loans increased to RMB166.8 billion at end September 2014, a growth of
44% from the end of 2013.



• Hong Kong’s RMB business links with other parts of the world continue
to grow. Collaboration on RMB business between Hong Kong and other
markets has also been further broadened. The first Hong Kong-Thailand
RMB Business Forum, facilitated by the HKMA and the Bank of Thailand,
was held on 13-14 October. The HKMA also organised a seminar on
RMB business as part of the Hong Kong Trade Development Council’s
“Think Asia, Think Hong Kong” campaign in Paris on 28 October.

• The HKMA will continue its RMB business promotion efforts, including
supporting private sector dialogues between Hong Kong and other
places such as London and Malaysia.










