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Disclaimer

The following material reflects the ideas and opinions of the speaker, referring to
academic papers as supporting evidence. The presentation obviously represents a liberal
contribution to the marketplace of ideas — and should not be construed as advice on any
topic or the complete and measured representation of policies taken elsewhere.

Obviously, in order to make the presentation more interesting and approachable, | have
mixed and matched material from the papers with other works. As such, nothing from this
presentation should be used as sole support or citation for the academic research
underpinning the arguments made here.

Despite repeated references to Hong Kong, | do not represent Hong Kong in

any way, nor do | mean to suggest broad-based support for all or any of the ideas
contained within. Challenging references to standard practices should not be construed
as denigration or criticism.

| hope you have enjoyed the presentation, and encourage you to consider

the balanced and measured advice of the professionals from your jurisdiction (or
elsewhere) before adopting reform of any kind.



What 1s 1n this presentation?

Malta in the IFC ecosystem
The “fund, study, do” model of IFC self-help
Compliance as sector and competency

Discussion of three strategic professional
services

a law firms

o banks/broker-dealers

o compliance merchants

Academic results repackaged — as implied
advice

Part Il because regulation underpinning this discussed online


https://www.youtube.com/watch?v=2F8AkmlTTHQ

Where are we as an IFC?

|IFC economics works
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“Better” regulation
needed —

o But firms should be the | | B |
ones making regulation.... e e o e maor sy

o regulation as commercial Belarus 0.10
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Opportunlty Talwan .07
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How can firms make the regulation and compete in ecosystem?



[FC Success Model: Fund it, study it, do it

= 1. “tax” financial services ¢
firms (including professions) Reeoorch Prooramme B
o Membership fees renew et
a Charitable donations wihe
o Ete. -

. 2 write studies  n o ex e e, e W
o lender haviarts Ol A
o Specific line-by-line et - |

changes P <

o Cost-benefit analysis

= 3. legislate it
o Lobbying
o Feedback fastest way to get something bad is

s 4. Doit to have government write it

Professional service firms — not regulators — involved in this process



‘ Example 1: Chinese Solar in Chicago?

Securitisation brings over
$200 billion AUM online

Figure 3: Installed Solar Capacity on the Mainland

Figure 24: Foreign Funds Centralise Solar Investment Competencies
in a way Hong Kong based funds do not

Source: based on Capial K2 and Webb-Site (2014) for sharehokling.

Chicago is actually
Leading solar hub

Figure 21: Even Hong Kong Listed Firms Have Mostly Few
Investor Anchors at Home
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De-intermediating funding “supply chain”
from leadership

2-3 “Gorillas” negotiate range of deals

to make Chicago a solar hub

—| Leadership often needs to come from a Council with specific ToRs — but NOT Investment E—

Promotion Agency




Action Points for Professional /Financial

Services Firms

What project have | funded to
concentrate finance in a future
Industry in Malta?

Who has pledged resources
for the project

Who have | paid for the study?

What service will | offer in that
area?

Figure 50: Hypothetical Displayed Information about Solar Asset-Backed
Security If Hong Kong Adopted US and IOSCO Style Disclosure Provisions
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Figure 25: A Bauhinia Solar Fund Could Help Allocate Fragmented Investments in
Hong Kong’s Solar Companies More Efficiently

Companies
6%+ Chief Securities, Shang!
Masterlink Securifias, Fordjoy Securities and Futures, Chivu Banking Corporation
EHB OSK Secunties, Guoyuan Securities Brokeraze
Enlighten Securities
Industrizl Securities
SG Secuniies
Boom Com, Quam Seeurities, China Everbright Ssenrities, Merrill Lynch Far East, Ubs
Securities, Ping An Of China Secunities, Wing Hang Bank, Hsbe, Standard Chaitered, Ez2
Securities, First Shanghai Seeuritias, Deutsche Bank, Huatai Finaneial Holdings.
Morgan Stanley, Credit Suisse Secwrities, Citic Securities Brokera ze, Tiger Securities Asset
Management, Hang Seng Secunities, HSBC Broking Securities, Grand Investment (Securitias),
China Merchants Securitias, BOCI Sacurities, Bank of Commmunications Trustee, Haltong
International Secunties, Cittbank, CCB Intermational Securities.
Hantec Securities, Bank Of China, Cinda International Securities, DBS Bank, Fu Yip
Securities and Investment, Shun Heng Securities, South China Securities, FB Sscwrities, ABCI
Securities, CSC Securifias, Emperor Securities, China Galaxy International Securities, Hang
Seng Bank, Fulbright Securities Ltd, Guosen Sacurities Brokerage, Skyway Secmities
Investment, Celeshal Secuntties, Tungz Tak Securities.
DRE-E Tl a1l other 238 brokers and mtermediaries
less
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add the value of all Hongz Kong broker-dealer holdin, Hensz K 15ted Mamland solar companias. We
report each broker-dealers’ proportional holdings of that aggrezate value, given the value and distribution
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1 Commercial Bank, Bank of East Asia, Wing Lung Securnties,

Figure 26: At Least Two Portfolios to Match Hong Kong
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Case Study 2: Ottering Foreign Services

better than the locals

Figure 3.10: Southeast Asia and Russia Also Offers Rich Pickings for Hong Keng's
Asset Management Sector

fop 10%: 400k fop 1% 26k miF alne- 20K LUHBAL 720 fop 10%: 3m  top 1% 162K mifaires 104k UHMME B45

Bource: Credi Bulzse Global ‘Wealth Repart (2012} and UBS Uirs-WVesih Seport 2012,

D0

with internet, top IFCs are becoming Vichy-finance centres

for distorted neighbours

hire from that country, offer services “there,”

wealth management dance

For more, see Douglas Arner,...Bryane Michael, et al....Assessing Hong Kong as an International Financial Centre



Case 3: Grabbing Chinese “Going Out” business

. I FC. ran ki ng dete rm i neS Figure 1b: Financial and Legal Advisors to China's Going out Companies Hail from
Chinese M&A advisor T T sttt o | o ovarsees
choice = L I > g

= Advisors can direct
iInvestments to IFCs

legal advisors
. . . The figure xhows the total deal sizes handled by financial and legal advisors based in the locations shown on the map
org advizors handed il 52 billion in deal values Trom 2000 to 14, The circle in the iddle of Europe o res ol
o financial advisors

= Law school rank determines
competitiveness

o lawyers as practitioners
o policymakers, and reviewers

= Need law school rules which
allow

o law firm payments for activities

o govt finance law scholar work
on policies

o school ties in MBA/econ etc.

If law school regulations against change, militate for change



What can business do about the regulator?

“Compliance Cost Problem” in the regulator as much as outside

Figure 21: Hong Kong's Traditionally High Financial Sector Regulatory Costs Figure 9a: Hong Kong's Macro-Prudential Regulators Under-Consolidated Figure 3.8: Hong Kong's Twisty Financial Regulatory Structure
Suggest Twin Peaks Might Help Save Resources

Given Hong Kong's Maero and Other Features
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Figure 25: Almost all Provisions in Banking Ordinance and Securities and Futures
Ordinance Relate to Market Conduct

Figure 3.18: Financial Services Development Council Clearly Intended to Focus
on Seizing Returns to Counter-balance Risk-Focused Regulatory Agencies

Figure 319 Organic Regulacion for the Fnaneial Services Development Councl

about Requlati Market Conduct Provisions
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Industry, not government, usual solves these issues



Making Compliance Hub

Over $200 billion
opportunity for
compliance sector in next
5-10 years

Jobs unproductive (thus
ripe for outsourcing)

Outsourced consultants
determine productivity of
entire compliance sector

Feople also search for Wiew 4+ more

I_Il:l GE

Equity One FIS Accenture BearingP... Capital &
Counties...

BearingPoint cd pC@

Figure 54: Comparative Hiring Patterns With London Show Hong Kong
Too Focused on Regulatory-Driven Unproductive Jobs
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The data inthe figure =how the number of jobs announced on eFinancialCareers .comin each = ub-zpeciatty in London
minus thos e in Hong Kong., Negative means more jobs announced on 19 Hovember 2013 in Hong Kong than in London.
Source: eFnancialC areers. com (2013,

Flgure 5.6: The Regulatory Impact of the Three Major Compllance
Burden for Hong Kong Probably Cost |is Licensad Banks over HKE1 brilllon In 2012
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Figure 9: A Larger Compliance Sector Actually Makes Financial Services
Firms More Profitable

—_ Singapore

Labuan

The figurs sNows e way that larger compliance employment in Singapore 3Mects 1ne trage-off between reguiation
@nd profits. Pas1 profits went 12 nire more complancs $13°, whose absolutely level encourages Taster complancs
produc®uily growth. Such faster growth — unger ceraln circumstances — leads 1o more profits FOR EACH LEVEL
OF REGULATION. As & resull. for regulation and Labuan's level (R, ), Singsporean companles can 2arn toial profts
denoted by the purple triangle. For 30 average reglonal level of regulation R, Singaporean banks eam profits while
Labuan banks lose prosts. The figurs thus shows how reguiation can afect each jurisdiction’s compstitvenass




Compliance in digital age

Learn and apply at
home, quickly

Graphic suppressed

Every compliance for reasons of
“chore” is a separate fisk aversion
potential company in

the making

Get big quick, quickly

“Throws off” all kinds
of information useful
In the Google age




Law firm management

Why should foreigners use
Maltese law firms?

o Map out other law firms’
products, sales and client

YES Bank Ltd Shin & Kim
A1 LA - Four Partners Advisory
ty p e S Lefosse Advogados 5.30 SIM SpA

Mattos Filho Veiga Filho LA
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Q SWISS CO m Fr)etltlveff Figure 29: Non Top 10 International Financial Centres' Advisors Engage in Stategic
advantag e ro m O e r Differentiation Needed to Secure Going Out Mandates
u

market-demanded legal
structure

LaW fi rms as “Shadow Strategic Factor X

The figure shows the results of principal components analysis used to detect differences in the behaviour of financial
re g u I ato r, J and legal adviscrs advisors to China's Going Cut firms. The dots show the position of each city along tw o dimensions

suggested by the statistical analysis of variation in variables like the deal sizes, number of advisors and other decisions
taken by advisors in those cities. Blue Ocean strategy starts roughly at Y=-06- 24X

o Setting financial law
standards

o writing for law school

Strategic Factor Y

+ TopTen FCs 5
m Non-Top Ten IFCs

Law as bundle of goods, can be disintermediated and thrown over borders



New Approaches to Law firm

management

New metrics for law firm
performance

o competition with internal
counsel

o internal audit now better at
guantifying impacts
why not lead way?

ROI objectives for some
branches of “quasi-law”

New Law Law (not a typo)

o law firm listing on Maltese
Stock Exchange?

o practice of foreign law (and

teaching that law)

Figure 5.5: Underwriters Lawyers’ Returns
{or mere accurately retums comelating with engagements by particular law fims)
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Figure 1: Hong Kong's Legal Profession Provides More than Enough Revenue to
Keep Shareholders Happy
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the US.

Sources: Hong Kong Business (March 2014) and The American Lavsyer (April 2014),

Bar Association/ Law Society naturally reactive...another University plus




Next Steps

1. Levy “taxes” to pay for “anti- — Pitcairn Problem

regulator”, associated studies and
law school development

2. Get critical studies out to bring
stakeholders onboard

3. Start in key areas Imagine if you had your
o using finance to develop solar and own island? How to develop
other competencies I?

| hool Solution: Don’t think of it
aw school(s) up as an island. Imagine it

Maltese firms as purveyors of local as “nexus of contracts” — with
law as much as service passporting power. Banks

o Malta as law as much as place > in Mexico having Pitcairn

ick : : S nationality/on Pitcairn soil.
quiCcKk pass immigration important Now work away from that

key in that. imaginary “optimium”

Firms need to get involved in regulation, because regulation is going to drive
core competency development in “productive” areas
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Appendix: Which Publication 1s for You?

Your Goal The publication you want
Making my wealth management Does Financial Market Development Explain (or at Least Predict) the
and private banking firms globally > Demand for Wealth Management and Private Banking Services?
competitive http://papers.ssrn.com/sol3/papers.cfm?abstract id=2206800
Making uber-law firms that __, WhatDetermines M&A Legal and Financial Advisors’
compete around the world Competitiveness in an International Financial Centre
Understanding how financial A Theory of Financial Services Competition, Compliance and
regulation affects my countries’ Regulation

http://papers.ssrn.com/sol3/papers.cfm?abstract id=2563981

banks

How can our financial institutions What Role Can an International Financial Centre's Law Play in

technologies’? http://papers.ssrn.com/sol3/papers.cfm?abstract id=2495259

What can our regulators do to Assessing Hong Kong as an International Financial Centre
offset risks from a much Iarger http://papers.ssrn.com/sol3/papers.cfim?abstract id=2427609

neighbour?

Does Objectives-Based Financial Regulation Imply A
Rethink of Legislatively Mandated Economic Regulation?
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2523346

How do we (regulators) cope
with the crazy amount of financial
laws we have?



http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2206800
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2563981
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2523346
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2495259
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2427609

