
 

 

 

 

  

  

 
 

 
 

  
   

  
 

 

   

 

  

   
 

  
   

  

 
   

 
    

 
 

  
 

China Access Schemes: A Closer Look at the 
Opportunities and Challenges for Foreign 
Institutional Investors (Part 1) 

Tae Yoo, Client & Marketing Services, Market Development Divison, Hong 
Kong Exchange and Clearing Limited (HKEX)  
Stéphane Karolczuk, Partner, Head of Hong Kong Office, Arendt & 
Medernach 
Magdalene Tay, Custody Product Manager, Asset Servicing, APAC, BNY 
Mellon 

How have the Stock Connect and Bond Connect progressed since launch? 

China Connect program is a transformative program for global investors to access 
Chinese capital market, and Hong Kong Exchange started the program with Shanghai 
Connect in November 2014, followed by Shenzhen Connect in December 2016. And 
since then, we had significant improvements and enhancements in the programs. 
We’ve implemented Special Segregated Accounts, also implemented Real-Time 
Delivery-versus Payment (DVP). Now global investors have embraced investing in the 
Chinese A Shares market. At the end of 2017, we are looking at RMB 530 billion assets 
under custody, that is 162% growth since January 2017. We are constantly averaging 
well over RMB 11 billion in daily turnover, and we’ll continue to look forward to growth 
and embrace international investors investing in A Shares market.   

Bond Connect program has also been a transformative program providing global 
investors access to the onshore Chinese fixed income market. The program started in 
July 2017, and at that point in time, foreign holdings stood at RMB 800 billion. At the 
end of December 2017, the foreign holdings stood at RMB 1.147 trillion, that’s 43% 
growth since the launch of the Bond Connect program. 

Global investors have been embraced the program. 247 Bond Connect accounts have 
been opened, they cover 18 different jurisdictions. 24 market makers onshore provide 
active quotes for these investors, and 53 custodian banks providing settlement 
services to these global investors. Also 20 FX settlement banks providing FX 
conversion services. 

What are the key challenges to foreign investors? 

There are 2 key challenges that Stock Connect pose to foreign investors. Firstly, there 
is a time lag between securities and cash settlement. Same day finality is not assured 
as the cash settlement could be postponed to the following day. This can present 
overnight counterparty risk. Secondly, the short settlement cycle, and the tight 
securities and cash funding deadlines may be a challenge for American and European 



 
   

 
   

 
 

 
 

    
  

 

 
   

   
   

 
 

   
  

   
    

 
   

   
 

         
   
    

  
 

  

 
   

 
   

 
 

 

 

 

 

foreign investors without an Asian time-zone presence. Both of these challenges can 
be resolved by a service provider like BNY Mellon. 

Upon launching of the Stock Connect scheme back in November 2014, the challenges 
around were primarily driven by counterparty risk that were deriving from pre-delivery 
requirements, the settlement cycle which implies the payment of cash consideration 
in T+1 as well as questions around beneficial ownership, and the very specific role of 
the Hong Kong Securities Clearing Company (HKSCC) in the Stock Connect structure. 

What are the solutions available to address these challenges?  

On one hand, we have this synthetic DVP which is taking away the counterpart risk by 
basically removing pre-delivery requirements as well as dealing with the settlement 
cycle. And on the other hand, we have clarification given around the beneficial 
ownership question by Hong Kong and Chinese authorities. However, one aspect 
which was yet not ideal with this synthetic DVP is the fact that those managers can 
only use one single broker, they cannot have multiple-broker approach. 

We had to wait a couple of months after the launch of Stock Connect to see a new 
concept emerging with HKEX introducing the Special Segregated Accounts, which 
basically allow the managers to appoint up to 20 brokers, which is a clear 
improvement compared to the first iteration of Stock Connect. 

So now,  we do have a variety of models – such as the synthetic DVP, the SPSA plus 
model as well as the SPSA  model which are being used by various players and offer 
different possibilities. 

With an understanding of global investors’ pain points, BNY Mellon has developed 
several Special Segregated Accounts, or for short, ‘SPSA’ service models to improve 
client experience, address market constraints and risks, and provide clients’ 
seamless solutions. 

The SPSA Plus Multi Broker model provides real time irrevocable settlement finality 
with 3 brokers in Hong Kong and it mitigates counterparty risk. 

The SPSA Plus Pershing model is a connected solution providing execution-to-custody 
service that makes life easier for our clients. The model allows clients to place their 
Stock Connect orders in their own time zones utilizing Pershing as their broker-dealer, 
and settlement is based on settlement instructions received directly by BNY Mellon 
from Pershing. Our clients can ensure timely funding via a range of FX standing 
instruction services.  



 
   

  
    

 
  
  

   
    

  
    

  
   

  
    

  
    

  
   

 
  
    

  
   

  
    

 
   

  

  
   

     
   

  

         
   

    
         

       
     

      
       

 
     

      
    

   
      

    
      

   
 

 
 

 

BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may be used as a generic term 
to reference the corporation as a whole and/or its various subsidiaries generally. This material and any products 
and services may be issued or provided under various brand names in various countries by duly authorised and 
regulated subsidiaries, affiliates, and joint ventures of BNY Mellon, which may include any of the following. The 
Bank of New York Mellon, at 225 Liberty St, NY, NY 10286 USA, a banking corporation organised pursuant to the 
laws of the State of New York, and operating in England through its branch at One Canada Square, London E14 5AL, 
registered in England and Wales with numbers FC005522 and BR000818. The Bank of New York Mellon is 
supervised and regulated by the New York State Department of Financial Services and the US Federal Reserve and 
authorised by the Prudential Regulation Authority. The Bank of New York Mellon, London Branch is subject to 
regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details 
about the extent of our regulation by the Prudential Regulation Authority are available from us on request. The 
Bank of New York Mellon SA/NV, a Belgian public limited liability company, with company number 0806.743.159, 
whose registered office is at 46 Rue Montoyerstraat, B-1000 Brussels, authorised and regulated as a significant 
credit institution by the European Central Bank (ECB), under the prudential supervision of the National Bank of 
Belgium (NBB) and under the supervision of the Belgian Financial Services and Markets Authority (FSMA) for 
conduct of business rules, a subsidiary of The Bank of New York Mellon, and operating in England through its 
branch at 160 Queen Victoria Street, London EC4V 4LA, registered in England and Wales with numbers FC029379 
and BR014361. The Bank of New York Mellon SA/NV (London Branch) is authorised by the ECB and subject to 
limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority. Details about the 
extent of our regulation by the Financial Conduct Authority and Prudential Regulation Authority are available from 
us on request. The Bank of New York Mellon SA/NV, operating in Ireland through its branch at Riverside 2, Sir John 
Rogerson’s Quay, Grand Canal Dock, Dublin 2, D02 KV60, Ireland, trading as The Bank of New York Mellon SA/NV, 
Dublin Branch, which is authorized by the ECB, regulated by the Central Bank of Ireland for conduct of business 
rules and registered with the Companies Registration Office in Ireland No. 907126 & with VAT No. IE 9578054E.  .If 
this material is distributed in or from, the Dubai International Financial Centre (DIFC), it is communicated by The 
Bank of New York Mellon, DIFC Branch (the “DIFC Branch”) on behalf of BNY Mellon (as defined above). This 
material is intended for Professional Clients and Market Counterparties only and no other person should act upon 
it. The DIFC Branch is regulated by the DFSA and is located at DIFC, The Exchange Building 5 North, Level 6, Room 
601, P.O. Box 506723, Dubai, UAE. BNY Mellon also includes The Bank of New York Mellon which has various 
subsidiaries, affiliates, branches and representative offices in the Asia-Pacific Region which are subject to 
regulation by the relevant local regulator in that jurisdiction. Details about the extent of our regulation and 
applicable regulators in the Asia-Pacific Region are available from us on request. Not all products and services are 
offered in all countries. This material is intended for Professional Clients and Market Counterparties only and no 
other person should act upon it. 

Material contained within this video is intended for information purposes only. It is not intended to provide legal, 
tax, accounting, investment, financial or other professional advice on any matter, and is not to be used as such. 
You should contact your independent financial advisor prior to acting on any information mentioned in the video. 
This is not a financial promotion. No statement or expression is an offer or solicitation to buy or sell any products 
or services mentioned. To the extent this video may be deemed to be a financial promotion under non-US 
jurisdictions, it is provided for use by professional investors only and not for onward distribution to, or to be relied 
upon by, retail investors. This video is not intended for distribution to, or use by, any person or entity in any 
jurisdiction or country in which such distribution or use would be contrary to local law or regulation. Similarly, this 
video may not be distributed or used for the purpose of offers or solicitations in any jurisdiction or in any 
circumstances in which such offers or solicitations are unlawful or not authorized, or where there would be, by 
virtue of such distribution, new or additional registration requirements. The contents may not be comprehensive or 
up-to-date, and BNY Mellon will not be responsible for updating any information contained within this video. BNY 
Mellon assumes no liability whatsoever (direct or consequential or any other form of liability) for any action taken 
in reliance on the information contained in this video. Any unauthorized use of material contained in this video is at 
the user’s own risk. The views expressed herein are those of the speaker(s) only and not necessarily those of BNY 
Mellon or any of its subsidiaries or affiliates. THIS VIDEO IS NOT TO BE REPRODUCED IN WHOLE OR IN PART 
WITHOUT THE AUTHORIZATION OF BNY MELLON. 

Trademarks, service marks and logos belong to their respective owners.  
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