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BANKING ORDINANCE 
(Cap. 155) 

 
Banking (Liquidity) (Amendment) Rules 2019 

 
 
INTRODUCTION 
 

For the purpose of implementing the latest international standards 
on banking regulation promulgated by the Basel Committee on Banking 
Supervision (“BCBS”), the Monetary Authority (“MA”) has made the 
Banking (Liquidity) (Amendment) Rules 2019 (“BLAR 2019”), at Annex, 
to modify the liquidity requirements under the Banking (Liquidity) Rules 
(Cap. 155Q) (“BLR”) in the following manner -   
 

(a) in relation to the liquidity coverage ratio (“LCR”) under the 
BLR, to expand the scope of high quality liquid assets 
(“HQLA”) by including BCBS-compliant listed ordinary 
shares and triple-B rated marketable debt securities issued 
by corporates, sovereigns, central banks or public sector 
entities as “level 2B assets”.  A similar expansion will also 
be made for the locally implemented liquidity maintenance 
ratio (“LMR”) under the BLR; and  

 
(b) in relation to the net stable funding ratio (“NSFR”) under 

the BLR, to introduce a stable funding requirement such 
that 5% of total derivative liabilities maintained by an 
authorized institution (“AI”) must be covered with stable 
funding.  A similar requirement will also be introduced for 
the locally implemented core funding ratio (“CFR”) under 
the BLR. 
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JUSTIFICATIONS 
 
2. The BCBS is an international body responsible for setting 
standards on banking regulation.  It is incumbent upon Hong Kong, a 
member of the BCBS, to implement the latest standards promulgated by 
the BCBS, including the two international minimum standards for funding 
liquidity known as LCR and NSFR.  This will ensure the stable 
development of our banking system, and promote our status as an 
international financial centre. 
 
3. The BCBS required member jurisdictions to implement the LCR 
starting from January 2015 and the NSFR starting from January 2018.  In 
Hong Kong, the MA has implemented these two liquidity standards 
according to the BCBS timelines by: (a) making the BLR to implement the 
LCR (alongside the LMR) starting from 1 January 2015; and (b) 
subsequently making the Banking (Liquidity) (Amendment) Rules 2017 
(“BLAR 2017”) to implement the NSFR (alongside the CFR) starting from 
1 January 2018. 
 
4. Under the BLR, AIs designated by the MA as “category 1 
institutions” are required to observe both the LCR and NSFR requirements.  
Other AIs are regarded as “category 2 institutions” and required to observe 
the local LMR requirements.  The LMR is similar to the liquidity ratio 
applied to all AIs before 2015.  Moreover, certain category 2 institutions 
having considerable business size or liquidity risk exposures are designated 
by the MA as “category 2A institutions” and required to observe the local 
CFR requirements. The CFR is designed by the MA as a simplified version 
of the NSFR. 
 
LCR 
 
5. The LCR seeks to promote short-term resilience of the liquidity 
risk profile of banks by requiring banks to maintain sufficient HQLA to 
meet their liquidity needs under a 30-day stress scenario.  Under the Basel 
III LCR standard, HQLA comprises, among other types of assets, a class 
of level 2B assets that can be accepted by national supervisors on a 
discretionary basis.  The class of level 2B assets (under the Basel III LCR 
standard) includes residential mortgage-backed securities (“RMBS”) with 
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a credit rating of AA or above, marketable debt securities with credit rating 
between A+ and BBB-, and listed ordinary shares.  When the MA 
developed the LCR policy between 2013 and 2014, it was decided that a 
more conservative policy stance be adopted by only including single-A 
rated marketable debt securities and RMBS (the latter subject to case-by-
case pre-approval) as level 2B assets. The decision was made amid the then 
unstable financial market environment in the aftermath of the 2008 global 
financial crisis. 
 
6. In light of the more stable market conditions observed in recent 
years and international supervisory practices, the MA considers it 
appropriate to exercise the discretion allowed under the Basel III 
framework to expand the scope of level 2B assets, by including BCBS-
compliant listed ordinary shares and marketable debt securities (rated 
BBB- or above) issued by corporates, sovereigns, central banks or public 
sector entities.  To maintain a level playing field between category 1 
institutions and category 2 institutions, the scope of liquefiable assets for 
the purpose of calculating the locally implemented LMR will also be 
expanded accordingly.  
 
NSFR 
 
7. The NSFR seeks to reduce banks’ funding risk over a one-year 
time horizon by requiring banks to fund their activities with sufficiently 
stable sources of funding.  Under the Basel III NSFR standard, there was 
initially a requirement that 20% of total derivative liabilities maintained by 
banks should be covered with stable funding.  When the MA amended the 
BLR in 2017 to prescribe the NSFR and CFR requirements, the BCBS was 
reviewing the stable funding requirement on total derivative liabilities 
without any conclusion. Therefore, the MA did not include this stable 
funding requirement in the BLAR 2017.  Subsequently the BCBS issued 
guidance in October 2017 (“BCBS Guidance”) allowing national 
authorities to exercise discretion to lower this stable funding requirement 
to a level of not less than 5%.  In accordance with the BCBS Guidance, 
the BLAR 2019 introduces a new requirement that 5% of total derivative 
liabilities shall be covered with stable funding under the NSFR.  A similar 
requirement will also be introduced for the locally implemented CFR.  
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THE SUBSIDIARY LEGISLATION  
 
8. The key amendments proposed in the BLAR 2019 are as follows 
- 

 
For LCR and LMR 

 
(a) amendments to rules 48, 49, and Schedules 2, 4A and 5 

to recognise Basel-compliant listed ordinary shares as level 
2B assets under the LCR and as liquefiable assets under the 
LMR; 

 
(b) incorporation of a new section 10 in Part 3 of Schedule 2 

to prescribe the qualifying criteria for listed ordinary shares 
to be included in level 2B assets and liquefiable assets; 

  
(c) amendments to Schedules 2 and 5 to recognise marketable 

debt securities (rated BBB- or above) issued by corporates, 
sovereigns, central banks or public sector entities as level 
2B assets and liquefiable assets; and 

 
For NSFR and CFR 

 
(d) amendments to rules 54, 58 and Schedule 6 to introduce a 

stable funding requirement on total derivative liabilities 
under the NSFR and the CFR respectively.   

 
 
LEGISLATIVE TIMETABLE 
 
9. The BLAR 2019 will be published in the Gazette on 28 June 2019 
and tabled before the Legislative Council (“LegCo”) at its sitting of 3 July 
2019.  Subject to negative vetting by the LegCo, the BLAR 2019 will 
come into operation on 1 January 2020.  
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IMPLICATION OF THE PROPOSALS 
 
10. The amendments made in the BLAR 2019 are intended to bring 
the regulatory regime in Hong Kong up-to-date and in line with 
international standards.  They will enhance the resilience of banks, ensure 
competitiveness of the banking industry and reinforce Hong Kong’s status 
as an international financial centre.  The BLAR 2019 are in conformity 
with the Basic Law, including the provisions concerning human rights.  
The proposed amendments will not affect the current binding effect of the 
Banking Ordinance. 
 
 
PUBLIC CONSULTATION  
 
11. At the meeting of the LegCo Panel on Financial Affairs on 19 
February 2019, the Hong Kong Monetary Authority (“HKMA”) briefed 
members on the key features of the BLAR 2019.  HKMA has also closely 
engaged the banking industry in formulating the legislative amendments 
and conducted statutory consultation as required under the Banking 
Ordinance.1  The banking industry is receptive to the amendments, save 
for some enquiries on interpretation of certain provisions and calculation 
requirements.  HKMA has responded to these enquiries and the finalised 
rules have been modified accordingly as appropriate. 
 
 
PUBLICITY 
 
12. We will issue a press release upon gazettal of the BLAR 2019.  
HKMA will also issue a circular letter to all AIs.   
 
 
ENQUIRIES 
 
13. Enquiries should be directed to Ms Eureka Cheung, Principal 
Assistant Secretary for Financial Services and the Treasury (Financial 

                                                      
1  For statutory consultations, these include the Banking Advisory Committee, the Deposit-taking 

Companies Advisory Committee, the Hong Kong Association of Banks and the DTC Association. 
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Services), at 2810 2067, or Mr Frank Leung, Head (Banking Policy) of 
HKMA, at 2878 1457.  
 
 
 
Financial Services and the Treasury Bureau 
Hong Kong Monetary Authority 
26 June 2019 
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