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Major proposed projects, such as the
Northern Metropolis and Kau Yi Chau
Artificial Islands Project, are iconic for the
Hong Kong market and complement a
wide range of other projects. Together, this
pipeline of infrastructure projects presents
a significant opportunity for Hong Kong’s
banking sector.
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Scope of project

The Northern Metropolis and Kau Yi Chau
Artificial Islands are landmark projects in
Hong Kong - but are complemented by

a range of other infrastructure projects
that together form a comprehensive
pipeline of development opportunities.

www.hkib.org

Some of these are already under way, while others only exist on
paper. They give us a sense of how Hong Kong will look in 2050
and how its residents will live and work.

The Northern Metropolis masterplan promotes integration between
Shenzhen and the northern parts of the New Territories. This collection
of projects will focus on developing R&D capabilities through: the
Future Technology Park; an extension to the existing Hong Kong
Science Park; the San Tin Technopole; and the Hong Kong-Shenzhen
Innovation & Technology Park. The latter is housed in the Lok Ma Chau
Loop and is at an advanced stage of construction - tenants are due

to start moving in by the end of this year. The 87-hectare Loop sits
within the 626 hectares of the San Tin Technopole.

Overall, there will be approximately 70 separate projects forming
the Northern Metropolis, including several housing developments.
The individual projects will range in value from around HKD1 billion
to HKD100 billion, representing a total investment of HKD4 trillion.
While the timing of the Kau Yi Chau Artificial Islands Project has
been subject to uncertainty in the latest Hong Kong budget, the
issues raised in this article still apply.

The Northern Metropolis will be much larger than the proposed
Kau Yi Chau Artificial Islands (previously known as Lantau
Tomorrow) - roughly 30 times the size. This will therefore require
the installation of water and power plants, along with other
supporting infrastructure.
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Funding

The scale of the proposed Northern Metropolis and Lantau
Tomorrow projects will present significant opportunities for
Hong Kong’s capital markets, which have successfully funded
strategically important and iconic projects in the past, often
in collaboration and partnership with Government or wider
public/private bodies. These include the third runway at Hong
Kong International Airport, toll roads and tunnels, hospitals,
schools and several extensions to the MTRC network.

While the scale, and nature of these projects is significant,
they are at an early stage of development. Private financing
could therefore be comparatively expensive, as revenue
streams are far in the future. In the meantime, there

is always the risk of unforeseen difficulties or technical
problems leading to cost over-runs. Examples could be risks
associated with reclamation and the implementation of
enabling infrastructure.

Given the scale and duration of these projects, some

degree of Government involvement in funding will likely

be necessary to facilitate efficient funding solutions and
optimise the cost of capital for all parties. Hong Kong is in

a good position regionally when it comes to accessing the
capital markets. Hong Kong’s debt-to-GDP ratio stood at
4.3% in 2022, compared to more than 100% in Singapore and
other advanced economies, according to the International
Monetary Fund.

So, Hong Kong does have considerable headroom to raise
debt to finance elements of these projects - to further
economic and societal interests. Nevertheless, some form of
Public-Private Partnership (PPP) will also likely play a role to
unlock a wider base of private capital. One appealing aspect
of PPP arrangements is that a portion of the investment

66
Given the scale and duration of these

projects, banks could have an important
role to play in advising on rolling, dynamic

financing options. ¢
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comes from the developer/operator of an asset. They are
therefore strongly incentivised to avoid cost and time over-
runs and innovate to generate value. An ideal balance
could be for the Hong Kong Government to raise modest
funding to enable early-stage reclamation and core
enabling infrastructure, with the rest coming from private
capital once the formative stage of the project has passed
and risks are manageable and can be efficiently allocated
between the parties. This is because many institutions,
such as insurers, need to see cash flows to balance against
their liabilities.

A possible solution is that the developers of the projects
could be granted title to some of the land. They can then
determine if they can meet their target ROI either by selling
on the land directly to other developers or by building
commercial or residential property and then generating
revenue through a combination of rentals and sales.

www.hkib.org
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This is a commonly used method and is perhaps best
known in Hong Kong through the ‘Rail plus Property’
(R+P) model adopted by the MTR Corporation. Under
this system, the MTR pays the Hong Kong Government
an up-front premium based on the market value of the
land without the railway. The MTRC then partners with
developers through competitive tendering to develop
properties from which it receives a share of revenues.

Another important measure to attract international
capital will be to package the various components of
both Lantau Tomorrow and the Northern Metropolis as
part of a wider pipeline of development projects. This
would present a compelling proposition for international
institutions seeking a clear pipeline of opportunities.
Projects can also be bundled together to promote
viability - for example, a marginal road project that has
uncertainty around traffic and revenue generation, could
be packaged with a revenue-generating asset to promote
viability and hence attract investors.

Human capital also needs to be considered. Just as the
scale of funding requires different sources of financial
capital, many of these projects can only be realised if
there is sufficient manpower, given resource constraints
in Hong Kong which are evident in the construction
sector. The availability of Mainland resources could be of
critical importance in this regard.

Once physical assets are in place, the Government could
also consider the creation of Authorities or Corporations
to manage the ongoing funding and financing of these
projects. The MTR Corporation or the West Kowloon
Cultural District are models that could be followed. These
have the advantage of facilitating the allocation of
delivery risk to parties best placed to manage these risks.

The role of Sovereign Wealth Funds is still to be
determined. Another important source of funding will be
Chinese State-Owned Enterprises (SOEs). RMB funding
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could also play a big role in both projects as most supplies
will be procured in RMB. Some will also be able to leverage
expertise gained through projects under the Belt & Road
Initiative.

Smart City initiatives

A key expectation is that these new developments fully
leverage the Smart City features that have been showcased
in Shenzhen and in other parts of the world. The frictionless
flow of data will be critical to enabling a vibrant business
ecosystem between the Northern Metropolis and Shenzhen.
An important development occurred in June last year when
Hong Kong’s Innovation, Technology and Industry Bureau
and the Cyberspace Administration of China signed a
Memorandum of Understanding on facilitating the flow of
data within the GBA.

Sustainability and environmental protection are also central
to the Smart City vision. The Hong Kong Energy Efficiency
Registration Scheme for Buildings is a recent initiative which
can help mitigate the impact of commercial buildings as
Hong Kong’s largest consumers of energy.™
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Banks’ advisory role HRITHEAAE
Given the scale and duration of these projects, banks BLEERERK, AARA, MR HE
will have an important role to play in advising on rolling, EMBEENRESRAE, RITEEEEN
dynamic financing options. They may also lead consortia, HBHACIRITOAEAIREMNEBRA, BEETR
pulling together different sources of finance. There will be FNESRE RTERTIETESHNEER

opportunities for banks to act as book runners for the issuance A, BEEBBEFEBMNANKEEREEZ
of bonds, as has occurred with Hong Kong International Airport. &, IRITREE TECELH A

Blended finance is also a mature funding mechanism that is BREMEE—RBHNANRESR, ROEEH
enjoying resurgence. In large part this has been driven by new  R{TEIEZ; ERAEE LELEFEREERR
perspectives on risk related to economic volatility in recent &, AFHRBENE G M. fINENE

years. Banks, such as the Asian Infrastructure Investment Bank, B ERITEERE LHPIMANERH
put in guarantees and “first loss” equity, which creates a level F—IRARH RATREERNZLE, &
of security and therefore unlocks wider bank and other forms SIEZIRITMEMBEINN A ESmER
of funding. Blended finance is therefore a mechanism to fund AEERMEN—ERS, MBAERRH®T HIER
the project - and, in turn, facilitates Public Private Partnerships ~BBEIF &, RIBRXIEE T AFE S 1F. 2FA
(PPPs) by creating a platform to share risks and promote the EEEASZERBNRERT, ATEERM
financial feasibility of the project. E®o

Blended Finance B &5t&E

Involves project-level instruments to enhance the bankability of projects.
ESEHBEANIA, MRAEENATME M,

This involves the participation of Multilateral Development Banks (MDBs), Governments and
Development Finance Institutions (DFls), often on non-commercial terms.

BZERABIRT. BANRAETREEBUIEERER2 A,

They de-risk the project and enhance its bankability by issuing project-level instruments.
IR TIEBEEN TR, AEEEEE, iRA BB TRE S,

These organisations can also make subordinated debt, equity and guarantees available to
projects, thereby reducing risks for other lenders and unlocking wider participation.
EERBL R AEE RILRRRS. RIERRE, REHMERABNRERR.

Increasingly, MDBs and governments leverage their balance sheets to provide funding through
equity and bond issues. This supports project feasibility and hence unlocks wider private sector
08 capital.

ZEFFROTNBFTERESHAMMANEEGER, FRTRONESAFERE, CMRSEE
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Public-Private Partnerships XFAESE

PPPs are a collaborative mechanism covering a broad spectrum of partnership models
between the private and public sector.

AESTERESIERE, BAEMALEBFIUSERRNRNEF.

Partnerships can take different forms: from simple operating concessions (where a
Government asset is run by a private operator) through to a Design-Build-Finance-
Operate-Transfer model (where the private sector funds, delivers and operates the
project on behalf of Government).

BEEZEFARN, EMENCERTE (BLEKEELERNER) , MER BR.
ME.EEREENEN (BRERBRHES, ABNFXAREEERR).

PPPs can also be facilitated by blended finance instruments. These can include, for
example, land or equity being injected into the PPP by Government. DFIs can also be
involved to'provide guarantees or export finance that brings down the costs and risks
of the project.

BREMETIRUAREQNESE, EETRAAISERMENRTLESFI L MR, FH
HTRMEt eI 28, RIRENE ZRE, LURRIEB BIR A K & ko

Source EIHR: PwC analysis
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66
Just as the scale of funding requires

different sources of financial capital, many
of these projects can only be realised if

there is sufficient manpower. ¢ ¢

As mentioned above, the broad pipeline of infrastructure
projects in Hong Kong presents a real opportunity to
incorporate best practice in sustainability, green finance
and Smart City construction techniques. This could include
green rail links and wastewater treatment. Carbon-neutral
development will not only help Hong Kong reach its 2050
net zero commitment: if these projects are independently
certified as green, this could unlock green and sustainable
sources of capital which could lead to a significant
reduction in financing costs.

Banks with experience in the issuance of green bonds may
also have opportunities to leverage their expertise. The
green bond market is growing rapidly. In February 2024, the
Hong Kong SAR Government issued its first digitally-native,
multi-currency green bond. The issue, which was over-
subscribed, highlighted the vibrancy and innovation in this
field of finance, as well as the strength of investor appetite.

The implications for Hong Kong’s banking sector
Hong Kong’s capabilities in handling both HKD and RMB
settlement make it well placed to be the hub for regional
infrastructure financing. In addition, China’s 14th five-year
plan set the goal of Hong Kong developing as a regional Risk
Management hub. Regulatory bodies such as the Hong Kong
Monetary Authority, the Securities and Futures Commission
and the Hong Kong Insurance Authority are supportive of
this. The latter - as noted in the latest Hong Kong budget

- is working to promote Hong Kong as a captive domicile
and insurance-linked securities (ILS) issuance hub, thus
providing sophisticated risk management solutions for large
corporations with a global footprint.

The development of a robust securitisation market would
also help achieve this Risk Management goal. To date,
banks in Hong Kong and China have mostly focussed on
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the securitisation of loans, rather than developing a deep
trading pool of securitised assets. This is likely to change,
as private equity funds shift their investment focus from
equities to high-yield securitised loans.

Finally, the sheer volume of projects in the pipeline

means that Hong Kong’s banks will need to build up their
capabilities. The competition will intensify for talent that
can identify what kind of financing is most appropriate for
each project. The Northern Metropolis and Lantau Tomorrow
could represent significant opportunities for those banks
that have the right skills in place.

Conclusion

Hong Kong’s banks need to ensure that they are prepared to
engage with the commercial realities of these projects and
to weather the inevitable uncertainties. They also need to
engage with and deepen their understanding of Government
agendas. Looked at holistically and strategically, these
projects are compelling - being essential for Hong Kong’s
long-term growth.

[1] Pathways towards sustainable cities: The progress of Hong Kong SAR and
Shanghai (pwccn.com)
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[ (IBEERFHTRT: LSREBMENER)
(https://www.pwcen.com/zh/issues-based/esg/
pathways-towards-sustainable-cities-jun2023.pdf)
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