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In Asia, digitization and the use of technology had been progressing in financial sectors
and capital markets, and this trend has accelerated amid the COVID-19 pandemic. One
of the most prominent areas of digitization in the financial sector is payment. Both the
public and private sectors in each country in the region are working to improve payment
efficiency. A major initiative in the public sector is the development of central bank digital
currency (CBDC). For example, China began trial runs of the digital yuan in 2020 to meet
mainly domestic retail payment demand, and it is gradually expanding the locations for
trial runs. Thailand has been preparing for the introduction of Retail CBDC since 2021
with the aim of providing trusted and safe means of payment.

While the number of startups developing innovative products and services is in-
creasing rapidly in Asia, many startups face difficulties in raising sufficient funds from
traditional financial institutions such as banks. Under these circumstances, the use of
alternative funding methods such as equity crowdfunding (ECF) and peer-to-peer (P2P)
lending is steadily increasing. However, ECF and P2P lending are still not fully recognized
by startups and investors. In some countries, laws and regulations for ECF and P2P lend-
ing have not yet been introduced, and the institutional framework, including investor pro-
tection, needs to be developed in these countries.

There is growing recognition of the benefits of blockchain technology for the finan-
cial sector and capital markets in Asia. Laws and regulations of digital assets such as se-
curity tokens and crypto currencies have been developed in many countries. In recent
years, with the growing interest in new blockchain-related products and services such as
decentralized finance (DeFi) and non-fungible tokens (NFTs), how to regulate them has
been discussed. Blockchain associations were established in many Asian countries, and
the industry, policy makers and financial regulators are expected to work together to in-
crease the use of blockchain technology to improve the efficiency and transparency of
financial transactions.

This issue of Nomura Journal of Asian Capital Markets features articles related to the
current status, major challenges, and prospects of digitization and the use of technology in
the financial sector and capital markets of China and major ASEAN countries.
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CHINA

EIICHI SEKINE

Nomura Institute of Capital Markets Research

China’s Digital Yuan—Recent Trial Runs
and Prospects for Its Use in International

Settlements

Introduction

navirus (COVID-19) pandemic, China

hosted the 2022 Winter Olympics from
February 4 to February 20, 2022. It then
held the Winter Paralympics from March
4 to March 13.

These two major international sport-
ing events, held once every four years,
were conducted at venues in the Chinese
capital of Beijing and in the city of Zhangji-
akou in the neighboring province of Hebei.
The creation of bubbles to control venues
and facilities where athletes and tourna-
ment officials stayed and to prevent the
spread of COVID-19 was a topic of much
discussion. Another anti-pandemic mea-
sure that drew attention was the experi-
mental use of the digital yuan (or, e-CNY)
as well as credit cards as payment methods
for shopping and eating inside the bubbles.

The digital yuan is a central bank
digital currency (CBDC) issued by China’s
central bank, the People’s Bank of Chi-
na (PBOC). The digital yuan can be used
instead of cash (coins and banknotes) to
make payments using a mobile phone

I n the midst of the global novel coro-

after downloading a dedicated app and
charging the amount needed. The PBOC
formed a digital currency research team
in 2014, and in January 2017 it established
the PBOC Digital Currency Research Insti-
tute (DCRI) in Shenzhen. With the approv-
al of the State Council, the PBOC started
a pilot digital yuan research and devel-
opment (R&D) program with domestic
commercial banks. Then in June 2018, the
PBOC Digital Currency Research Institute
established the Shenzhen Financial Tech-
nology Co. to conduct fintech experiments
in Shenzhen and further promote R&D on
digital currencies. Since 2020, pilot testing
of the digital yuan has been conducted in
Shenzhen.

Some of the world’s central banks
are planning to issue CBDCs and have be-
gun trial runs. For example, among the
more advanced nations, Sweden’s central
banklaunched a project in November 2016
aimed at issuing an e-krona as a supple-
mental payment method for its fiat curren-
cy, the krona. Among emerging countries,
Cambodia’s central bank has begun a proj-
ect aimed at issuing the Bakong as a CBDC.
Meanwhile, China, the world’s second larg-
est economy, is far ahead of the rest of the
world in R&D on CBDC and is performing
trial runs to issue and distribute a digital
currency.

This article presents a history of
China’s efforts to introduce a digital yuan,
including its system design and trial runs
conducted to date. The article also consid-
ers the possibility of the digital yuan’s fu-
ture use in the Asian region.
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China’s Efforts Toward
Launching a Digital
Yuan—Accelerated

by the Libra Concept
and the COVID-19
Pandemic

Libra concept’s impact on China

Speaking at a domestic academic
conference on July 8, 2019, PBOC Research
Bureau Director-General Wang Xin said
that the State Council had approved re-
search on the issuance of a digital currency
by the central bank. This was the first time
the PBOC officially revealed the existence
of a plan to issue a digital yuan for use in
China.

The announcement’s timing in part
reflected the PBOC’s concerns about the
Libra (now Diem) concept launched by
Facebook (now Meta). The Libra concept,
first announced by Facebook on June 18,
2019, was a plan to issue a crypto asset as
digital currency to be used for online trans-
actions. Bitcoin, a conventional digital cur-
rency, had already been issued, but it was
not backed by any other asset type, such as
a national currency, and lacked a super-



visory organization, such as a country’s
central bank. As a result, Bitcoin’s price
fluctuated widely, making it an unstable
settlement currency. On the contrary, Face-
book’s Libra concept was a plan to issue a
digital currency (or stablecoin) that would
be administered by the Libra Association,
an organization with capital from member
global corporations, and backed by a bas-
ket of assets including the USD, the EUR,
and government bonds of several coun-
tries.

However, the Libra concept raised
concerns among the financial authori-
ties in many countries. PBOC’s Wang Xin
expressed his views on the Libra concept
when speaking at the aforementioned aca-
demic conference. For starters, he thought
that Libra had the potential to function as
a currency, whereas the volatile Bitcoin
would have difficulty serving as a replace-
ment for conventional currencies. Second-
ly, he therefore considered that the Libra
concept could have a significant impact on
countries’ monetary policies and financial
stability, as well as on the global financial
system. This impact stems from currencies
as a source of profit and power, with the
ability to influence international politics
and diplomatic relations. If a single pay-
ment method has the same function as a
currency, it will become a competitor of
countries’ legal currencies. Thirdly, Wang
Xin noted that central banks would need to
quickly issue their own digital currencies
to fend off the challenge from Libra, and
that China needed to quickly raise its voice
in support of China’s ongoing effort to gain
international support and cooperation for
its effort to issue a digital currency.

Soon thereafter, on August 18, 2019,
the Central Political Bureau (Politburo) of
the Chinese Communist Party Central and
the State Council jointly released a docu-
ment outlining their opinions on turning
Shenzhen into a future model of socialism
with Chinese characteristics. The docu-
ment included an opinion supporting re-
search on digital currencies and the inno-
vative application of mobile payments in
Shenzhen. With 2020 marking the 40th an-
niversary of the designation of Shenzhen
City as a special economic zone, on October
11 the general offices of the Communist
Party of China Central Committee and
the State Council jointly announced a five
year (2020-2025) pilot plan to implement
comprehensive reform measures to build
Shenzhen into a model of socialism with
Chinese characteristics. The plan includ-
ed support for the implementation of an
internal closed test of the digital yuan and
the promotion of R&D and the applications

for the digital yuan as well as international
cooperation in those fields. This plan led
to the first pilot test of the digital yuan in
Shenzhen.

COVID-19 pandemic’s impact

China’s plan to test its digital yuan
took on a more concrete shape in 2020,
as one of the country’s responses to the
spread of the novel COVID-19. During the
rapid spread of the infection following the
initial outbreak in Wuhan City, Hubei Prov-
ince in December 2019, it was recognized
that the virus adheres to money (coins and
banknotes), the handling of which can be a
source of infection in humans. Accordingly,
measures to quarantine and disinfect cash
were strengthened. At the same time, mo-
bile payments such as Alipay and WeChat
Pay, which do not require handling of cash,
were recommended.

At its annual conference on mea-
sures to secure safe use of money, gold, and
silver held on April 3, 2020, the PBOC cited
its R&D on the digital yuan as an effort to
strengthen top-down promotion of the dig-
ital currency’s use during 2020. The PBOC
stressed that the digital yuan’s use as a pay-
ment method that does not require direct
contact with cash could help mitigate the
spread of COVID-19 infections.

Digital Yuan's System
Design

On July 16, 2021, the PBOC released a white
paper entitled “Progress of Research & De-
velopment of E-CNY in China,” the central
bank’s first document providing details
about its digital yuan. The white paper
says that, as of the end of June 2021, the
pilot program had seen the e-CNY applied
in over 1.32 million scenarios, including
payments to restaurants and transporta-
tion companies. More than 20.87 million
personal wallets and over 3.51 million cor-
porate wallets had been opened, with the
number of transactions totaling 70.75 mil-
lion and transaction value approximating
CNY34.5 billion.

In addition to the white paper, PBOC
Governor Yi Gang gave an overview of the
digital yuan during a lecture later that year
on November 9. The institutional design
of the digital yuan based on what can be

confirmed from the white paper and Yi’s
lecture is as follows.

Positioned as a fiat currency

According to the white paper, the
digital yuan is defined as a fiat currency
issued in data format by the PBOC.

The pilot test run was limited to cer-
tain areas within China, and one of the
challenges that must be overcome before
official issuance of the digital yuan is the
legal procedures. On October 23, 2020, the
PBOC released a proposed amendment to
the Law of the People’s Republic of China
on the PBOC (hereafter, the People’s Bank
of China Law), which is China’s central
bank law, and collected public comments
until November 23 of that year. In addition
to establishing the yuan as the legal tender
of the People’s Republic of China (Article
18), the proposed amendment stipulates
that “the renminbi includes physical and
digital forms” (Article 19), establishing a
legal basis for the issuance of CBDC.

In addition to stipulating that the
renminbi is produced and issued by the
PBOC (Article 20), the amendment says “...
any other legal entity or individuals cannot
issue or sell tokens to replace the circula-
tion of renminbi” (Article 22) thus clari-
fying that only the PBOC, in its role as a
central bank, can issue digital yuan as legal
tender and leaving no room for issuance
by private entities. While proceeding with
its trial run of the digital yuan, the PBOC
also strengthened measures to ban the is-
suance and distribution of Bitcoin and oth-
er crypto assets in mainland China.

After the People’s Bank of China Law
is revised, the PBOC is expected to proceed
with the drafting of detailed rules for the is-
suance and distribution of the digital yuan,
based on the results of market-based trial
runs.

Adopting a two-tier operating system

China’s CBDC prototype created by
the PBOC in 2016 was based on the follow-
ingideas. First, the digital yuan is positioned
as an alternative to cash in circulation (Mo),
and therefore has exactly the same func-
tion as cash (coins and banknotes), does
not pay interest, and essentially does not
compete with bank deposits.

Second, the CBDC operating system
is a two-tier system in which the PBOC is-
sues the digital currency to commercial
banks or other settlement institutions,
which then provide digital yuan exchange
and circulation services to the public.
CBDC issuance methods include (1) a direct
method in which the central bank issues
directly to users and an indirect method in
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which the CBDC is issued to users through
commercial banks, and (2) an account
method in which the central bank issues
the CBDC through central bank accounts
or a token method that enables exchang-
es among users without using a central
bank account. The PBOC statements not-
ed above indicate that China is envision-
ing an indirect CBDC issuance method
that enables digital currency exchanges
between users without the use of central
bank accounts. Meiji University Professor
Shuji Kobayakawa calls this CBDC system
an “indirect issuance/value preservation
scheme” (Figure 1).!

Third, China’s digital yuan system
design will set upper limits for the out-
standing balance and per-transaction
amount available on digital wallets on mo-
bile phones that have been charged with
digital yuan. These limits are aimed at re-
ducing institutional friction and banks’ risk
as much as possible.

Managed anonymity

China’s digital yuan system’s “man-
aged anonymity” follows the principle of
“anonymity for small value and traceable
for high value” and its collection of person-

al information is based on the principle of
collecting the minimum amount of needed
information. The e-CNY system collects less
transaction information than traditional
electronic payment systems. The storage
and use of personal information is strictly
controlled, and the PBOC cannot provide
information to third parties or govern-
ment agencies unless required to do so by
explicit laws and regulations. Data security
and privacy protection are strengthened
through legislative passage of laws, such
as China’s data security law and personal
information protection law.

Usage

The digital yuan’s system and usage
are intended mainly to meet domestic re-
tail payment demand. As long as there is
demand for cash, the PBOC will not stop
distributing cash, nor will it use an admin-
istrative order to force a complete shift to
the digital yuan.

Cross-border use and international
payments using the digital yuan are rela-
tively complicated and must be conducted
in compliance with legal constraints, such
as anti-money laundering and identity ver-
ification (Know Your Customer).

Figure 1: CBDC: Indirect Issuance/Value Preservation Scheme
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Source: Nomura Institute of Capital Markets Research, based on Shuji Kobayakawa, A Study on Central Bank Digital
Currencies: Designing Frameworks and Implications, in Seikei Ronsou (Review of Economics & Political Sci-

ence), Volume 87 (No.3-4)
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Digital Yuan's Trial Runs

Designation of “4 regions + 1 scene”
(2019-20)

In addition to the decision to conduct
trial runs of the digital yuan in Shenzhen
in August 2019 and October 2020, the PBOC
DCRI established Yangtze Fintech Co., Ltd.,
as a new fintech subsidiary in Jiangsu
Province’s Suzhou City on March 1, 2019.

On April 18, 2020, the PBOC DCRI an-
nounced that, in addition to the e-CNY trial
runs being conducted in Shenzhen and Su-
zhou, it would carry out closed trial runs
in Hebei Province’s Xiong’an New Area,
which is near Beijing and was established
by President Xi Jinping as a base for inno-
vation, and in Sichuan Province’s Chengdu
City, a hub city in China’s interior. In addi-
tion to trial runs in those four regions, the
PBOC DCRI announced it would conduct a
similar closed trial run in “scenes” related
to the 2022 Beijing Winter Olympics.

Thereafter, the Shenzhen pilot test
run was conducted in October 2020, with
50,000 residents selected by lottery receiv-
ing 200 digital yuan per person (total distri-
bution of 10 million e-CNY) in China’s first
domestic public trial run of its CBDC. The
second domestic public trial run was held
in Suzhou in Jiangsu Province in December
2020 and included use of e-CNY for offline
sales on December 12. In addition to offline
sales at physical stores, the Suzhou trial
run tested its use with online mall (JD.com)
sales and the ability to transfer digital yuan
without a mobile phone network.

Expansion of trial run regions (2020)

On April 12, 2021, Li Bin, head of the
PBOC’s Macroprudential Policy Bureau, re-
vealed that in October 2020 the digital yuan
trial regions had been expanded from the
“4 regions + 1 scene” originally designated
at the end of 2019 to six more regions, in-
cluding Shanghai, Hainan Province, Chang-
sha in Hunan Province, Xi’an in Shaanxi
Province, Qingdao in Shandong Province.
And Dalian City in Liaoning Province, and
that trial runs in those new regions were
started a month later in November 2020.

According to the January 4, 2022,
issue of the China Securities Journal, the



PBOC began distributing a trial wallet
app for managing digital yuan on smart-
phones. The app can be downloaded to iP-
hones and smartphones using the Chinese
Android version by residents living in 10
regions including Shanghai and as well as
near venues of the Beijing Winter Olym-
pics (“10 regions + 1 scene”).

Trial run at the Beijing Winter Olympics
(February-March 2022)

1) Two charging methods
The e-CNY trial runs conducted
inside the bubbles at the Beijing
Winter Olympics used two charging
methods. Users in the bubbles were
able to select either method.

» Software-based wallet method

The first method uses a “soft wal-
let” that is charged by downloading
the e-CNY app to a mobile phone.
Users from abroad using an iPhone
were able to get a mainland Chi-
na Apple ID and then download
the e-CNY app from an online app
store. Users with Android OS mobile
phones could download the e-CNY
app using a QR code provided by the
Bank of China (which was the official
banking partner of the Beijing Win-
ter Olympics and Paralympics).

When opening a software wal-
let, it is not necessary to link it to a
bank account in mainland China,
and daily small-lot transactions can
be conducted on wallets set up with
any authorized operator selected by
the user.

* Hardware-based wallet method

The second method is called a
“hard wallet,” which can be a pay-
ment card or a bracelet. The hard
wallet is charged when the user ex-
changes his or her nation’s currency
for e-CNY by using a dedicated e-CNY
automatic exchange machine.

2) Trial run results

CNY cash notes (including bank
notes) and VISA credit cards also
could be used in the bubbles, but
third-party payment systems such as
Alipay and WeChat Pay could not. On
February 10, 2022, Beijing Local Fi-
nancial Supervision and Administra-
tion Deputy Director-General Wang
Ying said that transactions conduct-
ed during the e-CNY trial run held in
the Beijing Winter Olympics bubble
venues had exceeded 400,000, with
a total transaction value of CNY9.6

billion. However, these figures may
include transactions made during
test runs conducted before the start
of the Winter Olympics.

Expansion of trial run regions (2022)

On March 31, 2022, the PBOC an-
nounced that it had designated six more
regions for e-CNY trial runs during a
roundtable discussion about its digital
yuan R&D activities. The added regions are
Tianjin City, Chongqing City, Guangzhou
City in Guangdong Province, Fuzhou City
and Amoy City in Fujian Province, and
Zhejiang Province (site of the 2022 Asian
Games originally scheduled for September
10-25th but postponed on May 6 until a
date to be decided). During the roundtable
discussion, it was announced that Beijing
and Zhangjiakou City in Hebei Province,
where e-CNY trial runs were held tempo-
rarily in bubble venues during the 2022
Winter Olympics and Paralympics in Feb-
ruary-March, would also become regions
conducting e-CNY trial runs.

Future efforts based on trial run results

Based on the trial runs conducted
thus far, the PBOC plans to make the fol-
lowing improvements to its CBDC moving
forward.

First, it plans to create a manage-
ment model more suitable for the digital
yuan that references the concepts of cash
and bank account management. Second,
the PBOC plans to improve functionality,
including making e-CNY payments more
efficient, protecting users’ privacy, and
preventing counterfeiting. Third, it will
promote interactivity between the digital
yuan and existing electronic payment tools
and, fourth, the PBOC plans to develop a
digital yuan ecosystem that will increase
and diversify the scenes where the digital
currency can be used.

Research into Cross-
Border Settlements
using the Digital Yuan

Preparation for international payments
(establishment of joint venture with the
Society for Worldwide Interbank Finan-
cial Telecommunication [SWIFT])

Reuters reported on February 3,

2021, that the SWIFT established a joint
venture with the PBOC DCRI on January 16,
2021. The joint venture, Finance Gateway
Information Services Company, has regis-
tered capital of EUR 10 million, with 55%
from SWIFT and 45% from the PBOC DCRI.

The joint venture’s legal representa-
tive is Huang Mi-Lin (SWIFT China District
Governor), and its chairman is Chen Shi-
gang (former Deputy Secretary-General
of the Payments & Clearing Association of
China). Three of the joint venture’s four
directors are from SWIFT and one is ap-
pointed by the PBOC DCRI head. The joint
venture’s operations include information
system integration, data processing, and
technical consulting.

China’s Cross-Border Interbank Pay-
ment System (CIPS) has been handling CNY
international settlements since 2015, using
a system design and processing transac-
tions on the premise of connectivity with
SWIFT. The joint venture’s operations may
also include research into international
cross-border interbank payments using
the interconnection between SWIFT and
CIPS.

Multiple initiatives

On February 24, 2021, the PBOC an-
nounced that it will begin joint research on
a multi-CBDC platform called the Multiple
CBDC (m-CBDC) Bridge with the central
banks of Hong Kong, Thailand, and the
United Arab Emirates (UAE). The project
aims to develop a prototype platform that
will use Distributed Ledger Technology
(DLT) to enable simultaneous cross-border
settlements for CBDC’s in multiple cur-
rencies and enhance the convenience of
foreign exchange transactions in interna-
tional trade. The project is being supported
by the Bank for International Settlements
(BIS) Innovation Hub Hong Kong Centre.

In a report released in March 2021,
the BIS presented three conceptual ap-
proaches for creating a system that would
enable a country’s CBDC to be used for
cross-border payments. The first approach
would be to create a system of compatible
CBDCs issued by various countries with
common technical standards for data,
technology, and user interfaces as well as
aligned regulatory and supervisory stan-
dards. The Bank of Japan and some other
central banks are participating in an inter-
national collaborative research project for
this type of model. In the second approach,
each country issues its own CBDC, but they
share common technology and payment
systems. This approach is being examined
in a joint project by the Monetary Author-
ity of Singapore and the Bank of Canada.

China’s Digital Yuan-Recent Trial Runs and Prospects for Its Use in International Settlements | 7
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In the third approach, participating coun-
tries integrate their CBDCs into a single
multi-currency CBDC system that serves as
a payment platform for multiple countries.
This third approach is the m-CBDC Bridge
model mentioned above.

Pilot project for payments with Hong
Kong

On March 30, 2021, the PBOC, in
collaboration with the government of the
Luohu District in Shenzhen, the Bank of
China, and the Bank of China (Hong Kong),
conducted a trial of the digital yuan by
Hong Kong residents in mainland China.
The participating Hong Kong residents in-
cluded (1) those who frequently visit Shen-
zhen and have a Mainland Travel Permit
with a registered name that identifies
them when making digital yuan transac-
tions and (2) those who occasionally visit
Shenzhen but do not have a Mainland
Travel Permit (and are allowed to enter
the mainland anonymously but must pro-
vide a registered phone number). The trial
participants downloaded the e-CNY app to
their mobile phone while in Hong Kong
and then showed a QR code to a point of
sale (POS) device when making payments
for small purchases when in Shenzhen.
The Hong Kong residents were allowed to
open one of five types of wallet depend-
ing on the level of the account registered
to their name. Participants could upgrade
to the “No. 2 type” wallet by linking with
a Bank of China card, which would enable
them to make single payments of up to
CNY50,000.

Then, on June 8, 2021, the Hong
Kong Monetary Authority (HKMA) an-
nounced its “Fintech 2025” strategy. The
strategy clarified the HKMA’s plan to (1)
start research on digital Hong Kong dollars
(e-HKD) for retail in cooperation with the
BIS Innovation Hub Hong Kong Centre and
(2) collaborate with the PBOC in support-
ing the technical testing of e-CNY in Hong
Kong with a view to providing a conve-
nient means of cross-boundary payments
for Hong Kong and mainland China resi-
dents.

In addition, according to a China
Securities Journal report on December 9,
2021, PBOC DCRI Director Mu Changchun
told an audience attending a forum on the
role and prospects of the Hong Kong inter-
national financial center on that same day
that the DCRI and HKMA bilateral collabo-
rative project had completed its first-stage
technical test. The test involved Chinese
mainland banks with branches in Hong
Kong charging digital yuan wallets held by
designated stores in Hong Kong and con-

ducting transfers and consumption trans-
actions using e-CNY. Mu also explained
that the two parties were in the midst of a
second-stage test that connected the digital
yuan system with Hong Kong’s Faster Pay-
ment System (FPS) that supports instant
payments using the Hong Kong dollar or
the e-CNY.

Closing Remarks

In Article 21, Section 3 “Deepen supply-side
structural reform” of China’s 14th Five-
Year Plan covering the years 2021-2025,
it is clearly stated that China “will steadily
advance digital currency R&D.” The PBOC
has stated that it will use the digital yuan
mostly for domestic retail payments for
the foreseeable future and that it will not
announce a specific issuance schedule in
advance. More recently, the PBOC’s trial
distribution of digital yuan consumption

EITICHI SEKINE

coupons in some regions as part of domes-
tic economic stimulus measures since June
2022 is being watched closely.

The PBOC has explained that inter-
national settlements using the digital yuan
will be based on respect for the currency
sovereignty of other countries and in com-
pliance with the laws and regulations of
countries involved in the transactions. The
central bank also stated that it will estab-
lish a cooperative mechanism for foreign
exchange trading and administrative su-
pervision of its CBDC. The PBOC will con-
sider a digital yuan international payment
method from a long-term perspective that
takes into account other countries’ R&D on
CBDC and technical cooperation. Its digital
yuan internationalization strategy also will
emphasize overcoming the international
monetary policy trilemma of the free flow
of capital, a fixed exchange rate system,
and autonomous monetary policy.

Notes

1 Shuji Kobayakawa, A Study on Central Bank
Digital Currencies: Designing Frameworks
and Implications in Japanese, in Seikei Ron-
sou (Review of Economics & Political Sci-
ence), Volume 87 (No.3-4), March 22, 2019.
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Equity Crowdfunding—the Malaysian

Experience

Introduction

alaysia is an equity crowdfund-
M ing (ECF) success story. Since its

beginning in 2015, the industry
has steadily grown and gone on to become
an important fundraising option for Malay-
sian startups and small and medium-sized
enterprises (SMEs).

Malaysia has become one of the re-
gion’s leading countries for regulated ECF.
As many regional and global research out-
fits group ECF and peer-to-peer (P2P) lend-
ing together when compiling crowdfund-
ing statistics, it is hard to find ECF-specific
numbers for the ASEAN, Asia, and Asia-Pa-
cific (APAC) regions. Nevertheless, reviews
of ECF operators’ performance in countries
where ECF is regulated reveal that Malay-
sia is one of the best performing countries.

ECF was introduced as part of the
government’s initiative to create greater,
more cost-efficient and simpler access to
funding for SMEs and startups. At an event
in 2014, then Chairman of Securities Com-
mission Malaysia (SC), Tan Sri Ranjit Ajit
Singh, said, “The SC believes that leveraging
on the power of crowdfunding will assist in

the democratization of wealth, prosperity
and ideas across the entire economy. . .”

This vision of the democratisation
of fundraising has been realised. The ECF
industry has recorded steady growth,
firmly establishing itself in the SME fund-
ing landscape. Companies that previously
had limited options to access capital have
been able to successfully secure funding
for growth and expansion. Thousands of
investors have been able to invest in deals
that otherwise would have been accessible
only to venture capital (VC) companies and
like investors.

In tandem with its growth, ECF has
risen in importance over the years, with
SMEs now seeing it as among their first
choices when fundraising. At launch in
2015, ECF was positioned as an alternative
fundraising option. Today, the alternative
tag is no longer valid. ECF is today argu-
ably the largest funding channel for start-
ups and smaller SMEs. This is evidenced by
the fact that in 2021, RM221.63 million was
raised in 104 ECF campaigns.

The Road to Launch

The roots of ECF could be found in a con-

ceptual framework for an unlisted market
that was proposed by SC back in May 2013.
The MyULM platform was envisaged by
SC as an online trading platform for unlist-
ed securities and alternative investment
products under its Capital Markets Master
Plan 2 (CMP2).

MyULM was aimed at addressing the
capital market needs of SMEs. It would be a
centralised platform that brought together
over-the-counter (OTC) trading of unlisted
securities as well as (importantly) emerg-
ing alternative investment products and
asset classes. However, MyULM ended up
never being built.

SC then began introducing stand-
alone capital raising innovations, with
ECF being the first. A public consultation
paper was released in 2014. From there, a
regulatory market framework to facilitate
the establishment of alternative trading
platforms including ECF platforms was
readied by SC. It then invited applications
from interested operators. A total of 27 ap-
plications were received, and in June 2015,
6 ECF platform operators were approved
by the SC.

These 6 platforms began operation
inlate 2015 and early 2016. A seventh plat-
form was approved to operate in 2018. In
2019, another 3 operators were registered,
bringing the total number of ECF operators
in Malaysia today to 10. These operators
are a mix of local platforms and those with
Singapore, Europe and Middle East con-
nections.
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Performance

ECF took 3 years to find its footing before
taking off to become a major fundraising
channel for startups and SMEs in Malaysia.
Like most innovations, ECF went through a
period when its value to the ecosystem was
questioned and assessed. Some scepticism
was expressed as to whether crowdfund-
ing for capital would be embraced by com-
panies and investors.

However, the success of some early
ECF campaigns drew positive media atten-
tion. This helped spread information about
ECF to the wider public. The first such cam-
paign was run by Kakitangan, an SAAS-
(software-as-a-service) based HR (human
resource) startup on pitchIN, a local ECF
platform. Kakitangan raised RM1.55 mil-
lion from 63 investors in less than 24 hours
in September 2016. The publicity gener-
ated by this campaign gave a boost to the
wider ECF industry.

While it still took a few more years
to truly unleash its potential, the success of
the first few big name ECF campaigns was
instrumental in convincing other compa-
nies that there was another way to raise
funds than just making the VC rounds.

The number of campaigns and
amount raised annually by the ECF indus-
try are shown in Table 1.

In terms of number of ECF cam-
paigns, 2018 was a challenging year for the
industry. A hotly contested general election
that took place in May 2018 dominated the
minds and hearts of Malaysians in the first
half of the year. Most companies held off
their fundraising plans to the later part of
the year, after the country had recovered
from election fever.

The arrival of new ECF operators
also added some steam to the industry and
by the end of 2019, it was back on track. In
2020, the ECF industry took off with expo-
nential growth that cemented its position
as the de facto fundraising option for start-
ups and SMEs in Malaysia.

The Malaysian ECF
Landscape

Before we look at the factors that contribut-
ed to the success of ECF in Malaysia, it will
be helpful to get a view of the participants
and features of the industry. The industry
data below are taken from the 2021 Annual
Report of the SC.

There were 104 successful cam-
paigns in 2021, up from 80 in 2020. It is
certainly an active industry, with 8 to 9
campaigns completed on average every
month in 2021. In tandem with the rise
in successful campaigns, the total funds
raised also increased to RM221.63 million
from RM127.73 million in 2020.

Companies that carried out ECF
campaigns in 2021 raised an average
RM1.60 million. The campaigns came in
all sizes. The smallest raised just RM42,460
while the largest campaign in 2021 raised
RM18.89 million. It should be noted that In
March 2022, Commerce.Asia became the
first issuer to raise the maximum allowed
amount of RM20 million.

The mix between nontechnology
and technology issuers is fairly even in
2021, at 53% and 47% respectively. His-
torically, this was not so in the early years
when mostly technology startups carried
out ECF. As information about ECF filters
to SMEs, more traditional and brick and
mortar companies have started carrying

Table 1: Number of Campaigns and Amount Raised in the ECF Industry, 2016-

2021
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No of campaigns

Amount raised (RM Million) 10.4

33.82

104

15.06 1472 127.73 221.63

Note: Number of successful ECF campaigns and amount raised annually.

Source: SC Annual Reports
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out ECF campaigns.

There are practically no restrictions
on the type, age and industry segments
for companies that can apply for ECF. Any
private limited company, non-listed public
company or limited liability partnership
with a clear business plan is free to explore
ECF.

As for the age of the companies,
39% of the issuers have been in operation
for less than 2 years. Another 37% are be-
tween 2 and 5 years old. Nearly a quarter
of the issuers (24%) have been operating
for more than 5 years.

It is not surprising to see, given the
fact that ECF is positioned to cover the ear-
ly-stage funding gap, that more than half
the issuers raised funds for their Series A
stage. Twenty-two percent of the issuers
did Seed stage funding while another 23%
were very early-stage at pre-seed. A mere
1% carried out post-Series A fundraising.

On the investor side of the equation,
the total number of participating investors
since ECF was first introduced in 2015 sur-
passed the 11,000 mark in 2021. More in-
vestors than ever have participated in 2021,
as investor participation increased to more
than 5,000 from more than 3,000 in 2020.

ECF is mostly locally driven and male
dominated at this time. Ninety-six percent
of investors are Malaysian and there are
more men investing (62%) than women.
One statistic that augurs well for the future
is that a majority of the participants are
young. Forty-seven percent of investors
are below 35 years of age. Another 33%
are aged between 35 and 45. Twenty per-
cent of the investors are aged above 45, of
which 13% are under 55 and 7% are above
55 years old.

Not surprisingly, retail investors
make up the largest crowd in ECF cam-
paigns. In 2021, 57% of the investors iden-
tified themselves as retail investors. Angel
investors make up 24% of investors with
the rest being sophisticated investors.

Angel investors are investors cate-
gorised as tax residents in Malaysia and
whose total net personal assets exceed
RM3 million or whose gross total annual
income is not less than RM180,000 in the
preceding twelve months or who jointly
with a spouse have a gross total annual in-
come exceeding RM250,000.

Sophisticated investors are defined
in the Capital Markets and Services Act
2007. For individuals, they are those whose
total net assets exceed three million ringgit,
or with gross annual incomes exceeding
three hundred thousand ringgit, or who
jointly with a spouse have a gross annual
income exceeding four hundred thousand



ringgit. Corporations with total net assets
exceeding ten million ringgit based on the
last audited accounts are also defined as
sophisticated investors.

What Makes ECF Tick in
Malaysia?

Now that we have an idea of the ECF in-
dustry landscape, let us examine what led
to the vibrant ECF industry in Malaysia.
There are quite a few factors, as examined
below, that have helped make ECF in Ma-
laysia such a success.

Aresponsive regulatory approach

The regulatory approach taken by
SC has been instrumental in creating an
environment that is conducive for growth.
Perhaps the most important step taken
by SC when it created the ECF framework
was its decision to allow retail investors to
participate in ECF deals. This enabled true
crowdfunding to take place.

The participation of retail investors
has enabled companies to market their
funding deals widely. A large investor base
has emerged with popular ECF deals end-
ing up with hundreds of investors. While
angel and sophisticated investors typically
put in the most funds, retail investors add
momentum to campaigns by bringing in
the crowd. Figures collected by pitchIN
over the years have shown a consistent
pattern. Retail investors make up 75% of
the investors in ECF deals, while angel and
sophisticated investors put in 75% of the
amount raised.

Allowing anyone to participate has a
strong impact on the ECF industry. Its effect
can perhaps be best appreciated by com-
paring industry growth in Malaysia to ju-
risdictions where ECF participation is lim-
ited to certain classes of investors. A good
example of such an environment would be
Singapore, which allows only accredited
investors to participate. Consequently, ECF
has not taken off there on the levels seen
in Malaysia.

Of course, SC ensured that there
were adequate protective mechanisms
for ECF retail investors. These measures
include limiting retail investors to a maxi-
mum RM5,000 investment per deal, as well
as an annual investment limit of RM50,000.

Companies seeking to raise funds
must make extensive financial and busi-
ness disclosures on their campaign pages.
In addition, ECF operators are also man-
dated to carry out due diligence on compa-
nies raising funds on their platforms.

As the ECF operators gained experi-
ence, SC also began to widen the potential
market size for ECF. This has been done by
progressively increasing the amount com-
panies could raise on ECF platforms. At the
start of ECF in 2015, companies were lim-
ited to raising a maximum of RM3 million
per campaign, with a lifetime limit of RM5
million. Also, only private limited compa-
nies with paid up capital less than RM10
million were eligible to raise funds.

As the market matured, SC first in-
creased the funding limit to RM10 million
and recently, in November 2021, SC an-
nounced that the paid-up capital limit was
removed and that companies could now
raise up to RM20 million on ECF platforms.
It also opened up ECF to non-listed public
companies. These measures have steadily
brought new participants into the market.

The right timing

ECF arrived right when it was need-
ed.

ECF helps to address the estimated
RM90 billion financing gap among micro
SMEs (MSMEs)?, which is especially acute
for earlier stage companies.

Prior to the introduction of ECF, the
early-stage funding landscape in Malaysia
was made up of government agencies that
offered grants, private and public accelera-
tor programmes, some VC companies that
focussed on pre-Series A deals and tradi-
tional ‘family & friends’ investors.

Among the most visible government
funding agencies is CRADLE, which focuss-
es on technology startups. It provides pre-
seed grants of around RM150K to startups
to help them build minimum viable prod-
ucts. Companies that had validated busi-
ness models and needed funds for expan-
sion could apply forlarger grants (RM500K)
for marketing and business growth.

A few startup accelerator companies
operated alongside these grant agencies.
These accelerator programmes typically
offered very early-stage capital as well
as structured startup development pro-
grammes in exchange for equity in the
startup. The VCs that fund pre-Series A and
Series A deals were usually the next fund-
ing option when startups reached higher
levels of growth. However, these agencies,
accelerators and VCs understandably can
only fund a limited number of startups
and SMEs.

To compound the matter further, the
number of startups seeking capital was
growing. Around 2013-14, the government
initiated lines of actions to spur the growth
of startups in the country as well as en-
courage existing SMEs to digitise their op-
erations. A new government agency, then
known as MaGIC (Malaysian Global Inno-
vation & Creativity Centre) was launched
in April 2014, with U.S. President Obama
present. It offered programmes and as-
sistance to technology and social impact
startups. The government also launched
an accelerator programme called Global
Accelerator Programme (GAP Accelerator).

The government initiatives had the
desired impact by creating a wave of start-
ups. Technology startups typically need
to fundraise throughout their stages of
growth. As a result, the number of compa-
nies that sought to raise funds grew sharply.

It must also be noted that in the wid-
er context, Malaysia has always been an
entrepreneurial nation. Even without the
initiatives to grow the technology ecosys-
tem in Malaysia in 2013/2014, SMEs have al-
ways dominated business sectors in Malay-
sia. Quite simply put, Malaysia has a large
number of SMEs relative to its population.
Malaysia, with an estimated population of
32.7 million in 2021, recorded a whopping
1,226,494 MSMEs.? Thus, there is no short-
age of companies looking for capital.

The arrival of ECF opened up a new
channel of fundraising that helped to ad-
dress the funding gap.

Malaysia Co-investment Fund

The announcement by the govern-
ment that it would co-invest alongside in-
vestors in ECF deals was another catalyst
for the ECF industry. In November 2018,
the Malaysian government announced
in the 2019 Budget that it would allocate
RM50 million to set up a co-investment
fund. It is called the Malaysia Co-invest-
ment Fund (MyCIF) and it was set up spe-
cifically to co-invest in SMEs alongside pri-
vate investors. The fund would co-invest
exclusively on ECF and P2P Financing plat-
forms. The initiative proved successful and
additional amounts were allocated by the
government in the 2020 and 2021 Budgets.

MyCIF was operationalised by SC. At
launch, the co-investment criterion for ECF
was set at a 1:4 ratio, where MyCIF would
invest RM1 for every RM4 raised by the
crowd, up to a maximum of RM1 million
MyCIF investment per campaign.

MyCIF began disbursements in Octo-
ber 2019. Four months later, the world was
hit by the COVID-19 pandemic. To sustain
liquidity and investor confidence in the
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markets, MyCIF reacted quickly and made
temporary adjustments by increasing the
investment ratio to 1:2.

The MyCIF initiative had the desired
impact. By the end of 2020, the ECF indus-
try had grown by 458%. By 2021, the MyCIF
fund reverted to the original 1:4 co-invest-
ment criterion.

The importance of MyCIF cannot be
overstated. On one level, it aided more is-
suers to achieve their fundraising targets
by funding the ‘last mile’ of their cam-
paigns. This was done by MyCIF taking up
remaining amounts after investors had
committed the initial 80% when the 4:1
criterion was applied or 50% when MyCIF
temporarily changed it to 2:1. In addition,
this initiative by the government to co-in-
vest alongside the crowd was viewed pos-
itively as it encouraged more investors to
put funds into ECF deals.

The pandemic

While the COVID-19 pandemic was
bad news for many industries, the ECF
industry was impacted positively. The
number of deals and amounts raised rose
sharply over 2020 and 2021.

The reason for this was simple. The
lockdowns which disrupted everyone’s
lives resulted in a massive acceleration of
digital transformation. Consumers made a
huge leap into online services. New start-
ups were launched and existing businesses
pivoted towards online offerings. Digital
and online focussed businesses sought cap-
ital on ECF platforms and investors were
ready to back them.

ECF platforms also adjusted their
operations swiftly when lockdowns were
imposed. They pivoted from physical road-
shows and events to online pitches. The on-
line events found ready audiences among
people who were locked in their homes
and with time on their hands.

The quality of the issuers

And finally, a lot of credit for the vi-
brancy of the Malaysian ECF industry must
go to the quality of the companies that
raise funds on the platforms. Investors put
money into these companies in the hope
that their investments will generate good
returns over time. If the companies do
well, not only will the investors put more
funds in, their success stories will draw
more investors into the industry.

By and large, the companies that
raised funds on pitchIN have performed
creditably. The oft quoted saying that nine
out of ten startups fail does not hold true
for ECF issuers. There is no industry data
available, but on pitchIN the percentage of

companies that ceased business operations
is very low, at less than 3 percent.

The success stories far outnumber
those failures. Six years into ECF in Malay-
sia, it is clear that the wisdom of the crowd
is effective with regards to making invest-
ment decisions. One issuer has gone on to a
successful listing on the Leading Entrepre-
neur Accelerator Platform (LEAP) market,
four years after raising funds through ECF.
A few other companies are well on their
way towards initial public offerings (IPOs).
A significant number of companies have
raised subsequent funding rounds with
VCs and institutional investors at higher
valuations, some at up to 5- to 6-times in
3 years. One issuer raised RM3 million
through ECF in 2018 at RM20 million valu-
ation. In 2022, this company raised another
RM17 million at RM100 million valuation.

The industry has also seen some ex-
its when companies have been acquired.
Other investors have enjoyed steady div-
idends from their investors. A number of
private secondary transactions of shares
between individuals’ shares at higher pric-
es have also taken place.

The quality of the deals has not only
brought new investors to the industry. It
also encouraged existing investors to invest
more regularly. Nearly 15% of investors at
pitchIN have made 2 or more investments.
Twenty-six investors have invested in
more than 10 deals and close to 100 inves-
tors have invested between 5 and 9 times.

The Future of ECF in
Malaysia

While ECF in Malaysia has been an un-
qualified success, there is still plenty of
potential to unlock. As mentioned earlier,
the over 1 million SMEs and startups in
Malaysia translate to a huge market size.
On the investor side, awareness about ECF
has reached only tech savvy people living
inlarge urban cities, primarily in the Klang
Valley and places like Penang and Johor
Baru.

Another boost will come soon for the
ECF industry as SC is allowing operators
to submit proposals to operate secondary
trading platforms that will enable trading
of shares in companies that had raised
funds through ECF campaigns. As second-
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ary market platforms will add liquidity
and exit options for investors, the industry
hopes that it will bring even more partici-
pants into the industry.

One operator (pitchIN) has already
confirmed that it will be launching a sec-
ondary trading platform this year. Over
140 companies have successfully raised
funds on its platform, and when trading in
their shares starts, there is belief that the
excitement generated will take the indus-
try to new heights.

It is also expected that more oper-
ators will over time start offering Sha-
ria-compliant ECF deals alongside their
current deals. Again, such offerings will
draw another group of investors. Finally,
deal sizes are expected to grow as larger
companies are now allowed to raise funds
through ECF platforms.

ECF is and will continue to be a very
important fundraising choice for the heav-
ily SME-centric Malaysian business sector.

Notes

1 Capital Market Masterplan 3, quoting MSME
Finance Gap: Assessment of the Shortfalls
and Opportunities in Financing Micro, Small
and Medium Enterprises in Emerging Mar-
kets, International Finance Corporation, 2017.

2 Malaysia Statistical Business Register (MSBR)
published by the Department of Statistics,
Malaysia.
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The Philippines:

LITO VILLANUEVA

Rizal Commercial Banking Corporation

A New Digital Hotspot in the Asia Pacific

Introduction

the norm was challenged and how the
unusual became the routine. This pan-
demic has indeed proven to be the great
disruptor of recent times. This is not just in
the medical front, but more so in the socio-
economic and financial aspects. The imple-
mentation of the necessary health proto-
cols and lockdowns has shaken up various
industries and businesses on a global scale,
limiting operations and restricting face-to-
face transactions and interactions.
In the latest Digital Banking Maturity
2020 study conducted by Deloitte Digital, it
was noted that 60 percent of legacy banks
have either closed or shortened the oper-
ating hours of their physical branches, 11
percent have turned off specific account
opening methods, and 6 percent chose to
limit the access of new clients to particular
products and services. The Philippines in-
dustry projections also reveal that 50 to 60
percent of branch-based over-the-counter
transactions have disappeared and have
shifted to digital platforms. These figures
are just snapshots of two glaring reali-

I n these past two years, we’ve seen how

ties that: 1) traditional brick-and-mortar
banking falls short in the face of a global
disruptor; and 2) digital transformation is
the saving that financial institutions must
embrace in order to be future-ready and
pandemic-proof.

If there is one positive thing that this
pandemic has forced industry leaders to
do, it is to reexamine and even challenge
traditional banking structures and process-
es. This will allow them to have a better
understanding of where their institutions
stand now and to determine effective strat-
egies to employ moving forward. The situa-
tion demands newer business models and
not just innovative, but intuitive solutions
from financial institutions, to properly
and promptly address the changing needs
of the times and market. This would thus
require the deconstruction of existing par-
adigms and mindsets making the radical
shift from bricks to clicks. To move for-
ward is to ride the wave of digitalization.
And for financial institutions to survive,
they must learn how to go with the flow.

Employing Game-
Changing Reforms

|
In the Philippines, challenger banks and

new fintech players have started to re-
shape the country’s financial ecosystem.
To keep step with this influx, a number of
milestone regulatory and enabling laws
have been put in place at an accelerated
pace. We saw the aggressive implementa-
tion of the Philippine Identification System
Act (PhilSys), the National ID law, and the
swift enactment of several legislative mea-
sures to further promote the Philippines’
sustainable digital economy.

Priority economic measures enhanc-
ing the investment climate in the country
have also been expedited. These include
the amendment of various acts on foreign
investments, public services, and retail
trade liberalization law. The amended
foreign investments act would now allow
foreign nationals to own micro-, small and
medium sized enterprises with a mini-
mum paid-up capital of USD100,000, while
the amended public services act allows up
to 100 percent foreign ownership of such
public services as telecommunications,
railways, expressways, airports, and ship-
ping industries. Under the amended re-
tail trade liberalization law more foreign
players will now be allowed in the retail
market by lowering the minimum paid-up
capital for foreign corporations.

On the regulatory front, the Bangko
Sentral ng Pilipinas (BSP), the Philippines’
central bank, has issued two landmark
regulations: the digital bank licensing
guidelines and the open finance frame-
work. Their issue took place at the height
of the pandemic, putting the BSP among
the first central banks in ASEAN to quick-

The Philippines:A New Digital Hotspot in the Asia Pacific | 13



PHILIPPINES

ly issue licenses to six digital banks. Three
are currently operational, while the rest
are expected to go live before the end of
2022. Issuance of additional licenses for
new digital banks and electronic money
issuers has been suspended for three years
to assess the performance of the current
players. The regulator has also announced
its planned central bank digital currency
sandbox initiative with pilot participants
within the year.

So far, we have seen two digital uni-
corns from the telecoms industry emerge
during the hard lockdown period: My-
nt’s GCash and Voyager’s Maya (formerly
PayMaya). It is likely that two more dig-
ital players will join the elite list by 2024.
This is driven by the growing interest and
demand from an expanding market bol-
stered by the extensive financial inclusion
efforts from both the government and the
private sector. This is also anchored on
the BSP’s digital payments transformation
roadmap with two strategic outcomes:
first is transforming at least 50 percent of
retail financial transactions to digital, and
second, is onboarding 70 percent of adult
Filipinos to have transactional accounts
by end of 2023. Given the exponential
growth in digital adoption, these goals are
expected to be met even before the dead-
line. Meanwhile, interoperable payments
through the country’s national retail pay-
ments systems InstaPay and PESONet have
registered unprecedented growth both in
gross transaction volume and value. This
was further boosted by Executive Order
170 (s2022) issued by President Duterte
adopting digital payments for govern-
ment disbursements and collections. This
growth is expected to continue beyond the
pandemic.

On the flip side, cybercrime and
fraud have been on the rise. Concerted ef-
forts by the industry to roll out massive fi-
nancial education and digital literacy cam-
paigns have been put in place to address
these threats. To further promote trust and
confidence among digital users, the BSP
aggressively pushed Congress to quickly
pass the financial products and services
consumer protection act.

Enabling digital infrastructure
would not be complete without giving at-
tention to inadequate telecommunications
and data provision especially in hard-to-
reach areas. This awareness prompted the
government to quickly implement Exec-
utive Order 127 (s2021) allowing satellite
broadband in rural areas for better Inter-
net connectivity and data network access.
This order made way for the entry of Elon
MuskK’s Starlink satellite broadband, which

made the Philippines the first country in
the ASEAN region to have a facility with
approximately 200 mbps capability specif-
ically intended for Geographically Isolated
and Disadvantaged Areas (GIDA).

Open Finance
and Application
Programming
Interfaces

The open finance framework has acceler-
ated the customer-centric product devel-
opment cycle of digital finance solutions
and platforms in the country by enabling
banks, non-banks, fintechs, and other
third-party providers to access financial
data of consumers.

The digital disruption caused by a
financial ecosystem largely driven by ap-
plication programming interface (API) has
cemented the place of digital challenger
banks in this new banking landscape. The
August 2020 Banking Scene Report report-
ed that 480 million API calls were made in
the United Kingdom for July 2020 alone,
revealing the massive scale of third-party
providers requesting access to a custom-
er’s bank account via APIs.

With the fast-changing financial
landscape, there is no doubt that digital
challenger banks are here to stay. They
have emerged at the most opportune time
when the confluence of technological ad-
vancement, evolving customer expecta-
tions and global disruptions have pushed
the boundaries of traditional banking to
new frontiers.

Generative Artificial
Intelligence

Artificial intelligence (AI) has long been a
cornerstone of any digital transformation.
But as technology continues to evolve so
does Al which becomes smarter and more
intuitive year after year. Al advancement
has reached the point that it has become
generative. With the wealth of data run-
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ning in the cloud, it is now possible for
industries to isolate, pluck out, and syn-
thesize relevant data to come up with new
products and services.

Generative Al now exposes the po-
tential of how cloud-native data can be
transformed to “synthetic data” and used
to train other machine learning algorithms
to customize inclusive digital products and
services and even to detect fraud. Hence,
Al may now identify patterns of consumer
behavior, determine their pain points, and
even tag suspicious digital transactions.

Moreover, generative Al has become
more agile and can be scaled to perform its
“policing task” even with multiple transac-
tions happening at the same time. It is this
generative function of Al that will prove
useful for industries not only in addressing
customer concerns almost in real-time, but
also in strengthening cybersecurity mea-
sures.

Scaling of Digital
Assets

Recognizing the agility and acceleration of
digital payments, electronic money institu-
tions (EMIs) and digital banks have started
to venture in offering crypto investment
services. Because of this, the BSP saw cryp-
to transactions further spike in 2022 with
the sustained increase in the use of virtual
currencies in the payments and remittance
domains as well as the delivery of other
financial services. The developing positive
attitude and consumer behavior of Fili-
pinos toward digital transactions also re-
flect a strong indication of wider adoption
of other digital financial services such as
cryptocurrencies.

Based on the findings of the Philip-
pines Fintech Report 2022, the country has
also evolved as one of the “world’s fastest
adopters of cryptocurrency.” Data from the
BSP reveal that cryptocurrency transaction
values booked a five-fold increase in 2020
mainly driven by the surge in the price of
Bitcoins.

Moreover, a rise in crypto-friendly
technology and blockchain developments
has also created a dynamic and supportive
environment for digital assets to flourish.
This is complemented by the open mind-
set of regulators in understanding and, in



effect, facilitating the transforming nature
of the country’s digital finance landscape.
The role of regulators is vital in ensuring
investor protection and cybersecurity. This
also instills confidence in the industry and
system. In fact, Binance, the world’s largest
crypto exchange, will soon start operations
in the Philippines. As of March 2021, the
BSP has recognized 17 industry-compliant
virtual currency exchanges. It also initiat-
ed collaboration with the Philippine Dig-
ital Asset Exchange (PDAX), the country’s
homegrown cryptocurrency exchange to
start the development of a crypto regulato-
ry sandbox.

Issuance of BSP Circular 1108 (s2021),
which reiterates the regulation of Virtual
Asset Service Providers (VASPs) operations
in the country, redefined virtual currency
exchange as virtual assets. This leads to the
direct regulation of the use and exchange
of cryptocurrencies or crypto assets.

Other government agency efforts
have also focused on this. The Securities
and Exchange Commission (SEC) is cur-
rently working on the guidelines for cryp-
tocurrency trading in the country. With
the spike of mass market interest in cryp-
tocurrency exchange at the height of the
pandemic, the SEC issued 33 advisories
that inform and encourage the public to
be more discerning in engaging with high-
risk crypto activities to avoid scams. It also
issued several cease-and-desist orders to
noncompliant and unrecognized crypto-
currency operators in the country.

Keeping the digital finance industry
aligned with the regulators is critical. The
industry must remain supportive of the de-
velopment of a crypto regulatory sandbox
to better map out the future of cryptocur-
rency exchange in the country.

Decentralized Finance
and Non-Fungible
Tokens

Hand in hand with the emergence of
blockchain technology is the rise of decen-
tralized finance or DeFi. As DeFi solutions
and applications continue to gain ground,
the industry sees this digital revolution as
another transformative driver of financial
inclusion.

With decentralized finance solutions
such as “smart contracts” established on

the blockchain, more traditional barriers
to financial inclusion could be removed,
opening more financial options and oppor-
tunities to ordinary Filipinos. This became
more evident with the pandemic catalyz-
ing the trend. As several businesses closed
shop and many Filipinos lost their jobs,
ordinary citizens started to see the value
of non-fungible tokens (NFTs) as an invest-
ment and income-generating ventures.
NFTs are virtual tokens that represent
real-world items like music, art, in-game
items and videos which are exchanged on-
line using cryptocurrency. This “gold rush”
in NFTs is mirrored by the sudden interest,
especially in the mass market, to gam-ified
NFT platforms like Axie Infinity.

In a report published by Business
World (Lacsamana, 2022), the Philippines
topped the list of 20 countries in NFT own-
ership. This is largely an effect of the pan-
demic that instantly displaced thousands
of working Filipinos, including overseas
Filipinos who lost their jobs, who turned to
NFT-gaming platforms to earn income.

While many ordinary Filipinos still
need to understand NFTs, the growing in-
terest among the mass market suggests a
bright prospect for DeFi solutions and plat-
forms to thrive in the country.

Data Analytics for
Customer-Centric
Solutions

As the country moves forward with a high-
ly interoperable financial ecosystem that
mostly runs on the cloud, data generation
grows exponentially. An article by Infor-
mation Week reported that people gener-
ated 1.7MB of data every second in 2020.
This corresponds to the flood of customer
and user data available especially with the
emergence of more digital banks, cryp-
to currencies, e-wallets and e-commerce
platforms. This shows that data is the new
oil that can be tapped and monetized. It is
high time every industry player incorpo-
rates open data in its strategies, whether
for innovation or monetization, as data
will only continue to be an important asset
in the industry.

Data has played a big role in keeping
Philippine financial institutions and other
fintech players at the forefront of the inclu-
sive digital finance push, despite the pan-

demic. In fact, the pandemic was the time
when data was most valuable.

Given these technological disrup-
tions, the whole digital finance industry
realized that the most important aspects
of customer-centric and inclusive digital
finance always rely on the consumer’s in-
sight generated by a topnotch data analyt-
ics structure. Data analytics has enabled
the digital finance ecosystem to identify the
pain points of various market segments,
and consequently develop tiered platforms
that will specifically address customers’
unique needs.

Communicating these innovations
through data-driven content marketing
became key to letting customers know that
the technology they need to survive the
pandemic and beyond is now more acces-
sible. This is why the platforms have been
contextualized, focusing on the specific
journey of each customer for each market
segment.

Addressing Challenges
on Cybersecurity

Industry players who want the benefits
of open finance and open data must also
be accountable by responsibly building
a sustainable ecosystem for it to flourish.
This means investing in the infrastructure
to make this possible. Infrastructure in-
volves the technology, knowledge, and ac-
tual manpower needed to make open data
credible, secure, and reliable.

An open-data ecosystem can only
be effective with a certain level of trust
among its participants. Without trust, mar-
ket players and clients may opt out of the
ecosystem altogether. Financial data are a
particularly sensitive domain that involves
a lot of regulations. This then brings to the
fore the industry mandate to constantly
strengthen cybersecurity measures.

To have a nimble and secure digital
finance ecosystem means to invest in mak-
ing the platforms and services cyber-resil-
ient. This begins with the understanding
of the current trends and technologies that
will enable a more secure digital space.

A robust open-data financial ecosys-
tem provides strong consumer protection
and maintains data integrity and security
across the ecosystem. It is also able to au-
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tomatically detect and swiftly act on prob-
lematic or suspicious data in order to keep
the ecosystem in check.

This should be complemented by
a whole-of-institution approach that em-
ploys a “zero trust strategy.” This fortifies
the operation of data systems and plat-
forms in such a way that requires all users,
whether within or outside the institution,
to be authenticated and continuously ver-
ified before being authorized to access
and use them. This includes cybersecurity
drills, regular audit of devices and systems,
and constant awareness campaigns on
data privacy laws, compliance measures,
and trends which are effective ways to
safeguard financial institutions and the in-
dustry as a whole.

Depending on existing regulations
that dictate the country’s level of data stan-
dardization and the breadth of data shar-
ing, there is a lot of potential value from
open data. When done right, open data
will definitely take us a step closer to our
goal of having sustainable inclusive digital
finance and a more robust and cash-lite
economy.

‘Innovation for the
People’

One can affirm that there is no stopping
the Philippines from expanding its digital
terrain and becoming one of the newest
industry hotspots of competitive financial
technology in the region. This is rooted in
embracing an industry-wide culture that
welcomes digital transformation.

By employing innovative tech-
nologies and strategies, the country has
bolstered its cyber-resilient digital infra-
structure. It has cultivated an encouraging
financial landscape for consumers found-
ed on trust and customer centricity. The
Philippines has facilitated an enabling
environment for financial institutions and
other fintech players to continuously inno-
vate and deliver hyper-personalized ser-
vices that broaden the industry’s reach to
the unbanked and underserved.

Ultimately, what makes the Philip-
pines a new financial technology hotspot
in the Asia-Pacific region can be summed
up in one principle: “Making innovations
work for the people.”
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Introduction

ally in terms of crypto adoption® and

3rd globally in terms of decentralized fi-
nance (DeFi) adoption? (Chainalysis, 2021).
It appears that Thais are more enthusiastic
about digital assets compared to those in
other parts of the world. This article exam-
ines Thailand’s digital asset market and its
ecosystem. The author starts the discussion
by explaining what constitutes “digital as-
sets” under Thai law. The subsequent sec-
tions include analyses of the investors, ma-
jor players and their recent developments,
and the regulators and their recent devel-
opments. Finally, the last section concludes
the article and discusses future outlook of
the Thai digital asset market.

I n 2021, Thailand was ranked 12 glob-

“Digital Assets™ under
Thai Law

Thailand issued its first law relating to dig-
ital assets, the Emergency Decree on Dig-
ital Asset Businesses B.E. 2561 (“the 2018
Decree”), in May 2018. The 2018 Decree
states that “digital asset” is comprised of
“cryptocurrency” and “digital token.” It
defines “cryptocurrency” as an electronic
data unit created for the purpose of use as
a medium of exchange for the acquisition
of goods, services, or any other rights. It
classifies “digital token” into either “in-
vestment token” — an electronic data unit
for the purpose of specifying the right of
a person to participate in an investment,
or “utility token” — an electronic data unit
for the purpose of specifying the right of a
person to acquire specific goods, services,
or rights. Companies conducting certain
activities relating to “digital assets” are to
be regulated.

Later documentsissued by Thailand’s
Securities and Exchange Commission (SEC)
classify “utility token” into “ready-to-use
utility token” and “not-ready-to-use utili-
ty token.” The first type represents utility
tokens that can be used to redeem goods,

services, or rights from the first day the to-
kens are issued. The latter type represents
utility tokens that can be used to redeem
goods, services, or rights that will only be-
come available in the future. Currently, the
public issuance of investment tokens and
not-ready-to-use utility tokens requires an
approval, whereas the issuance of ready-
to-use utility tokens does not. Non-Fungi-
ble Tokens (NFTs) that do not represent
future claims are considered ready-to-use
utility tokens. Therefore, NFTs and NFT
marketplaces are not regulated under
Thai law. In addition, some ready-to-use
utility tokens have already been issued to
the public without the need for approval.
However, SEC is considering regulating
the issuance of ready-to-use utility tokens.
It recently launched a public consultation
to gather comments before issuing formal
guidelines. The hearing recently ended on
29 June 2022.3

Investors

The fact that Thailand ranked high globally
in terms of crypto and DeFi adoption indi-
ces requires our attention to examine Thai-
land’s digital asset market and the inves-
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tors in the market. According to the data
provided by SEC (shown in Figure 1), digi-
tal asset trading volume in Thai exchanges
averaged THB139 billion per month (from
November 2021 to June 2022). At its peak,
the trading volume was THB252 billion
per month (November 2021). The period
coincided with the sharp increase and the
peak price of Bitcoin. Currently, due to the

decline of cryptocurrencies’ prices, the
trading volume declined to about THB72
billion per month (as of June 2022).*

Even during the current bear mar-
ket, the total number of cryptocurrency
trading accounts in Thailand was still
increasing until May 2022 but stabilized
after that. Figure 2 shows that there were
around 1.5 million accounts at the end of

Figure 1: Digital Asset Trading Volume in Thai Exchanges
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Figure 2: Number of Cryptocurrency Accounts in Thai Exchanges
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August 2021. Recently, there are almost 2.9
million accounts (as of June 2022). Howev-
er, the number of active accounts has de-
clined since the beginning of this year due
to the bear market. The most popular coins
for Thai investors during 2022 are Tether,
Bitcoin, Ethereum.

A study by SEC reported that around
46% of Thai digital asset investors invest
for short-term speculations. About 33% of
them anticipate long-term returns, where-
as 11% hold digital assets as savings.> An-
other study by the Stock Exchange of Thai-
land (SET) and the Faculty of Economics,
Chulalongkorn University reported that
the new-generation investors are very en-
thusiastic about investing in cryptocurren-
cies.® These increasing interests are likely
to continue. However, the current market
downturn along with the recent Terra-Lu-
na crash will significantly slow down this
trend.

It is reported that many Thais also
invest in digital assets via digital asset ex-
changes outside of the country. Currently,
there is no official record of the actual vol-
ume of these trades, but it is believed that
the volume that Thais trade offshore may
be more than the volume officially record-
ed in the Thai market.

Major Players and Their
Recent Developments

There are five types of digital asset oper-
ators according to Thai law, namely, digi-
tal asset exchanges, digital asset brokers,
digital asset dealers, digital asset advisory
services, and digital asset fund managers.
These businesses are regulated by SEC and
need its approval to obtain their licenses.
Another type of regulated player in this
market is Initial Coin Offering (ICO) portals
which are providers of electronic systems
for facilitating the offering of newly issued
digital tokens.

The market is led by Bitkub Capital
Group Holdings (“Bitkub Group”). Bitkub
Group currently has 7 subsidiaries, con-
ducting businesses in major areas relating
to the digital asset ecosystem. The most
notable subsidiary, Bitkub Online Co., Ltd.
(“Bitkub Online”), is the largest digital as-
set exchange in Thailand. Bitkub Group
also established its own blockchain system



called Bitkub Chain with its native utility
token called KUB coin. The fact that they
established their own blockchain ecosys-
tem allows them to create many innova-
tive products/projects on top, such as NFT
marketplace (and NFTs) and metaverse.
Other notable players in the digital asset
exchange market include Zipmex, Satang,
and Upbit.

Recently, there have been many big
movements from major Thai commercial
banks, especially Siam Commercial Bank
and Kasikorn Bank, in the digital asset
market. In November 2021, SCBx (a recent-
ly restructured group holding company
of Siam Commercial Bank) made a major
announcement of acquiring Bitkub On-
line from Bitkub Group in the amount of
THB17.85 billion.” If the deal goes through,
SCB Securities Co., Ltd. (SCBS) will become
51% owner of Bitkub Online. Initially, the
transaction was expected to be completed
by Q1 of 2022. However, on 7 July 2022,
SCBx issued a statement to SET disclosing
that the deal was supposed to be condition-
al upon satisfactory due diligence results.
Currently, they are still in the process of
due diligence and discussion with regula-
tors. Therefore, the transaction is now post-
poned. They did not give any confirmation
whether the deal is still to be completed.®
Many have interpreted this message as a
no-go. Other subsidiaries of SCBx have also
been active in the digital asset market. To-

ken X, a licensed ICO portal, has recently
launched BNK governance tokens, voting
tokens for a popular girl-group band. SCBS
applied for and received its digital asset
exchange license last year. SCB10x, the
group’s investment arm, has been invest-
ing heavily in blockchain-related projects
such as DeFi and metaverse.

For Kasikorn Bank, its technical
arm, Kasikorn Business Technology Group
(KBTG), has introduced an ICO portal com-
pany called Kubix.® Kubix, received its
ICO portal license last year and recently
launched Destiny tokens, investment to-
kens for a famous Thai movie project. The
group has also established an NFT market-
place called Coral. Beacon Venture Capital,
the group’s investment arm, recently made
an investment in Cryptomind Group, a lo-
cal digital asset business.

Foreign companies are also entering
Thailand’s digital asset market. Binance,
the largest crypto exchange in the world,
has made a deal with Gulf Energy Devel-
opment PCL, a listed energy company in
Thailand. They recently established Gulf
Binance Co., Ltd. to operate as a digital as-
set exchange in Thailand.!® In early 2022,
Coinbase, a listed crypto exchange in the
United States, was said to have made an
acquisition offer to Zipmex but eventually
opted for a strategic investment instead. In
July 2022, Zipmex faced a serious financial
trouble and had to halt withdrawals relat-

Figure 3: SET Group and Shareholding Structure
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ing to its ZipUp product which was serious-
ly affected by the fall out of Barbel Finance
and Celsius Network. At the time of this
writing, Zipmex is filing for bankruptcy
protection in Singapore.!!

Another major upcoming player of
the digital asset market is SET. Its subsidi-
ary, Thai Digital Asset Exchange (TDX), has
recently received a license from SEC and
will be launching its digital asset platform
in the third quarter of 2022 (Figure 3 shows
the shareholding structure of the SET
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The remaining players in the digital
asset market!3 are the unregulated players.
During the 2021 bull market, Thais have
been enthusiastic about NFTs, DeFi plat-
forms, play-to-earn games (i.e., GameFi),
and blockchain-base metaverses. Except
for Bitkub Group (which has established
an NFT marketplace and a metaverse)
and Kasikorn Bank (which has established
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in this unregulated territory are startups.
Some DeFi platforms and play-to-earn
games have failed due to either poor al-
gorithms or malice, but the damage is still
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limited. NFTs, including metaverses’ land
NFTs, have skyrocketed last year. Howev-
er, Nakavachara and Saengchote (2022)
have pointed out that the significant in-
crease in their prices could potentially lead
to a bubble.™*

The Regulators
and Their Recent
Developments

The Securities and Exchange
Commission, Thailand

Principally, the Ministry of Finance
is responsible for the enforcement of the
2018 Decree, under which the digital asset
businesses are regulated. However, SEC
has been granted certain regulatory pow-
ers to issue rules, regulations, and notifi-
cations, outlining the details of how these
digital asset businesses are regulated.
Therefore, SEC regulates these businesses
and approves their licenses. Recently, there
have been a few major developments from
SEC as follows.

Regulating ready-to-use utility
tokens: Currently, the public issuance of
investment tokens, and not-ready-to-use
utility tokens is regulated, whereas the is-
suance of ready-to-use utility tokens is not.
According to SEC, some digital tokens may
have been issued as ready-to-use utility to-
kens but were treated by the market par-
ticipants as investment tokens. Therefore,
SEC is to propose a restriction on the issu-
ance of ready-to-use utility tokens to make
sure that investors are protected. The issu-
er needs to disclose important information
both prior to and after the offering. There
will also be a limit on affiliated person’s to-
ken-holding proportion to prevent risk of
unfair actions. A public consultation has
been issued to gather opinions on the draft
regulation. The hearing recently ended on
29 June 2022.%

Banning the use of digital assets as
means of payment: Recently, SEC, in con-
sultation with the Bank of Thailand (BOT),
hasissued a regulation prohibiting licensed
digital asset businesses from supporting
and facilitating the use of digital assets as
means of payment for goods and services.
The rules were effective as of 1 April 2022.1¢
The reason for the ban was the fact that the
widespread adoption of digital assets as a

means of payment could create significant
risk for the country’s financial stability and
overall economic system. In addition, cus-
tomers and businesses could face potential
risks relating to price volatility, data securi-
ty, and money laundering.

The Bank of Thailand

BOT promotes a stable financial
environment to achieve sustainable and
inclusive economic development for Thai-
land. Regarding digital assets, BOT has
worked closely with SEC on issues relat-
ing to financial stability, making sure that
systemic risk and regulatory arbitrage are
minimized. For example, BOT support-
ed SEC’s regulation prohibiting the use of
digital assets as means of payment due to
potential systematic risks. In addition, BOT
has a role to regulate financial institutions

to ensure that they have a proper risk
management system. In terms of digital as-
sets, BOT is drafting a regulation to cap in-
vestments in digital assets by commercial
banks and their subsidiaries at 3% of their
capital. This is to ensure that commercial
banks wanting to invest in digital assets
have enough reserves to handle the risk. '’

One important development of BOT,
relating to the digital asset ecosystem, is
the establishment of the Central Bank Digi-
tal Currency (CBDC) project. There are two
parts of the project, namely, the wholesale
CBDC and the retail CBDC.

Wholesale CBDC in Thailand (Proj-
ect Inthanon): BOT initiated a wholesale
CBDC project, Project Inthanon, beginning
in 2018. The project was carried out in
three phases during 2018 to 2020 (Figure
4). In the first phase, BOT, along with eight

Figure 4: The Three Phases of the Inthanon Project
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commercial banks, namely, Bank of Ayud-
haya, Bangkok Bank, Krung Thai Bank,
Kasikorn Bank, Siam Commercial Bank,
Thanachart Bank, Standard Chartered
Bank, Hong Kong and Shanghai Banking
Corp., developed and tested a proof-of-con-
cept of domestic wholesale fund transfer
among the group using Distributed Ledger
Technology (DLT). This phase of the project
was concluded in January 2019. Phase 2 of
the project aimed for a proof-of-concept
of using DLT for bond tokenization and
interbank repurchases. This phase was
concluded in July 2019. Phase 3 of the proj-
ect involves cross-border payments with
another central bank, namely, the Hong
Kong Money Authority (HKMA). The suc-
cess of the DLT cross-border fund transfer
between the two central banks, the Inth-
anon-LionRock Project, became a funda-
mental for building a multi-CBDC platform
for international payments between BOT,
HKMA, the Central Bank of the United Arab
Emirates, and the People’s Bank of China in
the multijurisdictional context (mBridge
Project).

Retail CBDC in Thailand (Digital
Baht): In 2021, the Bank of Thailand an-
nounced that it would start a retail CBDC

project in Thailand. The motivation was
the notion that private digital currencies
have become widespread, increasing the
risk to the country’s financial and mone-
tary stability. The existence of retail CBDC
can provide an alternative means of pay-
ment, thus reducing such risk. In addition,
retail CBDC can serve as an alternative
digital money that is accessible, safe, and
reliable. The technology will provide a
foundation for open digital payment infra-
structure allowing for collaboration and
innovation. According to Bank of Thailand
(2021), BOT has conducted some initial as-
sessment of the design of retail CBDC. It
is likely that such CBDC will not be inter-
est-bearing. In addition, it is likely that the
issuance and distribution model would
be two-tier, with financial intermediaries
handling transactions with customers and
businesses (Figure 5). At the time of this
writing, the most recent public communi-
cation from BOT about the project was by
the BOT governor at the World Economic
Forum’s Annual Meeting in May 2022. He
mentioned that BOT will launch a “limited
pilot” for retail CBDC in the fourth quarter
of this year. In addition, he stated that the
need to roll out (retail) CBDC (fully) is not

Figure 5: Two-Tier Issuance and Distribution of Retail CBDCs
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that high since existing alternatives such
as bank transfers, PromptPay and QR pay-
ments are already seamless.’®

Concluding Remarks

The future of the digital asset market is
VUCA-volatile, uncertain, complex, and
ambiguous. The fact that there is no prop-
er price formula for cryptocurrencies and
unbacked digital tokens makes it hard for
anyone to make any realistic prediction
on the prices, and thus the entire market.
However, investors have seen easy money
being made quickly, and thus are willing
to jump into the market. That is why we
observed the money went in and will con-
tinue to go in as long as there is still upside
potential. The current bear market may
slow them down this year and next year.
However, the trend is still there. There
are companies that see opportunities in
this market and believe in the potential of
blockchain technology, and thus are also
jumping in. That is why we observed swift
technological advancement and innova-
tion in recent years. This trend is expected
to continue.

For Thailand, investors have been
enthusiastic. Also, there have been a lot of
movements by both big and small players
in the digital asset market. Bigger play-
ers, including commercial bank subsid-
iaries, focused on regulated businesses
such as digital asset exchanges and ICO
portals, whereas startups tried to expand
into unregulated territories such as DeFi
platforms, play-to-earn platforms and
metaverses. Regulating a VUCA industry
can be challenging. In addition, the fact that
the market and its participants move very
quickly make it harder to find an “optimal”
way to regulate-allowing innovation to
prosper yet making sure investors are pro-
tected. Thai regulators use public consul-
tation to gather opinions prior to issuing
their regulations. They pushed back when
necessary but sometimes made unpopular
decisions to ensure that the risks relating to
the country’s financial stability and overall
economic system are minimized. External
factors will also play a crucial role. Since
the markets are interconnected, policies
implemented by other countries, situations
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faced by global players will have an impact
on Thailand’s digital asset market and Thai
investors.

The future of this market is uncer-
tain. At one extreme we may see a digital
utopia and at the other extreme we may
see a catastrophe. In fact, the possible fu-
ture will lie in between the two. Where in
the spectrum we will end up will depend
on the effort everyone puts in to creating
long-term sustainability of this digital asset
industry.

Notes

1 Vietnam ranked 1%, India 2", and Pakistan
3rd,

2 The United States ranked 1%t and Vietnam 2,

3 https://www.bangkokpost.com/business/231
8970/sec-sets-out-stricter-rules-for-token-i
cos

4 https://www.sec.or.th/TH/Pages/WeeklyRepo
rt.aspx

5 https://www.sec.or.th/TH/Template3/Articles
/2565/170565.pdf

6 hittps://classic.set.or.th/dat/vdoArticle/attach
File/AttachFile_1642401066138.pdf

7  https://www.sch.co.th/en/about-us/news/nov
-2021/scbs-bitkub-online.html

8 https://www.thaienquirer.com/41613/sch-de
lays-plans-to-acquire-bitkub-after-crypto-pri
ces-tank/

9 https://www.kasikornbank.com/en/news/pa
ges/kbtg-kubix.aspx

10 https://techsauce.co/news/gulf-gulf-binance-
sale-buy-digital-asset

11 https://cointelegraph.com/news/breaking-
zipmex-suspends-withdrawals-as-ceo-deni
es-financial-trouble-rumors
https://www.reuters.com/technology/crypto-
platform-zipmex-files-bankruptcy-protecti
on-singapore-2022-07-29/

12 https://www.bangkokpost.com/business/231
3502/tdx-preps-trading-services-for-digital-
tokens

13 The author looks at digital assets in a broad-
er term, beyond the types that are regulated
under Thai law.

14 https://www.bangkokpost.com/business/229
7734/academics-issue-alert-on-metaverse-la
nd-bubble

15 https://www.bangkokpost.com/business/231
8970/sec-sets-out-stricter-rules-for-token-i
cos

16 https://www.sec.or.th/TH/Pages/News_Deta
il.aspx?SECID=9353

17 https://www.bangkokpost.com/business/228
4914/bot-eyes-higher-bank-capital-reserves

18 https://cointelegraph.com/news/wef-2022-ba
nkers-at-wef-see-the-need-for-caution-and-
speed-on-central-bank-digital-currencies
https://www.thaienquirer.com/40448/no-ne
ed-to-rush-retail-chdc-adoption-over-curren
t-payment-options-thai-central-bank-says/
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Vietnam’s Fintech Market in the Digital Era

The Vietnam Fintech
Market at a Glance

he COVID-19 pandemic has spread

with great speed and impacted neg-

atively all industries around the
world. It has disrupted all economies and
posed huge challenges to national lead-
ers to maintain the sustainability of their
countries. Consumers’ behavior and de-
mand have been changed in response to
the COVID-19 pandemic bringing a good
opportunity for Fintech companies to in-
crease their share.

According to the Fintech in ASEAN
2021 report published by United Overseas
Bank, PwC, and Singapore FinTech Associ-
ation, the ASEAN region witnessed great
growth in fundraising. The amount of re-
bounding funding for ASEAN Fintech hit
over USD3.5 billion in 2021 which was 3.2
times the USD1.1 billion figure in 2020.

As can be seen in Figures 1 and 2,
Singapore, Indonesia, and Vietnam lead
the region in Fintech funding. Vietnam
joined the ASEAN top three in 2021 with its
stellar result of USD350 million, accounting
for 11% of the total funding in the ASEAN
region.

According to Vietnam General Sta-
tistics Office, 69.3% of the country’s popu-
lation of 98.51 million in 2021 is between
the ages of 15 and 64. As reported by We
Are Social, 70.3% of the population use the
internet and there are 154 million mobile
connections of which 64% use 3G/4G. With
ayoung population and high rate of mobile
connectivity and internet usage, smart-
phones are used frequently for various
purposes in daily life including shopping
(68.5%), banking and finance (40.1%), and
entertainment (83.4%). The young gener-
ation will be the momentum to push the
digitization of all industries in Vietnam, es-

Figure 1:Fintech Funding Amount by
Country

YTD 2021 (USD3.5 billion)

Thailand Malaysia 3%
6% _l -

Singapore
44%

Vietnam
1%

Indonesia
26%

Source: Fintech in ASEAN

pecially digital banking and Fintech.

The Fintech market in Vietnam is
expected to hit USD18 billion in 2024 with
highly competitive rate according to the
forecast by Robocash. Fintech in Vietnam
provides customers a fast, convenient and
transparent solution at lower cost than tra-
ditional financing products. In the banking
and finance sector, Fintech companies are
supporting the financial inclusion of the
government and serving the non-bank
and/or underbanked segment of the pop-
ulation where the network of traditional
banks cannot reach. One-hundred-fifty
Fintech companies are doing business in

Figure 2: Number of Fintech Deals by
Country

YTD 2021 (167 Deals)
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Vietnam
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Source: Fintech in ASEAN
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Vietnam in a wide range of operations in-
cluding intermediary payment services,
peer-to-peer (P2P) lending, crowdfunding,
blockchain, remittance, and insurance.

Although Vietnam’s Fintech com-
panies are attracting the attention of in-
vestors all over the world, most compa-
nies are just in the early stage. According
to information in a private survey by the
State Bank of Vietnam (SBV) in 2021, many
Fintech companies are newly established
and small in scale. Forty-seven percent
are at the starting line and have not yet
hit breakeven; 28% are in the develop-
ment stage, with minimum viable product
launches and sales volumes within the last
6 months; 13% are in the development
stage of their business models; 9% are
earning a profit; and 3% are in the proof-
of-concept phase and have not gained sales
revenue.

Only intermediary payment services
are clearly regulated under Vietnamese
law; the remaining sectors of the Fintech
industry have not been recognized official-
ly and do not operate under a legal frame-
work.

The leading segment of Vietham’s
Fintech market is mobile wallet and
payments, with a 31% share reaching
USD12,922 million in 2021 (Figure 3). Amid
the COVID-19 pandemic, Vietnamese con-
sumers are changing from using cash or
traditional contact payment systems to
contactless payment methods including
contactless cards (The National Payment

Corporation of Vietham [NAPAS] card or
card schemes like Visa and Mastercard),
QR payment (VietQR and Ewallet QR) and
transfers through the NAPAS 247 provided
by NAPAS.

Card payment: According to the di-
rection of the SBV, by 2021 Vietnamese card
issuers shall migrate all their magstripe
cards to Vietnam Chip Card Specification
Cards with NAPAS brand which comply
with EMVCo. and the SBV Framework to
provide the highest security standards
to customers. The NAPAS chip card can
support transactions in either contact or
contactless mode to offer the most conve-
nience to clients. All card schemes promote
cashless payments, giving the most attrac-
tive benefits to all clients and making pay-
ments more competitive. According to the
annual report of the Vietnham Bank Card
Association, the total number of cards, in-
cluding domestic and international cards,
in use by the end of 2021 was over 120 mil-
lion with USD128 billion total usage.

QR payment: VietQR is the brand of
multi-purpose QR payment in Vietham and
can facilitate both payments and transfers.
It was introduced to the market in March
2022 when NAPAS, the national switch-
ing company, cooperated with National
Interbank Transaction Management and
Exchange Co., Ltd. (NITMX) of Thailand to
open a bilateral connection allowing Thai
travelers to make QR payments at VietQR
acceptance points in Vietham via Thai
Mobile Banking/Payment application, and

Figure 3: Vietnam'’s Fintech Market by Segment, 2021
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Insurance 4% ———
Crowdfunding 4% ———
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vice versa.

With the success of cross-border QR
payment, NAPAS launched NAPAS 247 real
time transfers with VietQR to allow origi-
nators to transfer funds to beneficiaries by
scanning VietQR without manually keying
in account information. This product has
been welcomed enthusiastically and pro-
vides a truly satisfactory solution not only
for individuals but also for small and me-
dium-sized enterprises and other corpo-
rates. Mobile wallets notably MoMo, Moca
by Grab, ZaloPay, Viettel Pay and Shoppee
Pay are playing a vital role in Vietham’s
payments market for QR payment, utilities
payment, e-commerce, and others.

Fund transfer: In Vietnam, trans-
fers are now increasingly popular in retail
payment for sending money from buyer
to seller. Customers transfer funds for
payment by inputting the beneficiary’s
account rather than paying by QR or card.
Currently, there are two different fund
transfer systems: Interbank Payment Sys-
tem (IBPS) which is a batch transfer system
operated by the SBV and NAPAS 247 fund
transfer operated by NAPAS. In 2021, IBPS
processed 125 million transactions and
1.8 hillion transactions were processed
through NAPAS 247 system.

P2P lending: Approximately forty
companies in Vietnam provide P2P lending
services. Outstanding brands in this area
are Tima, Trust Circle, VayMuon, Lendmo,
WecCash, and Interloan. The SBV expressed
the view that P2P lending will be useful for

Corporate Finance small and
medium-sized enterprises (SMEs)



financial inclusion, restricting usury, and
expanding the credit distribution channel
to everyone, especially to disadvantaged
social groups. However, lacking a legal
framework, P2P lending has many poten-
tial risks, including privacy risk, lending
risk, liquidity risk, Anti-Money Laundering
(AML) risk, and cybersecurity risk, and is
having a negative and unsustainable im-
pact on the entire financial system in Viet-
nam.

Blockchain: Blockchain technolo-
gy including cryptocurrency and central
bank digital currency (CBDC) is controver-
sial in Vietnam since cryptocurrency has
not been recognized as a legal payment
method or asset. The use of cryptocur-
rency is prohibited nationwide by official
guidance of the SBV. CBDC is under study
by the SBV and relevant ministries and will
be considered carefully by authorities. On
May 17, 2022, the Vietnam Blockchain As-
sociation was established by Decision 343/
QD-BNV of the Ministry of Home Affairs.
With its establishment, the association
expects to apply blockchain technology
to all industries, contribute to the digital
economy and make Vietnam into one of
the most promising lands for blockchain in
the world.

Mobile money: Vietnam’s Prime
Minister signed Decision 316/QD-TTg dat-
ed March 9, 2021, to pilot telecommunica-
tion accounts for low-value commodities
and services. The SBV gave approval for
VNPT, Mobifone, and Viettel to pilot tele-
communication accounts starting from
November 18, 2021 to November 18, 2023.
By April 2022, Vietham had over 800,000
mobile money accounts according to the
Ministry of Telecommunication and Infor-
mation.

Challenges for
Vietnam’s Fintech
Market

Legal framework for Fintech

Vietnam has not completed the legal
framework for Fintech company opera-
tions except for payment intermediary ser-
vices. Absence of a legal framework pres-
ents potential risks for the market and for
clients. Some risks can be noted:

Risk of market abuse from Fintech
companies that are not managed
and supervised by authorities. Lack
of a legal framework and loose su-
pervision can increase the number
of small and medium-sized enter-
prises (SMEs) or start-up companies
with little experience and knowl-
edge that provide Fintech products
and services. Loose supervision due
to lack of legal framework can lead
Fintech companies to commit viola-
tions and have a negative impact on
clients and society.

Risk of financial exclusion: The pur-
pose of a corporate legal framework
is fair competition, discrimination
avoidance and financial inclusion.
Lack of a legal framework will lead
to unstable and inconsistent devel-
opment, discrimination between
customer segments with different
financial backgrounds, knowledge,
and location.

Risk of security and data breach: Fin-
tech companies do not have gover-
nance regulations and cannot meet
the requirements of security and
data protection before providing
products and services to market. Per-
sonal data collection needs to comply
strictly with security requirements
to avoid potential risk.

Risk of AML and combating the fi-
nancing of terrorism (AML & CFT):
Banks and licensed Fintech com-
panies shall comply with AML &
CFT bodies of rules. However, new
Fintech companies may escape or
ignore those requirements due to
loose supervision.

Risk of lack of transparency: Fintech
companies are not managed un-
der supervisory bodies. They may
publish or provide clear details on
their products and service policies
including fees, pricing, and the like
which may lead to clients’ losses. At
the same time, lack of transparency
will lead to losses for investors in
P2P lending and crowdfunding due
to lack of investment products and
insider trading.

Risk of illegal loan collection: Due to
lack of a legal framework, P2P lend-
ing and crowdfunding companies
may commit illegal loan collection
activities.

Demand to apply Fintech solutions
such as e-KYC (know your customer), block-
chain, big data, and open banking is quite
large. With the development of technology,
banks and financial institutions embrace
implementing innovative products in the
absence of a legal framework.

The current legal framework does
not allow nonbank entities to function as
settlement agentand or carry out cross-bor-
der connection or payments through QR
code, card payment or transfers.

Management bodies for Fintech

Stakeholders in financial markets
like banks and insurance and securities
companies are regulated and managed
by the SBV and the Ministry of Finance,
respectively. However, there is no author-
ity to define management operations for
Fintech companies. With the vision and
mission of 4.0 industry defined by the
government along with the dramatic de-
velopment of technology, the government
should appoint a body to manage and su-
pervise the Fintech market to ensure the
healthy development of Fintech compa-
nies in Vietnam.

Infrastructure in Vietnam has not met
the requirements of high-tech develop-
ment yet, especially security technology

Vietham is a developing country
and economic limitations still hinder de-
veloping technology to approach global
standards. Fintech companies have the
advantage of flexibility, a young workforce
and technology adoption, but their infra-
structure is still a weak point.

In recent years, Vietnam has detect-
ed several scams and fraudulent cases
related to mobile wallets in which many
people lost money. One of the causes is
the lack of two-factor-authentication (2FA)
technology for cashing in or cashing out
transactions. At the same time, not all in-
termediary payment services are comply-
ing with global payment standards like PCI
DSS (payment card industry data security
standard). Therefore, their systems may
have vulnerabilities allowing hackers to
steal customer data and information.

Flexibility is either an advantage or a
disadvantage for Fintech companies. They
can adopt, implement, and quickly launch
products and services because they are
not burdened by the same procedures and
strict quality management processes as tra-
ditional financial market players. Lack of
control and quality management can be a
risk for Fintech companies with the spread
of cybersecurity threats worldwide.
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Taxation policies attractive to investors
in Fintech companies

Vietnam’s Fintech market is in a
nascent stage compared to Singapore or
Indonesia in the ASEAN region. The legal
framework for Fintech in Vietnam is un-
der review and has not been finalized yet.
Therefore, there are no tax exemption poli-
cies for seed investors or venture capitalists
when they invest in Vietnamese Fintech
companies. Absence of tax advantages dis-
courages the amount of investment funds
coming to Vietnam in the Fintech area.

Management experience and strategic
vision

According to research by CB Insights,
the average failure rate of startup compa-
nies ranges from 75 to 90%. In Vietnam,
there are roughly 1,000 startup projects
per year and 92% of them are bankrupt
within 3 years from the start date due to
lack of management experience and fail-
ure to define a strategic roadmap.

Many Fintech companies in Vietnam
are startups operated by a young genera-

tion that is ambitious and reckless. These
entrepreneurs can define their ideas but
struggle to identify a strategy for sustain-
able development as well as to effectively
manage the team and business operations.
Therefore, most of them will fail and disap-
pear from the market.

Prospects for Vietnam's
Fintech Market and
Conclusion

In recent years, Vietham’s Fintech com-
panies have not attracted the attention of
foreign investors, but they are receiving
support from domestic big tech companies
such as FPT Corporation, Viettel Group,
Vietnam Posts and Telecommunications
Group. Big tech companies are investing
and supporting the Fintech companies

with their technology approaches and
quality control and management. With
current developments, as forecast by the
Joint Stock Bank of Investment and Devel-
opment (BIDV), Vietnam Fintech market is
expected to increase transaction volume to
USD12 billion by 2022.

Fintech payments companies are
still leading the Fintech market, but the
share of other segments will increase
when the legal framework is established.
Regarding blockchain, NAPAS completed
the proof-of-concept for funds transfer
by blockchain technology with 3 banks
in 2018. The SBV is cooperating with rel-
evant ministries to research CBDC as the
trend is spreading among central banks
around the world. Moreover, Viethnam has
ten blockchain companies with capital of
over USD100 million and seven of the top
two-hundred blockchain companies glob-
ally were founded by Vietnamese. With the
establishment of the Vietham Blockchain
Association and its potential, blockchain
is ready to take off in the near future. Like
blockchain, other Fintech segments includ-
ing credit, P2P lending, crowdfunding, and
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credit scoring are waiting to take off until
the rules are set.

Recognizing the importance of Fin-
tech, the SBV established a Fintech steering
committee to supervise, build a roadmap
for Fintech development, build a legal
framework, and coordinate with minis-
tries to implement the instructions of the
Prime Minister in Decision number 844/
QD-Ttg dated May 18, 2016 regarding “Ap-
proval for assistance policies on national
innovative startup ecosystem to 2025”.

Recently, the SBV is in the process of
finalizing the draft decree and the Prime
Minister’s proposal to allow 7 Fintech seg-
ments to pilot a sandbox. The segments in-
clude payment, credit, P2P lending, e-KYC,
open banking, blockchain, and bank sup-
port services (credit scoring, savings, fund
mobilization, etc.). The result of the pilot
sandbox will be the framework for the lo-
cal authority to build and issue an official
decree regarding Fintech operations. This
action by the Vietnamese authorities is a
good sign for Fintech companies.

The Vietnam Fintech Club (VFC) was
set up in 2017 and is working under the
supervision of Vietham Bank Association.
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VEC actively supports the operations of
Fintech companies in Vietham and pro-
vides consulting in building the Fintech
framework to the SBV and other bodies. To
support Fintech in Vietnam, VFC joined the
Fintech Challenge Vietnam as organizer
and partner, in cooperation with Vietnam
Innovative Startups Accelerator (VIISA) to
establish the first ever Fintech Lab. To ex-
change expertise on Fintech around the
world, VFC has worked with peers and
partners from Korea, Latvia, Singapore,
Thailand, Taiwan, and the World Bank/
International Finance Corporation (IFC).
Discussion with these partners is valuable
and will provide the material for the sup-

VIETNAM FINTECH CLUB

Vietnam Fintech Club (VFC) was established in
2017 under the supervision of the Vietham Bank
Association to initiate a channel for Fintech com-
panies to support Fintech activities in Vietnam,
share experiences and propose to authorities

porting authority to build a framework for
the Fintech business.

The new normal brought about by
the COVID-19 pandemic, opened many
opportunities for Vietnam to expand its
digitization through Fintech to develop
its society as well as to promote financial
inclusion. As Nguyen Dang Hung, Chair-
man of the VFC said, “Fintech is changing
the banking and finance sector in Vietnam
and making the industry more crowded
than ever. Once the framework of Fintech
is fully set up, the Fintech market in Viet-
nam will boom and put its footprint on the
Fintech World.”

to complete the Fintech legal framework. VFC
is playing a vital role in the market and coop-
erates with numerous organizations to aid all
stakeholders with the target to grow Fintech in
Vietnam.
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Introducing Nomura Foundation

Nomura Foundation (the Founda-
tion) is a public interest incorporated
foundation formed in 2010 from the
combined resources of three existing
foundations established by Nomura
Group, a financial services group com-
prising Nomura Holdings and its sub-
sidiaries in Japan and overseas. The
Foundation aims to support a dynamic
and sustainable economy and society by
promoting the social science disciplines,
enhancing international understanding,
and fostering young academic and ar-
tistic talent. It focuses on four program
areas: Social Sciences, Foreign Student
Scholarships, Arts and Culture, and the
World Economy.

The World Economy program sup-
ports research, conferences, and publi-
cations related to the macro economy
and capital markets.

In the macro economy area, the
Foundation has organized conferences
together with experts from the Brook-
ings Institution (US), Chatham House
(UK), the Development Research Center
of the State Council (China), and Bruegel
(Belgium) as well as Nomura Securities
and Nomura Institute of Capital Mar-
kets Research to share research on such
topics as monetary and financial institu-
tions, fiscal stability, and demographic
change and sustainability.

Panel Discussion at the 2015 Forum
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In the area of capital markets, the
Foundation has organized conferences
and roundtable discussions in conjunc-
tion with the Brookings Institution, the
Wharton School, the Development Re-
search Center of the State Council (Chi-
na), China’s Center for International
Knowledge on Development and Nomu-
ra Institute of Capital Markets Research.
It has also provided financial backing
for several conference volumes pub-
lished by the Brookings Institution, Cap-
ital Markets in India published by Sage,
Inc.,, and the quarterly Japanese-lan-
guage journal Chinese Capital Markets
Research.

Research papers and presenta-

tions prepared for conferences and the
content of print publications are avail-
able on the Foundation’s website http://
nomurafoundation.or.jp/en.

With the expanding importance
of Asia in the 21% century global econo-
my, the Foundation has been increasing
its support of intellectual interactions
among experts at think tanks, univer-
sities and government agencies in the
region. As part of this effort and recog-
nizing the importance of capital market
development in promoting economic
growth and prosperity in Asian coun-
tries, the Foundation started publishing
Nomura Journal of Asian Capital Markets
in 2016.

Lord Mervyn King at the 2015 Forum

Chinese Capital Markets Research
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Introducing Nomura Institute of

Capital Markets Research

NOMURA

Cover of Nomura Capital Markets Quarterly

2022 Vol.3-3 SUMmMer
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Cover of Nomura Sustainability Quarterly

Nomura Institute of Capital Markets Re-
search (NICMR) was established in April
2004 as a subsidiary of Nomura Holdings
to build on a tradition begun in 1965 of
studying financial and capital markets as
well as financial systems, structure, and
trends. NICMR develops original research
and policy proposals by specialists based
upon knowledge of actual business prac-
tice.

NICMR publishes some of its re-
search output in Japanese in Nomura Cap-
ital Markets Quarterly as well as Nomura
Sustainability Quarterly, and posts some
items in Japanese, English, and Chinese
on its website.

NICMR’s core mission is to contrib-
ute to reform of Japan’s financial system
and securities market in order to foster
establishment of a market-structured fi-
nancial system. Structural changes, par-
ticularly population aging, are having a
major impact on Japan’s economy and
society. Addressing the challenges created
by these changes calls for reforming social
security, tax, and public finance systems.
One of Japan’s most valuable resources
is the JPY2,000 trillion in financial assets
held by households. Establishing a mar-
ket mechanism-driven money-flow that
makes efficient, effective use of these as-
sets is critical to the country’s future.

NICMR’s research focus extends
well beyond Japan to encompass cur-
rent issues in capital markets around the
world. In addition to research offices in
New York, London and Beijing, NICMR
established a research office in Singapore
in 2015 to strengthen its Asian research
platform.

The continued growth of Asian
economies including China is generating
huge funding needs for infrastructure
and creating an urgent need for indirect
financing systems and robust capital mar-

kets in the region. Promoting the devel-
opment of Asian capital markets is a key
for the future of Asian financial systems
and economies. Moreover, it is important
that Asian perspectives and regional dif-
ferences are recognized in the post-glob-
al financial crisis environment of closer
cooperation among financial regulators
making rules and global standards.

NICMR’s recommendations for de-
veloping financial and capital markets
in Asia are based on analyses of past ex-
perience in developed economies. In
particular, Japan offers useful lessons on
the importance of direct finance for sup-
porting new businesses and of investment
services to cater to the needs of a growing
middle class.

NICMR has also been working to
strengthen its sustainability initiatives.
To this end, it established the Nomura Re-
search Center of Sustainability in Decem-
ber 2019. This research center focuses
on objective and practical research into
areas of sustainability closely related to
the financial and capital markets in major
regions including Asia.

As a member of the Nomura Group,
a global financial group based in Asia,
NICMR strives to contribute to the devel-
opment of financial and capital markets
in Japan and the rest of Asia through fun-
damental research and experience-based
policy recommendations.
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