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Virtual Assets and Traditional Finance
Mutually Penetrate Which
Gradually Forming a New Rule of Game

Leo Kwan, Principal Strategist

Preface

2025 is an important year for the accelerated development of virtual assets. Following
the release of the “Regulatory Roadmap for Hong Kong’s Virtual Asset Market” by the
HKSFC in Feb this year, the HKSAR Government also plans to publish its second policy
statement on the development of virtual assets within the year to explore how to combine
the advantages of traditional financial services with technological innovations in the field
of virtual assets. Looking back at the development trajectory of the virtual asset market,
since the publication of a paper titled “Bitcoin: A Peer-to-Peer Electronic Cash System”
signed by Satoshi Nakamoto in Nov 2008, the development of virtual assets was officially
started, and then the “Bitcoin” network was launched in Jan 2009. Around 16 years later,
“Bitcoin” becomes a hot topic of the investment market. Driven by the Bitcoin investment
boom, virtual assets market is constantly changing, and a wide variety of products have
emerged. Today, there are more than 1,600 Cryptos in the market. However, despite the
rapid development of virtual assets, the concept of “Decentralized Finance” (DeFi) has
been challenged and questioned. With the active participation of the Government and
regulators, the development track of the virtual asset market has also changed. This report
briefly analyzes the latest market situation of virtual asset market and attempts to explore its

future development trends.

I. Types of Virtual Assets and its Influencing Power
Continue to Increase

Virtual assets are based on blockchain technology and a Decentralized Financial
(DeFi) ecosystem. With the support of blockchain and smart contracts technologies as well
as technological and financial innovation, virtual assets have rapidly developed with the
concept of DeFi, among which “Bitcoin” and “Ethereum” have become iconic virtual assets.
Today, 16 years after the birth of Bitcoin, the virtual asset market continues to change and

develop, and is flourishing all over the world.

Disclaimer : This article reflects only the viewpoints of the author. It neither represents the opinion of the institution nor constitute any investment advice.



The total market value of global virtual assets (e.g. crypto, tokenized assets, etc.) have shown a fluctuating upward trend due to
a variety of factors. According to data from the Investing.com, as of May 13, 2025, the total market value of global crypto exceeded
USS$3.3 trillion, of which Bitcoin dominated (over 50%) with a market value of over US$2 trillion (approximately HK$16 trillion).
Ethereum, which ranked second, had a market value of US$296 billion (approximately HK$2.3 trillion), which was only about
16.4% of Bitcoin. In addition, Stablecoins (such as USDT and USDC) are another crypto currencies that has attracted much attention
in the world, and their total global market value has exceeded US$220 billion.

From the perspective of market value, “Bitcoin” has already surpassed the total market value of silver, which is only less than
USS$2 trillion. This does not include spot and futures ETFs linked to Bitcoin, and other virtual assets like RWA (Real World Asset),
NFT, Meme coins, central bank digital currencies (CBDCs), and some less well-known virtual assets, such as utility tokens and
privacy coins. Among them, the Trump Meme Coin (§TRUMP) issued by the US President Donald Trump has a total market value
of more than HK$100 billion (about US$14 billion). As of May 2025, there are rumors in the market that Trump may issue a second

batch of meme coins.

In addition, in Feb 2025, Invest Hong Kong approved a “Capital Investment Entrant Scheme” (CIES) application with
Ethereum (ETH) as a proof of assets of HK$30 million, which is considered equivalent to traditional assets. At the same time,
HashKey Capital launched the first “HashKey FTSE Digital Asset 20 Index Fund” (HashKey 20') approved by the HKSFC for
institutional and professional investors in Feb 2025, allowing investors in the CIES to allocate HK$10 million (1/3 of the investment

threshold) to the HashKey 20 Index Fund. It indicates that the market recognition and influence of virtual assets are rising.

II. Regulators Gradually Enter the Market, and the Market Structure
Shifts from Decentralized to Traditional Financial Model

In the DeFi system, all transactions of virtual assets do not need to rely on financial instruments provided by traditional
financial institutions (FIs) such as brokerages, exchanges and banks, nor do they require legal institutions and centralized units such
as lawyers and accountants to verify and execute. Its unchangeable and traceable nature allows both parties to the transaction to

directly trust the DeFi system, which largely gets rid of the supervision on financial transactions, services and products.

In the early stages of virtual asset development, the market generally values its high autonomy, the ability to automatically
execute transactions through smart contracts 24/7, openness, transparency and low costs. All transactions are recorded in the
blockchain system, eliminating intermediary, manpower and rental costs, and able to trade through mobile phones. However, when
running in a completely decentralized architecture, each transaction needs to read all blocks in full before it can be confirmed, which

2 .
” architecture has

will inevitably lead to efficiency problems. Therefore, whether it is Bitcoin or Ethereum, a similar “archive node
emerged, which uses a snapshot to calculate all the ledgers on the chain at a certain point in time, which can be verified through
recalculation and speed up the accounting process. In addition, the unregulated and non-intermediary financial system has also led
to rampant fraud, such as online fraud and exchange hacking. Victims are likely to have nowhere to seek for help. Participants with

technical or capital advantages can gain relative advantages, which will gradually form unequal classes.

In recent years, the development of virtual assets in Hong Kong has gradually taken root in the centralized regulatory system
of traditional finance. This is partly because the market and regulators have gradually realized that the DeFi operating model carries
great potential risks. Virtual asset markets have seen a series of issues, involving illegal activities such as illegal transactions,

fraud cases and market manipulation, which have led to several major accidents, such as the closure of FTX, the world’s second

! HashKey 20 currently includes Solana, Dogecoin, Cardano, Avalanche, ChainLink, Polkadot, Stellar, Filecoin, and Ripple.

2 Archive nodes store all historical states of a blockchain between blocks. An archive node essentially contains snapshots of the network at
different points in time.



largest virtual currency exchange, and the theft of more than 400,000 ETH (worth US$1.5 billion) from the Bybit exchange, as
well as the evaporation of US$40 billion in market value after the value of LUNA tokens returned to zero, bringing a lot of shocks
to the investment and financial markets. Therefore, traditional regulatory bodies must enter the market to improve the regulatory
environment of the virtual asset market to minimize the impact of emerging DeFi concepts on traditional financial markets. On
the other hand, Governments, central banks and regulators in many countries around the world have begun to study and deepen
their participation in the virtual asset market. According to a survey released by the Bank for International Settlements (BIS) in
2024, 94% of the world’s central banks have invested in central bank digital currency (CBDC)-related work. In Asia, China, India,
Thailand and other countries have entered the initial application or testing stage, reflecting that virtual assets are gradually moving

towards the traditional financial operating system.

II1. With the Active Promotion of the HKSAR Government, Hong Kong is
Expected to Become an Innovative Testing Field for Virtual Asset Biz

In Oct 2022, the HKSAR Government, through the Financial Services and the Treasury Bureau, issued the “Policy Statement
on the Development of Virtual Assets in Hong Kong”, clarifying the Government’s policy stance and guidelines on promoting
the virtual asset industry, and demonstrating its determination to develop Hong Kong into an “international virtual asset centre”.
Subsequently, local regulatory authorities have introduced corresponding regulations, statements and guidelines. Since Oct 2022,
the Hong Kong Monetary Authority (HKMA) has issued a total of 41 notifications to the market on virtual asset supervision,
mainly focusing on areas such as staking guidance for licensed virtual asset trading platforms, intermediary activities, tokenized
asset custody, stablecoin issuer “sandbox”, and anti-money laundering risk management. By refining the regulatory content and
guidelines, it systematically promotes the development of the virtual asset market. Meanwhile, the HKSFC issued a total of 40
related announcements, such as the licensing system for virtual asset trading platforms, circulars on the SFC’s approval of funds
to invest in virtual assets, provision on staking service for virtual assets and authorised virtual asset funds, and the “A-S-P-I-Re”
regulatory roadmap, namely Access, Safeguards, Products, Infrastructure and Relationships, to achieve orderly development. In
addition, the HKSAR Government plans to publish its second policy statement on the development of virtual assets within the year
to explore how to combine the advantages of traditional financial services, with technological innovations in the field of virtual
assets to enhance the security and flexibility of traditional economic activities. It encourages local and international companies to

explore the innovation and application of virtual asset technology.

With the active role of the Government and regulators, the local virtual asset market has made many breakthroughs.
The first is to launch the virtual asset trading platform licensing regime, as of Jun 2025, a total of 10 licensed trading platforms are
officially in operation, significantly reducing platform risks. The second is to successfully promote the issuance of virtual asset ETFs
by the Hong Kong Stock Exchange (HKSE), and further realize the issuance of “Bitcoin” and “Ethereum” futures and spot ETFs. As
of the second quarter of 2025, there are 18 virtual currency ETFs listed on the HKSE, with a total market value of HK$9.2 billion.
Third, by introducing virtual asset staking services, investors can earn income from virtual assets in a regulated market environment,
helping to improve the liquidity of virtual assets. Fourth, to regulate and/or implement a licensing regime for fiat-referenced
stablecoins (FRS) and virtual assets over-the-counter trading services (OTC). The Hong Kong Legislative Council completed the
third reading and passed the “Stablecoin Bill” on May 21, 2025, and the relevant regulations are expected to come into effect in
2025. In addition, OTC regulation is expected to be introduced within the year, which will promote the further standardization of
the virtual asset market and reduce the number of crypto OTC money changer scams that have occurred in Hong Kong in recent
years. Fifth, it successfully attracted the “Consensus Conference”, a key event in the global cryptocurrency and Web3 industry, to be
held in Hong Kong in Feb 2025, bringing together thousands of industry elites and corporate representatives from the global virtual
assets, blockchain, Web3 and financial technology industries, confirming Hong Kong’s market position in the virtual asset business.

It is worth noting that the Hong Kong SAR Government is more directly involved. Based on the HKMA’s Project Genesis, Hong



Kong has issued two batches of Government tokenized green bonds in 2023 and 2024 respectively, making tokenization move from

proof of concept to practical application.

IV. As Virtual Assets Evolve to RWA, Traditional Financial Institutions are
Exploring Business Opportunities with a Cautious Attitude

Virtual assets started with the early concept of Web3.0 and DeFi, both products and business models have gradually moved
closer to the traditional financial system. After the entry of regulatory bodies, the virtual asset market began to follow a systematic
and standardized development mode. Under the requirements of related regulations, the role of traditional FIs is gradually becoming
more important. For example, the HKSAR Government launched the first batch of Government tokenized green bonds in Feb 2023,
introducing traditional FIs such as banks, investment banks as well as custodians, and also kicked off the mutual penetration and
market’s integration of the virtual asset and traditional financial market. Subsequently, the HKSFC introduced a licensing system for
virtual asset trading platforms, the issuance of crypto spot and futures ETFs, and the launch of a series of projects such as Ensemble
and Stablecoin Sandbox, which continued to promote and increase the participation of traditional financial industries in the virtual
asset market. At the same time, traditional FIs have also begun to actively use blockchain technology to explore the launch of

tokenized products and services.

Today, traditional FIs such as banking groups, asset management companies, insurance companies, investment banks, fund
house, and securities firms have entered the market one after another, showing a trend of mutual penetration and interactive
development between the traditional and new financial systems. However, at this stage, traditional FIs generally adopt the “steady

and prudent approach”, which can be summarized into two major areas.

In terms of supporting policy projects, traditional FIs are more active, such as participating in the Project Ensemble
(interbank payment settlement, tokenized bond settlement, tokenized e-bill of lading settlement), CBDC, mBridge, stablecoin
sandbox, and supporting the issuance of crypto ETFs and other projects. They are playing a very important supporting role. In

general, they are actively cooperating with the Government’s steady and progressive development pace.

In terms of promoting innovative projects, the strategies of traditional FIs are not overly aggressive. Instead, they are
more focused on developing a combination of the virtual and real world assets, such as promoting tokenized funds, gold, bonds and
other real world asset (RWA) projects, while avoiding aggressively participating in customer marketing and trading services for
cryptos and related products (such as ETFs) with huge price fluctuations and higher potential risks. As of the second quarter of 2025,
only a few traditional banks provide cryptos ETF trading services to their customers, while other innovative market players like

digital banks and digital brokerages are more aggressive and have relatively high participation.

V. The “Investment Attribute” of Virtual Assets is Developing Rapidly, and
the “Payment Attribute” is Expected to Catch Up

Referring to the definition of the Hong Kong Investor and Financial Education Council (IFEC), “Virtual assets are a digital
representation of value that can be traded, transferred or used for payment or investment purposes. Examples of virtual assets
include crypto assets, decentralized autonomous organisation tokens, non-fungible tokens, and tokens claiming to be backed by
commodities or other underlying assets...”. In general, virtual assets mainly include two connotations. One is “investment”, such
as tokenized RWAs (such as gold, real estate, and artworks) and cryptos (such as Bitcoin and Ethereum), which can be regarded as

tools for storing value and making investments for profit. The other is “payment”, as a substitute for traditional currency to achieve



peer-to-peer (P2P) transactions, small-amount instant payments, in-game transactions, etc. (such as special-purpose tokens), or used

to reduce the cost and time of cross-border remittances in the traditional financial system (such as USDT and XRP).

From the above analysis, it can be seen that the “investment” attribute of Hong Kong’s virtual asset market is developing
relatively fast. Investors can participate in tokenized funds and gold, bonds, cryptos and related futures and spot ETFs
through banks, securities firms, licensed trading platforms and traditional money changers. In the future, it is more likely to
contact and participate in a wider range of investment products (such as real estate, artworks, large projects, etc.) through
RWAs or STOs (security token issuance) projects. However, at present, local retail and corporate customers generally fail
to use tokenized virtual assets as a medium of “payment” and still rely on traditional currencies and related e-transactions,
such as e-payments solutions offered by banks, credit card, licensed SVF, as well as the HKMA’s fast payment system “FPS”
and cross-border remittances, etc. Nevertheless, as eCNY begins to be put into use, eHKD is also under study, and the
supervision and implementation of the licensing regime for stablecoins would be gradually realized within 2025. It is
expected that virtual assets will be applied in areas such as daily and cross-border trade payments, and their payment

attributes will be gradually extended and developed.

VI. Conclusion: Virtual Assets Will Continue to Transform and Grow,
Developing Steadily on the Basis of Four Major Elements

The market transformation of virtual assets is still on the way, and many areas such as stablecoins, OTC trading services,
cross-border/multinational virtual asset transactions, innovative development paths and supervision of tokenized assets are still in
the development process. It is expected that with the active participation of Government and regulators, and the communication
and cooperation with international regulators, the rule of game of the virtual asset market will gradually change and develop

healthily in four main directions.

Standardization. through the efforts of the HKSAR Government and regulators, such as legislative regulation and the issuance
of licenses, the regulatory environment of the virtual assets market will continue to be improved and refined, moving from chaotic

development to a more standardized development stage.

Specialization. On the one hand, products must be professionalized. Products that are approved by regulators must undergo
appropriate evaluation or review to effectively reduce risks and improve professionalism. On the other hand, trading platform
management must be professionalized. Asset custody, fund utilization, trading processes, technical operations, etc. are all subject to

professional supervision to protect the interests of investors.

Popularization. Through legislative regulation, the potential risks of virtual assets transactions are expected to be gradually
reduced. Investors can participate in the buying, selling and investment activities of virtual assets through regulated trading

platforms, securities firms, commercial banks and digital banks.

Diversification. Virtual assets are developing in two major areas. One is the continuous extension of investment product types,
expanding from cryptos-related transactions to tokenized RWA (such as funds, bonds, precious metals, securities, etc.); the other
is the continuous development of payment services. With the continued popularization and development of CBDC such as eCNY
and eHKD, and the subsequent entry of stablecoins, it is expected to help realize the exploration and development of cross-border

payments with tokenized assets under a regulatory environment
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This document is published by Bank of China (Hong Kong) Limited (“BOCHK?”) and is for reference only.

The content contained in this document has not been reviewed by the Securities and Futures Commission of Hong Kong.
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such distribution would be contrary to any laws or regulations.
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verified. Therefore, BOCHK does not make any representation, warranty or undertaking as to the accuracy, completeness or
correctness of the information or opinions provided in this document. The forecasts and opinions contained in this document
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of the relevance, accuracy and adequacy of the information, projections and/or opinions contained in this document and
make such independent investigations as they may consider necessary or appropriate for the purpose of such assessment.

The securities, commodities, foreign exchanges, derivatives or investments referred to in this document may not be
suitable for all investors. No consideration has been given to any particular investment objective or experience, financial
situation or other needs of any recipient. Accordingly, no representation or recommendation is made and no liability is
accepted with regards to the suitability or appropriateness of any of the securities and/or investments referred to herein for
any particular person’s circumstances. Investors should understand the nature and risks of the relevant product and make
investment decision(s) based on his/her own financial situation, investment objectives and experiences, willingness and ability
to bear risks and specific needs and if necessary, should seek independent professional advice before making any investment
decision(s). This document is not intended to provide any professional advice and should not be relied upon as such.

BOCHK is a subsidiary of Bank of China Limited. Bank of China Limited, its subsidiaries and/or their officers,
directors and employees may have positions in and may trade for their own account in all or any of the securities,
commodities, foreign exchanges, derivatives or investments mentioned in this document. Bank of China Limited or its
subsidiaries may have provided investment services (whether investment banking or non investment banking related), may
have underwritten, or may have acted as market makers in relation to these securities, commodities, foreign exchanges,
derivatives or investments. Commission or other fees may be earned by Bank of China Limited or its subsidiaries in respect of
the services provided by them relating to these securities, commodities, foreign exchanges, derivatives or other investments.

No part of this document may be edited, reproduced, extracted, transferred or transmitted to the public or any
unapproved person in any form or by any means (including electronic, mechanical, photocopying, recording or otherwise),
or stored in a retrieval system, without the prior written permission of the BOCHK.
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