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Honourable guests, ladies and gentlemen, good afternoon. It is my pleasure
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now about 60% of the northbound cumulative net buy since the launch of Stock Connect.
The two numbers have grown largely in sync. So, clearly, Stock Connect delivers a win-win
situation: it enables global investors to share in Mainland & K L Qdbdfpth story on one hand,
and also powers the growth of our OTC derivatives market on the other.

Better still, we believe strong growth potential lies ahead. By our estimation, the gross
notional value of OTC derivatives on A shares is about 1.5% of the A-share market
capitalisation. This is far lower than the 9-14% for major developed markets and implies
ample headroom.

Managing risks with derivatives products in Hong Kong

Let me now talk about the second development. Overseas investors have now accumulated
substantial amounts of Mainland investments through various Connect schemes, so their
demand for risk management tools has surged.

To meet this demand, we delivered a key product in 2021, that is, the MSCI China A50
Connect Index futures (or A50 futures). As a complement to Stock Connect, A50 futures
provides an effective tool to manage risks of A-share exposure and has since become a
major Mainland-related derivatives product in the Hong Kong market.

As part of our long-term strategy to reinforce the Connect schemes and expand market
access, we are pulling our weight to launch more Mainland-related derivatives, to build on
the success of A50 futures. The China Securities Regulatory Commission has recently
expressed support for the launch of an A50 options contract in Hong Kong. With a lot of
preparations done, we believe the options contract can supplement the existing futures
contract and enable market participants to implement more tailored trading and hedging
strategies. This may also encourage more A-share based investment products to be issued
and therefore boost ecosystem vibrancy. Besides, a broader suite of offshore hedging tools
may increase L QY H \partiRiparidn in the A-share market.

In the fixed income market, you may be aware that the Mainland authorities support the
launch of Treasury bond (T-bond) futures in Hong Kong. T-bond futures will complement
Swap Connect as another effective offshore risk management tool and further encourage
foreign investors to participate in the Mainland bond market. We hope to bring you the good
news soon for both A50 options contract and T-bond futures.

ITHW TV QR ¢ CohbetHMAIn Yoes both ways. Southbound investors are also showing
keener demand for tools to manage risks in the Hong Kong market. They currently hold
HK$2.7 trillion worth of Hong Kong stocks, but hedging tools available to them are relatively
limited.
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Mainland authorities and overseas investors in the immediate future. In addition, capital flows
under Futures Connect could be tremendous if trading activities or the demand for margin
calls suddenly surge in times of high volatility. We will examine these issues closely in further
discussions and welcome your views.

Based on other markets § H [ S H U the I@tinbl of foreign futures contracts in a local

marketplace is straightforward and does not require infrastructural linkage to the home

PDUNHW 7UDGLQJ DQG VHWWOHPHQW RI IXWXUHV FRQWUDFWYV F
and practices. A case in point is the A50 futures in Hong Kong. The SFC will continue to

work with all stakeholders to explore ways to enhance + RQJ . R @elifafives product

offering and strengthen its role as a risk management centre.

RMB bond as collateral

Apart from broadening our derivatives product range, O HMWItfdge sight of other important

infrastructural issues. Collateral management for derivatives is one of these, and we are

discussing with Hong Kong Exchanges and Clearing Limited (HKEX) on how to enhance it. |

noticed one of the panel discussions today will be aboutthe ODLQOD QG pPng\tel WV
collateralisation, with a focus on using RMB bonds as collateral. This is timely given the

rising interest rates and growing RMB bond holdings by global investors. ,fP FRQILGHQW WKH
discussion will crystalise our ways to improve market efficiency in accepting non-cash

collateral, particularly RMB bonds, as initial margin from clearing participants.

Closing remarks

On a final note, let me emphasise Hong Kong always keeps its door open to the world. This

KDVQYW FKDQJHG DQG ZLOO QRW FKDQJH LQ WKH \HDUV WR FRP!
ever to participate in the local and Mainland markets, and take advantage of our expanding

Connect services and provision of a variety of risk management tools. As the saying goes,

toming together is a beginning; keeping together is progress; working together is success .

We look forward to closer collaboration with ISDA and the industry to further develop Hong

Kong as a leading financial centre and contribute to Mainland markets § RS H-@QoL Q J

, ZLVK WRGD\YV IRUXP ThadkybiD/evy Wicck.F HV V
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