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Hong Kong Bond Market and Investment Opportunities for Mainland Insurance Companies
Good morning ladies and gentlemen,

1. It gives me great pleasure to share with you today the development of the Hong Kong bond market and the investment opportunities for mainland insurance companies.  First of all, I’d like to thank the HKSARG Financial Services and Treasury Bureau for inviting me to participate in this forum, as the opportunity to network with so many representatives of the mainland insurance industry is truly unique.  Besides, Beijing is also one of my most favourite cities.
Introduction of The Hong Kong Capital Markets Association

2.
Before we discuss the bond market in Hong Kong, I’d like to make a brief introduction of The Hong Kong Capital Markets Association.
3.
The Association was established in 1986 as an industry body out of the initiatives of a group of debt market professionals.  In the past 18 years, the Association has grown with the Hong Kong bond market, and has provided a lot of input to the authorities about the developmental issues of the market.  The Association has also provided a platform for debt market participants to discuss and implement best practice issues, and has contributed to better communication.  In recent years, the Association has also dedicated a lot of resources to the education of the public in raising their awareness about the bond market.
Definition of the Hong Kong Bond Market

4.
As we begin to discuss the Hong Kong bond market, I feel that it is necessary to first define the term “Hong Kong bond market”.
5.
In general, this term is used to describe the Hong Kong dollar bond market.  However, as Hong Kong is an international financial centre, a lot of investment banks are using Hong Kong as the hub for their Asian bond businesses.  As such, although I will be focusing mostly on the Hong Kong dollar bond market today, I would also share with you some information about the international, and in particular, the Asian, bond market.
Hong Kong Dollar Bond Market Overview

6.
Now, let’s look at the development of the HK dollar bond market.
7.
The Hong Kong Monetary Authority (“HKMA”) set up the Exchange Fund Bills and Notes Programme in March 1990, and started issuing short dated Bills in the same year.  In May 1993, the HKMA started issuing 2-year Exchange Fund Notes.  In the ensuing years, the HKMA continued to launch longer dated Notes.  When the 10-year Notes were issued in 1996, the HK dollar yield curve was officially completed.
8.
The HK Special Administrative Region Government (“HKSARG”) also issued HK$20 billion 2- to 15-year notes this year, incorporating tranches sold to Hong Kong as well as international investors.  This also included approximately HK$5.2 billion retail bonds.  In addition, in May of this year, the HKSARG also securitized the earnings of five tunnels and one bridge and issued HK$6 billion on asset backed securities, making it the biggest securitization deal in Asia so far.  As you can see from tables 1 and 2, both of these bonds were received very favourably by the market.

9.
As for corporate bonds, the first HKD certificate of deposit was issued in 1977.  Following the emergence of the interest rate swap market, the fixed rate HKD market began its development in 1984.  The market had its ups and downs during the last 20 years of development.  After the Asian financial crisis, due to various factors including the drop in the lending appetite of banks, the establishment of the Mandatory Provident Fund, and the emergence of the retail bond market, the annual new issues volume grew from HK$56 billion (63 issues) to HK$173.8 billion (732 issues) in 2003, with a rate of growth of 196%.  Other than the Japanese yen bond market, the HKD bond market is now the most frequently used medium term note market by foreign issuers in Asia.

10.
In terms of categories of issuers, the HKD bond market is a very high grade one, as close to 80% of issuers are rated AA or above.
11.
As for the distribution of tenors, the HKD bond market used to have an average maturity of about 4 years.  But since last year, due to the continuous drop of interest rates and the demand from insurance companies in Hong Kong, 15-year bonds began to emerge.  Besides, we have seen a lot more long dated zero coupon bonds in the market this year, as well as many structured notes, including many callable and fixed to floating structures.
A Brief Overview of the Asian G3 Bond Market

12.
When I began I mentioned that the term “Hong Kong bond market” includes international bonds that are arranged in Hong Kong.  In Chart 3 we can see that in the last few years, USD bonds issued by Asian borrowers have been increasing steadily, and this year would likely exceed the US$36 billion total volume in 2003.  These Asian issuers include many Asian governments (from the PRC MOF to Korea and the Philippines), as well as some lesser rated corporations.  It’s also worth mentioning that there were many subordinated debt issues by Asian banks.  As such, the choice to investors is indeed diverse and wide.
Investment Opportunities for Mainland Insurance Companies

13.
In summary, the Hong Kong bond market, be it the Hong Kong dollar bond market or including also bonds denominated in other currencies, is already quite developed and transparent.  Also, the types of issuers available are also very diverse with a wide range of ratings from the highest to the not as high.  There are many different structures to choose from and the settlement and custody arrangements are very developed too.  Therefore,  I believe that mainland insurance companies should be able to find many appropriate investment opportunities in the Hong Kong market.

Conclusion

14.
The Hong Kong Capital Markets Association has had regular contacts with and visits on different regulatory bodies and issuers in China, with a view to enhancing the communication between debt market participants in the two markets.  The opportunity that we have today to meet and network with representatives from the insurance industry in the mainland is indeed a breakthrough.  I believe that this is a very good beginning and trust that we will be able to have a more in depth discussion during the panel discussion in the afternoon.  I also believe that together we will be able to make a meaningful contribution to the development of the markets in China and Hong Kong in the future.
15.
Thank you.
