
25 october 2016

Securlties and Futures Commlssion
35/F, Cheung Kong Center
3 Queen's Road

Central, Hong Kong

Dear Slr,

SFC proposes to enhance position limit regime

Thank you for the opprrh¡nlty to provlde our comments regardlng enhanclng positlon llmlt reglme.

Our responses to the questions posted in the Consultation Paper are below:

Q7ø Do yw øgree with the proposal to roise the cop on the excess posìtion limitfor HSI ond HHI

futures ond optlms contraß from the cu¡rent level of 5O% to 3ü)96?

We agree wlth the increase of the poslüon llmit br HSI and HHI futures and options. The tumover
has lncrease sþnifrcantly slnce 2014 to 2015 as polnted out ¡n para 1$20|n the consultation
document HSI and HHI Futures are very liquid and essentlal products for . to hedge the
market erçosure derlved from the market maklng actlvities across ETFs and other relevant optlons
producs. For example ln 2E28, provldes tlght prlces ln llne wlth the value of the HHI future,
We are able to do tltls because there ls a llquld and actlve hedge avallable ln the HHI futures. As

soon as there is a pricing ineffidency ln the market and we üade in the ETF, we will execute the
corrqspondlng orders to the HHUHSI futures mar*et, thus brlnging the value of the ETF and the
futuies back ln line. This pardcular trading strategies lmproves the market effclencl and benefrt the
whole market include retall investors in order to trade the products as close to the falr prlce/NAV as

possible,

Qlb Do yN sgree with the poposol reloting totightening the "odequate l¡nønciol copabllity"
requlrement os set out ln p*ograph 25? (NAV rcqulrcment øt o level not lessthan 55 billion)

Yes, we a6ree with the proposal relating to tlghtening the "adequate finandal capability'
requirement as set out in paragraph 25.

We beller¡e that wlth potentially larger positions arising from larger position limits, there is also
potentlally an lncreased risk of large financial losses, and thus Breater "financial capabilit/ should be

required as protect¡on. Therefore we atree that raising the flnanclal requirements of the EPs is

logical.

Q2 Do you have any comments on the proposed ETF market Maker Excess Pos¡t¡on L¡mit, ¡.e., on ETF

mo¡ket maker or liquidíty provider moy be øuthorized under the rules of the relevont recognized

exchonge compony to hold or conÜol futures or stock options contructs in excess of the stolutory
prescribed limitfor hedginq the risks orisíng from theír ETF morket mokíng or lìquìdity providing

octivitíes?



The proposed increase cap on the excess position ¡¡m¡t ¡s a maior improvement for market makers to
provide the necessary liquidity in alldireclions without reaching the cunent limit.

Q3o Do yw hove ony comments o¡t the proposed lndex Arbitroge Activity Excess Position Limit, i.e,,

the SFC moy outhorlze on EP orits olfiltote to hold or control HSI ønd HHI futures utd options
controcts in excess of the prescribed lìmitfor index orbitroge oct¡vit¡es? Do you hove any cwttflrents
on the deltnition of "lndex orbitroge" set out ln the proposed new section 4D(3) of the CLRP Rules

(see Appendix Al?

We agree that SFC should authorize an EP or is affiliate to hold or control HSI and HHI futures and

opt¡ons contracts in excess of the prescribed limit for index arbitrage activities. The definitlon of
"lndex arb¡trage" ls adequate in our view.

Q3b Do yu hove ony corann ents or suggest¡ons on the proposed eligibility criterio lor on EP or ¡ts
olftliote to be authorized by the SFC ìo hold or control excess posítion limits for index arbitroge
dctìvít¡es?

The proposed ellglblllty cr¡ter¡a are sufficlently thorough and necessary.

Q4o Do you hove øny comments on the proposed Asset Monoger Excess Position Limil i.e., tñe SFC

may outhorìze on osæt mønager to hold or control HSI ond HHI futures ond options controcts in

excess of the stotutory prescribed limit?

No comment

Q4b Do you hove ony comlments or suggestlons on the eligibility crlteria for asset monogers to qualify

for the Asset Monager Excess Position Limit?

No comment

Q5 Do you think it is oppropriote to set täe statutory position limit of oll stock options conùocts ot
750,O(N controcts?

supports the proposed increase of statutory position limit of all stock options contract. The

option market in HK has increased significantly as pointed out in para 51in the consultation and the
new limlt wlll encourage market makers to quote bigger size during volatlle market to improve
liquidity.

We also took part in the HKÊX consultation and were in favour of their proposal to move toward a

three-tier framework for SOPL as it gives them more flexibility to set these limits appropriately based

on factors such as market capitalisation, liquidlty and contract slze. The SFC lncrease of the statutory
posltlon limits of all stock options contracts to 15O000 contracts facilitates this dtange.

However, we would like to point out the proposed inconsistent approach between HKEX and SFC.

The lower limit imposed by HKEX wlll defeat the purpose of encouraging option trading in Hong Kong

and the purpose of this consultation. The inconsistent of limits also create an unnecesrxrry confusion

and administrative burden (i.e. cost) to EP/Market Makers.



wlll contlnue to apply and would llke an cfñclent proces for Úte appllcatlon of excess stock

option poetgon ltmlts beyond the statutory posltlon llmlt of 1f),(tr0 contracts to hc¡lltate lts market

maklng actMtles

Coræl¡¡bn

We thank you fur your conslderatlon of our comments ln relatlon to thc matters raised by the

Consultetlon.

ls commltted to supportlng fslr and tfanspsrent markets and would be pleased to esslstwlth

any quesüons you may have ln relatlon to our response ln thls sr¡bmlsslon.

Should you have any enquirie+ feel free to oonttct

Yours slncereln

For and on behalf of




