Consultation Paper on the Proposal on Severe Weather Trading of Hong Kong Securities and
Derivatives Markets (“Consultation Paper”)

BACKGROUND

With effect from July 2024, trading, clearing and settlement services and operations will remain operational
in both the Hong Kong securities and derivatives markets despite severe weather conditions.

Since 2018, severe weather has caused Hong Kong market closures on 11 occasions. Although HKEX
has well-established securities and derivatives market trading arrangements to deal with these situations,
closure does impact market players from portfolio management, as underlying positions remain open.
Furthermore, with the increase of multi-directional capital flow, and the suite of futures and option products
being increasingly important international products, suspension of the Hong Kong markets also impacts
investor access to the mainland markets such as Stock Connect (Northbound and Southbound) as well as
international participation in our markets.

The proposal has been developed alongside the government and financial institutions. Key considerations
include personal safety, and therefore no physical outlets will conduct services. The Stock Exchange
systems are fully accessible remote. Hong Kong Monetary Authority and Hong Kong Association of Banks
have committed to make e-cheques clearing and online banking services for money transfer services
without physical branch services. adequate preparations to ensure remote operations as well as the ability
to transfer funds

The Consultation Paper contains the information and the following questions appear at the end of each
section.




APPENDIX

Q1: Do you have any comments or concerns on the proposed arrangements for the Hong Kong
securities market?

Response: Please see response to Question 10.

Q2: Do you have any comments or concerns on the proposed arrangements for Northbound Trading
under Stock Connect?

Response: Please see response to Question 10.

Q3: Do you have any comments or concerns on the proposed arrangements for Hong Kong
derivatives market?

Response: Please see response to Question 10.

Q4: Do you have any comments or concerns on the proposed arrangements for new listings and
new products?

Response: Please see response to Question 10.

Q5: Do you have any comments or concerns on the proposed money transfer arrangements: (i)
Cheque clearing (ii) Banking services

Response: Please see response to Question 10.

Q6: Do you agree with the proposed arrangements for listing applicants and listed issuers as set
out in paragraphs 90 — 91 above, where (a) no change should be made to the existing definition of
“business day” under the Listing Rules; and (b) consequential amendments (where necessary)
should be made to the Listing Rules to remove any current time extension? Please provide reasons
for your view.

Response: we agree with the reasoning set out in the consultation paper.

Q7: Do you agree with the proposed arrangements for listing applicants and listed issuers as set
out in paragraphs 92 — 94 above, and that consequential amendments (where necessary) should be
made to the Listing Rules to accommodate situations where there are practical difficulties in
complying with a Listing Rule obligation on a SWT Day? Please provide reasons for your view.

Response: we agree with the reasoning set out in the consultation paper.

Q8: Do you envisage there being any material practical difficulty in complying with any particular
Listing Rule requirements (e.g. those identified in paragraph 93) if a SWT Day is counted as a
“business day”? If so, please explain the practical difficulty with reference to the relevant Listing
Rules.



Response: Please see response to Question 10.

Q9: Do you agree that consequential amendments to the Listing Rules should be made to reflect
any arrangements proposed under this chapter and the relevant trading and clearing arrangements
proposed under Chapter 2?

Response: we agree

Q10: Under the proposed model, do you foresee any insurmountable difficulties for implementing
SWT? If yes, please specify.

Response: We agree that, in order to remain competitive and in order to avoid disruption to the multi-
directional capital flows which are typical of the available markets and products traded in the Hong Kong
securities market, the ability to continue trading in severe weather is critical for the continued maintenance
of Hong Kong as an international financial centre.

We also agree with the key principles in the Consultation Paper that no physical financial facilities should
be open on severe weather trading (SWT) days.

The issues that we need to take into account of and cater for are the factual situation in Hong Kong which
has many small brokers and retail customers. Younger investors will no doubt have easily adopted
technology in the management of their investments. However, it remains a fact that small brokers do work
with their customers through the phone and the physical delivery of cheques to settle trades. It is not
sufficient for the SWT proposals to operate solely on the basis that technology makes available electronic
means of trading and settlement. It also needs to take into account whether smaller operators have the
means to undergo systemic changes and also to retrain personnel to become conversant in the new ways
of trading and settlement.

For example, we see that the proposals involve fairly large responsibilities on market participants to adopt
measures to meet the requirements of the new SWT initiative. For example, in paragraph 81, it is stated
that: “Participants are strongly encouraged to adopt and familiarise themselves with electronic means for
money transfer such as Clearing House Automated Transfer System (“CHATS”), Faster Payment System
(“FPS”), e-cheques and Autocredit bulk settlement runs (“Autocredit”), to prepare for the implementation of
SWT.” The training and software enhancement costs that may be required, as well as the development of
personnel familiarity with new systems, may not be easily surmountable.

In other words, it is not sufficient simply to require all service providers to comply with rules by a certain
date. Practical implementation, and perhaps onsite personnel from the Exchange to offer guidance, and
the provision of training, should accompany this new initiative. Practicalities need to be addressed.

A particular practicality to address is the event of a failed settlement, and the definition thereof. For example,
if a purchaser of stocks provided a physical cheque to his broker ahead of time for clearance on SWT, does
the purchaser alone bear the risk of no cheque clearance on SWT or does the broker need to bear part of
the responsibility of failed settlement? We believe that it is necessary for the overall SWT trading system
to cater for events of failed settlement, not only in terms of legal liability but in the same day (including the
SWT day) solution (including mechanics) in the smooth running of the market. In this regard, any rules must
address such issues with maximum clarity.

In addition, we believe that SWT is a step in the right direction. However, in order for Hong Kong to become
truly competitive, the infrastructure that we build for SWT trading could similarly be applied to extend the
trading hours of the Hong Kong market on a daily basis. The work to be done to cater for SWT days can



likewise facilitate longer trading hours in Hong Kong for Hong Kong stocks, which would allow overlap with
the trading hours of some overseas markets and encourage trading volumes and revenue in Hong Kong.

Q11: Would there be adequate time to prepare for SWT to come effective in July 2024 under the
proposed model? If not, what would be a reasonable length and why?

Although we need to catch up quickly to implement SWT rules, the deadline for implementation really
depends on how much time the market participants require to adapt to the new rules. The new measures
may not allow transitional periods as we cannot have a market where some participants trade on SWT days
but others do not. Therefore the July 2024 deadline needs some fluidity and the Exchange should gather
market feedback on this issue urgently.




