Developing the Mainland's commodity futures market (II): Hong Kong's role
How to make the best use of China's "home court".
This week I would like to share my thoughts about the role that Hong Kong can play in developing China’s commodity futures market.  I have already mentioned that, in order to improve the price-discovery function of the Mainland’s commodity futures market and make the Mainland’s economic activities more influential in international commodity pricing, and therefore help the commodity producers and consumers on the Mainland to control and manage international commodity price risk effectively, our country should develop its own commodity futures market in our own "home court" in our own time zone.
Since the return of Hong Kong’s sovereignty to China in 1997, China has had such a "home court".  The key issue is how to develop it and make the best use of it.  Hong Kong and the Mainland are in the same time zone; Hong Kong is irrefutably a part of China; Hong Kong is a free market without capital controls – foreign market participants may come freely to Hong Kong to trade.  Hong Kong possesses the world’s most advanced financial market infrastructure (including its multi-currency payment and settlement system) and already has a trading platform for commodity futures.  International experience in market development has shown that commodity futures markets of global significance are often associated with well-developed and open financial markets.  This is because institutional investors are an important group of participants in commodity futures trading, and futures, being a type of derivative instrument, require the financial market to be safe and robust. 
I therefore believe we need to consider how to bring together the demand-and-supply conditions on the Mainland, arising from its huge and fast-growing economic activities, and the highly efficient financial platform and open markets of Hong Kong to develop China’s own commodity futures market.  This does not mean that Hong Kong will replace the existing commodity futures market on the Mainland.  On the contrary, Hong Kong can help link the Mainland market to the international market for existing commodity futures products and new products in which the Mainland has a comparative advantage.  For commodity futures products not yet available on the Mainland, and in which Hong Kong enjoys a competitive edge, consideration can be given to developing a specific futures market in Hong Kong.  Precious metals futures and energy futures are two examples.  In developing these markets, it is crucial to have the participation of institutional and individual investors from the Mainland.  
In order to achieve this goal, participants in the Mainland commodity futures market must be allowed to trade and develop commodity futures products in Hong Kong.  Being among the world’s largest market participants, the ability and willingness of Mainland institutions to develop and trade commodity futures in Hong Kong will send a strong signal to attract other overseas market participants to come here.  Only then will it be possible for us to develop a commodity futures market of global significance within our country.  And linking up the Mainland’s and Hong Kong’s markets will help develop the country's overall commodity futures market.  Investors in Hong Kong and on the Mainland will then be able to trade financial derivative products and eliminate differences between the prices of the same financial instruments in the two markets.  Of course, this would require some form of arbitrage mechanism, which would involve foreign-exchange trading and related capital-control measures.  Such a link would help increase the depth and breadth of both markets, and raise our international competitiveness and resilience to external shocks.
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