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Good morning, ladies and gentlemen,

It is my pleasure to address you today at the opening of the Asian Securitisation Summit in Hong Kong. On behalf of the Hong Kong Government, I would like to extend my warm welcome to all of you, particularly those who have travelled from overseas to Hong Kong to participate in this summit.   I believe the programme of the event already speaks for itself that securitisation is by no means a simple topic, but one that involves sophisticated structure and techniques, touches deep into different aspects of the financial system, carries wide implications across sectors, and probably varies from country to country.  I have no doubt that all who participate in the summit will benefit from the rich sharing of such an experienced pool of speakers coming from prominent financial institutions and firms in the region.    

Global trend on securitisation

------------------------------------

We would all agree that the markets for asset-backed securities, or "ABS", have been growing rapidly around the world, and now constitute a prominent segment of the Asian and global capital markets.  The US ABS market, which had the first ABS issued in 1985, continues to be the world's largest.  Over 70% of worldwide securitisation issuances comes from the US, and nearly 50% of corporate issuances in the US is by way of ABS.  The first mortgage securitisation in Europe was completed in 1987.  Public or private asset-backed issues have since become increasingly popular in many European countries such as France, Germany, Spain, Italy, Belgium, etc.  A number of economies in Asia, including Japan, Korea, Hong Kong, Thailand, Indonesia, India and the Philippines have all seen the introduction of ABS, and the amount involved is growing fast.  The instrument has become a standard component of conservative, yield-seeking international investment portfolios.

Allow me to rehearse some basics of securitisation, which may help to crystallize our thoughts in considering the matter.  Securitisation, by definition, is a process that turns loans or assets into marketable securities. The key to asset securitisation is the separation of good assets from a company or financial institution and the use of these assets as backing for high-quality securities that appeal to investors.  ABS are bonds or notes backed by financial assets, and the unique characteristic is that their creditworthiness derives from these assets and the income they generate instead of the repayment capability of the originator of such underlying assets.  The core elements that make this technique work are the ability to (a) isolate the assets, thus making them more identifiable, secure and liquid; (b) transfer risks to those best able to evaluate and bear them; and (c) create tradable securities, hence increasing economic efficiency by providing cost savings to borrowers, creating investment opportunities for investors, and developing the capital markets.

It is not hard to explain why securitisation is becoming so popular worldwide.  In recent years the ABS market has enabled companies and banks to finance a wide range of assets in public debts and has attracted a variety of fixed-income investors.  The asset securitisation technique, though complex, has won a secure place in corporate finance and investment portfolios because it offers originators a cheaper source of funding and investors a superior return.  For financial institutions, securitisation is a means of removing assets from the balance sheet and of freeing up capital to support further lending.  For investors in Asia, including banks, unit trusts and pension funds, the securities offer yields usually exceeding those on comparable corporate bonds and provide diversification into a different form of investment.  Because the issues usually have high credit ratings, the securities tend to be more liquid and may be actively traded in secondary markets.  And for the economy as a whole, securitisation promotes capital market development as more high quality securities are added to the fixed-income market.  Many countries also rely on securitisation as a tool for enhancing residential home ownership and financing of infrastructure projects.

Securitisation in Asia

--------------------------

We note that the development of deep and liquid bond markets has been a longstanding goal of many Asian economies.  Big, robust and diversified capital markets in Asia would help to keep Asian savings within the region and reduce the chance of financial volatility and instability for the region arising from capital flows seeking better investment opportunities outside Asia.  Among the many structural factors hindering the development of bond markets in the region, we have identified that the credit quality gap between the generally low credit ratings of issuers and the minimum credit quality requirement of investors is one of the major problems.  We all know that there is no lack of savings in Asia.  In fact, Asia has a much higher savings rate compared to the US and Europe.  And there is no lack of investors who are ready to put their money in high quality debt securities with attractive yield and stable returns.  The problem is, there is a serious lack of supply of investment grade securities in the region, and many corporate entities suffer from poor stand-alone credit rating which reduces their access to debt markets.  To resolve this problem, the issuance of high-quality low-risk debt instruments needs to be increased so that a greater portion of public and private savings could be intermediated within the region.

A few years ago we identified that securitisation coupled with credit guarantee was one solution to the problem I just mentioned.  Securitisation enables borrowers to issue ABS that can enjoy a credit rating higher than what a borrower can get on its own, because the good assets are separated from the borrowers, and there is no question about creditworthiness of the issuers.  When combined with credit enhancement and guarantee arrangements, these securities could attain a credit rating high enough to meet the requirements of investment managers.  Securitisation therefore enables smaller corporate entities to access bond markets and reduce their reliance on short-term commercial bank finance.  

APEC Initiative on Development of Securitisation and Credit Guarantee Markets

-------------------------------------------------------------------------------------------------

It was against this background that we worked together with Korea and Thailand and won the support of APEC Finance Ministers in 2002 to launch an APEC Initiative to promote securitisation and develop securitisation and credit guarantee markets in APEC economies.  The objectives of the Initiative are to promote the understanding and awareness of the importance of securitisation and credit guarantees to bond market development in the region, and to assist APEC member economies in identifying market impediments and taking concrete steps to remove them.  By tackling impediments in the domestic bond markets, the overall efficiency in financial intermediation in the region would be enhanced.

This action-oriented Initiative has received encouraging response from APEC economies, and good progress has been made.  Expert panel visits have been arranged to Thailand, China and Mexico, and draft actions plans have been prepared for these economies receiving expert advice.  Two policy dialogues have also been held to promote understanding and exchange views about securitisation and credit guarantee markets.  

The policy makers, regulators, experts and market participants who have taken part in this Initiative would definitely agree that many constructive opinions and practical action plans have emerged from the Initiative.  I believe all APEC economies, not only Thailand, China and Mexico which have chosen to receive expert advice, have benefited from the insightful findings and fruitful exchanges.  

Many economies have already made progress in regulatory and legal reforms to facilitate the development of securitisation and credit guarantee markets.  Such developments are very encouraging.  We are seeing new guidelines issued and legislation enacted on ABS, efforts made to streamline the functioning of ABS markets, reforms to strengthen the legal framework in supporting securitisation transactions, and measures to remove impediments on tax and accounting treatments, etc.  Some economies are also interested in using the securitisation market as an integral part of their financial sector strategy to promote financial stability and economic growth.  But above all, we are most encouraged to see high level policy support from governments and co-ordination between agencies, which are most important for the successful implementation of such reforms.  The valuable part of the APEC Initiative is that it provides a focus and impetus to pool resources and promote co-ordination among various ministries through the formation of inter-departmental task forces to drive efforts towards removing market impediments.      

Securitisation in Hong Kong

----------------------------------

Let me now turn to the recent developments in Hong Kong.  Like many Asian economies, Hong Kong needs to develop deeper, bigger and more robust capital markets.  Promoting the local bond market has been high on my agenda since I became the Secretary for Financial Services and the Treasury in July, 2002.  While Hong Kong possesses many fundamental advantages to become a bond centre, such as a sound legal system, world-class financial market infrastructure, efficient and transparent regulatory regimes, free flow of capital, simple and low tax, and an abundant supply of financial professionals and intermediaries, our equity markets have all along outperformed our bond markets.  Recognising the weak link in this regard, the Government has done a lot, including simplifying the issuance process and offering tax incentives.  The Government has put forward a range of amendments to the Companies Ordinance to streamline bond issuance.  A one-year pilot scheme for promoting Exchange Fund Notes in the retail market was launched in August, 2003.  We have also been actively encouraging public corporations to take the lead in launching debt issues in local currency with longer maturity periods, particularly at the retail level.  You are probably aware that the Hong Kong Mortgage Corporation has recently launched a $20 billion Retail Bond Issuance Programme and its first issuance under such programme.  Its revolutionary reforms to the prospectuses to make them more user-friendly and also a convenient marketing tool to investors, taking advantage of the new guidelines issued by the Securities and Futures Commission, is a significant development to the local retail bond market.

In Hong Kong, securitisation is also gaining momentum.  The Hong Kong Mortgage Corporation has been issuing mortgage-backed securities since 1999.  More recently, synthetic securitisation and credit card receivable securitisation began to appear.   Last month, the Government successfully completed its debut securitisation, raising approximately $6 billion through the securitisation of future revenues from the government-owned tolled tunnels and bridge.  Proceeds of this project will be used for financing infrastructure projects.  This is a landmark transaction for Hong Kong.  It was not only the first securitisation issuance by the Government and the largest securitisation in Hong Kong, but also other than Japan the first of its kind in Asia, being the first securitisation of tolled facilities, the first securitisation publicly offered to retail investors and also the largest cash securitisation in the region.  Bonds of various maturities were on offer to fit in with different investor appetites, and to maximise the distribution to interested retail investors, the bonds were distributed through the largest retail distribution network ever established for a bond issue in Hong Kong.  More than 800 branches of 23 placing banks were involved, along with all interested brokers who may participate via the Central Clearing and Settlement System of the Hong Kong Stock Exchange. 

The Government's objective of this securitisation is to facilitate further development of the local capital market.  It is hoped that this transaction will serve as a stimulus to attract more private sector and non-government entities to consider launching their own structured or plain debt products in Hong Kong and to our retail investors.  This will help to consolidate our position as an international financial centre.  We are very much encouraged by the positive response of investors. With the help of the wide distribution network, together the retail bonds and the notes on the institutional side are more than two times oversubscribed.  This clearly signifies the potential breadth of the investor base for high quality Hong Kong dollar debt instruments. 

Closing remarks

--------------------

Many Asian economies are uniquely positioned to gain from the evolution of asset-backed financing in the region, and there is no question that the ABS market has enormous growth potential in Asia.  The demand for asset-backed products is unquestionable.  The key is to increase the supply of investment grade debt securities.  While the main driving force to develop securitisation should best be left to the market, the governments have the essential role in removing impediments and building the necessary infrastructure and regulatory environment to facilitate securitisation.  It is also important to step up education for issuers and investors concerning the benefits of issuing asset-backed products.  We are delighted to see the APEC Initiative adding value to this process, particularly in raising the understanding on securitisation and credit enhancements as well as generating actions in many APEC economies.

I am happy to see that the issue is high on the agenda of many Asian governments.  I am confident that we are in the right direction so long as the policy makers continue to accord high priority to promoting securitisation and bond market development, and work together with the industry to keep the momentum going.  Like the recent securitisation project launched by the Hong Kong Government, securitisation of infrastructure revenues could be more widely considered by governments seeking to secure funding for infrastructure projects, as I understand many investors are confident that investment in such projects in the region is a sound bet.

Finally, I hope that the interactions in this summit will result in more active developments in the securitisation market.  I wish this event a great success.
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