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The Use of OTC Derivatives in Share Buybacks by Listed Companies
HU Xisha WU Zhaoyi FU Zhikuan
(Derivatives & Product Innovation Department of Huatai Securities Co., Ltd.)
Abstract Share repurchases by listed companies are a fundamental component of the capital market. They can have
a positive role in stabilizing stock fluctuations, replacing cash dividends, boosting market confidence, and optimizing
corporate governance structures. In mature overseas markets, listed companies can cooperate with investment banks
to assist repurchases through OTC derivatives, thereby achieving multiple objectives such as controlling costs and
managing risks. This article seeks to explain the general regulatory logic for the use of OTC derivatives for share
repurchases. It introduces the "safe harbor" rules for share repurchases as well as common OTC derivatives such as
accumulator options, accelerated repurchase options in share repurchases. This study finds that more A-share listed
companies have used OTC derivatives to assist in stock repurchases since 2020. As share repurchases increase, OTC
derivatives will see even wider use in future. In an effort to promote the rules-compliant use of OTC derivatives
for repurchases and promote the high-quality development of listed companies, this article makes a number of
suggestions such as supporting the physical delivery of stocks, strengthening information disclosure, and preventing
insider trading and other regulatory violations.
Keywords Share Repurchases, OTC Derivatives, Safe Harbor Rule, Insider Trading
JEL Classification G32 K22 M21
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