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knowledge and experience to cope with the
evolving and expanding securities
industry, and insufficiently independent
of the governing Committee. The
settlement system, based on a 24-hour
cycle, had failed to function properly and
indeed could not have been expected to do
so in the face of the increasing volumes
and internationalisation of the market.
There were serious shortcomings in the
listing arrangements, and surveillance of
members was cﬁrsory. Thus, while the
governing Committee had been successful in
developing the business of the Exchange,
they had not introduced proper management
and regulatory arrangements and, in
particular, had failed to take into
account the risks in an overheated system;

(b) at ‘the re-vamped Hong Kong Futures

Exchange(7), the management was
somewhat better but was built on shaky

foundations. In particular, the
tripartite structure of Exchange, Clearing
House and Guarantee Corporation confused
lines of responsibility and effectively
obstructed the development of an adequate
risk management system, which is essential
to any futures market. All three agencies
should have acted to contain the dangers
in the expansion of business and the build
up of 1large positions by a few investors;

(7) It was relicensed in 1984 after an earlier crisis and
subsequently reorganised.




(c) at the Securities Commission and the
Commodities Trading Commission, which had
been set up as overlords of the industry,
there was a general abséence of direction.
The Government's original intention that
they should be independent and
authoritative, had not been carried out.
Rather than being high-powered watchdogs,
they had been relegated in recent years to
a passive and reactive role; and

(d) at the Office of the Commissioner for d7a§\1
Securities and Commodities Trading 7
established within the Administration to
service the Commissions, the
Commissioner's repeated pleas for
additional resources to cope with the
rapidly developing markets had often been
delayed or rejected by Government. But
the allocation of what 1little resources
were available reflected too much
emphasis on vetting papers rather than on
active surveillance and mdnitoring of-
markets and brokers. Moreover, faced
recently with a detéfmined and forceful
Stock Exchange 1eader$hip, and lacking
sufficient support from Government, it had
lost the initiative. '

e ————

Main recommendations

1.8. We believe that Hong Kong should aim to be the

Primary capital market for the South East Asian region and
to that end should encourage the development of new markets
~and  the international element of existing ones by




strengthening its systems and regulatory arrangements.
We reject fundamental changes in favour of building on
existing systems, as the success of Hong Kong's financial
services market depends 1largely on the healthy working of
the free enterprise system which has demonstrated a dynamic
capacity for promoting innovation and growth. We have
therefore decided that practitioner regulation should
continue but that safeguards will have to be introduced at
every level.

1.9. To this end, we have recommended, inter alia : -

(a) a fundamental revision of the internal
constitution of both the Exchanges; in
particular, in the case of the Stock
Exchange, there should be proper
representation on the governing body for
individual and corporate members, combined
with an independent element to ensure that
the Exchange 1is properly governed and
works in the interests of all members and

users;

(b) the development of a staff of
professional, independent executives in
the two Exchanges, with the - Exchange

governing bodies setting policy and the
executives implementing it;

(c) an extension of the Stock Exchange
settlement period to three days which
should be strictly enforced and the early
development of a central clearing system;

(d) the 'continuation -of the Hong Kong Futures
Exchange and 1its stock index contract but



with the «clearing and guarantee system
being restructured to strengthen the risk
management arrangements; in particular,
the clearing house should become part of
the Exchange and the guarantee should be
backed by a Clearing Members' Fund; and

(e) replacing the two Commissions and the
Commissioner's Office with a single
independent statutory body outside the
Civil Service; it should be headed and
staffed by full-time regulators and funded
largely by the market; it should be
charged with ensuring the integrity of
markets and the protection of investors;
in particular, it should ensure that the
Exchanges properly requlate their markets
and should have extensive reserve powers

to intervene if they fall down on the job.

1.14. We believe that the early implementation of our
recommendations will lay the foundations for the proper
regulation of the Hong Kong securities industry.

1.11. In the chapters which follow, we set out our
general Principles and major objectives against the
background of the present state of the Hong Kong markets
and how' we see their development. We then address in turn
the various'p;oblem,areas identified in the Stock Exchange,

the Futures Exchange, the two Commissions and the Office of
the Commissioner.




CHAPTER II

PROCEEDINGS OF THE COMMITTEE

Terms of reference

2.1. On 16 November 1987, we were appointed by the

Governor with the following terms of reference : -

"In the 1light of recent events in the Stock
and Futures Markets and in recognition of the
need to maintain Hong Kong as a major
international financial centre, to review the
constitution, powers, management and operation
of : -

(a) the Hong Kong Stock and Futures

Exchanges;

(b) the Securities and Commodities

Trading Commissions; and

(c) the Office of the Commissioner for
Securities and Commodities Trading,

and to recommend what changes are desirable to
ensure the integrity of the markets and to

protect investors."

2.2, In addition, we were asked to act in accordance

with the following directions : -

~"(a) it should 1invite submissions from all
‘ interested parties and from the public;




(b) its object is to examine critically the
relevant structures and systems rather
than to allocate blame or find fault
with named individuals or institutions

for past events;

(¢) it should consider comparable
arrangements in other major financial
- centres; and

(d) it should use its best endeavours to
submit its report within six months; the
Committee shall have the power to make
such interim recommendations as it
considers necessary in the interests of

the urgent protection of investors.”

2.3, The Committee held 15 private meetings in the
course of its work.

Modus operandi

Z.Kf At our first meeting on 23 November 1987, we
agreed that the Committee's programme of work should

broadly be divided into four main stages, namely : -

Stage I- invitation of submissions
‘ from interested parties and
the public and collation of
background information, both
locally and overseas;

Stage II- identification of main

issues;




Stage III- discussions with interested
parties and principal
respondents; and

Stage 1V - preparation of the report.
Apart from minor adjustments, such as extending the period

for the‘submissions to reach the Committee, we proceeded in
accordance with this programme.

Submissions

2.5. Following the directive to invite views from
interested organisations and members of the public, we held
a press conference immediatély after our first meeting on
23 November 1987 to invite the major organisations involved
in the securities and futures industry and other interested
parties to put  forward their views and suggestions in

written submissions to the Committee.

2.6. Although an 1initial five-week period was allowed
for respondents to send in their submissions, we decided to
be flexible on the actual deadline for receipt of
'submissions to ensure that the Committee had before it the
views of as many organisations and individuals as
possible.

2.7. In response, a total of 115 submissions were
received from 21 bodies, 64 companies, 26 individuais and
four Government departments. Included among the
respondents .wére all those bodies which fall within our
terms of reference, the major organisations associated with
the securities and futures industry in Hong Kong, the
principal professional bodies of accountants, lawyers,
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stockbrokers, securities analysts and company secretaries,
and a substantial number of brokerage and fund management

firms.

2.8. When we requested submissions from interested
parties, we gave an undertaking that submissions received
would be wused solely for the purpose of the review and
would be treated in strict confidence. We further
undertook to refrain from quoting from the submissions
without the author's written permission. For these
reasons, we feel it inappropriate to append any of the
submissions to this report. We have, however, obtained
their permission to include in our report a list of all the
respondents who made submissions to the Committee. This is
at Appendix 3,

2.9. All  the submissions received were carefully
reviewed by us and where necessary, additional information
or clarification was requested from the respondents. The
views expressed in the submissions were summarised and
catalogued and formed the basis of our consideration of the

issues involved.

2.10. We were extremely encouraged by the volume of
re§ponse and were particularly impressed by the quality of
the submissions, the majority of which contain clear and
detailed expositions on the Hong Kong stock and futures
markets and put forward specific suggestions for
improvements. We believe that we had before us a range of
views representing all the sectors in the securities and
futures industry. We would 1like here to express our
gratitude to all those who put forward submissions to us.

11




Other overseas reports

2.11. In addition to the submissions received, we also
had the benefit of the various reports on the market
collapse produced by the Brady Commission appointed by the
President of the US, the 'US Securities and Exchange
Commission, the New York Stock Exchange, the US Commodities
Futures Trading Commission, the US General Accounting
Office, the Chicago Mercantile Exchange, the Chicago Board
of Trade, the International Stock Exchange, London and the
Bank of England. These provided useful adjuncts to our
deliberations.

Overseas visits

2.12. To facilitate the Committee's consideration of the
comparative arrangements in other major financial centres,
the Chairman and members of the Committee's Secretariat
visited the Exchanges and regulatory authorities in the UK,
US, France, Japan and Singapore in the months of December
and February. Members of the Committee also took
advantage of their own private travel abroad to join in
some of those visits and to establish contacts with the
Exchanges in Australia. Appendix 4 contains a list of the

overseas institutions visited by us.

2.13. These visits helped us to establish contact with
overseas Exchanges and. regulatory bodies which proved
invaluable to our deliberations. Overseas experts provided
not only essential information on developments in the
world's major markets but also gave helpful advice on the
. steps that need to be taken if Hong Kong wishes to- flourish
as an international market. Moreover, they provided an
essential sounding “board to test our ideas and

recommendations. Our many discussions with the overseas
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experts have also provided the Committee with first-hand
information about the reactions of overseas institutions
and international investors - to events in Hong Kong
associated with the market crash in October 1987 and their

overall perception of Hong Kong markets.

2.14. In addition to these visits, we have in the course
of our work received assistance and information from a
number of overseas organisations and institutions. These
too contributed immensely to our work. A list of these

organisations is at Appendix 5.

2,15, We would like here to express our gratitude to all
those overseas institutions and their staff who have helped
us in our work.

Identification of main issues

2.16. It became apparent to us from the very beginning
that our terms of reference were extremely wide and, unless
some priorities were determined, we would not -be able
effectively to discharge our responsibilities within our
limited time-frame. We therefore began the second stage of
our work by examining the Exchanges, the Commissions and
the Commissioner's Office in the light of the market crash
and, by reviewing the views expressed in the submissions,
1dent1fy1ng the major issues which had to be addressed.

2.17. In doing this, we adopted as our starting point
the needs of Hong Kong as an international financial
centre, We believe that this mainly‘involves restoring

confidence in Hong 'Kong's security markets by putting in

train changes which will strengthen, deepen and broaden the
markets.
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2.18. We have carefully considered these issues and have
put forward detailed recommendations as to how they should
be dealt with. We have endeavoured in particular to
identify those which, in our view, call for urgent remedial
action. In respect of other issues brought to our
attention in the course of the review, we have only had
time to recommend certain guiding principles as to how
these should be tackled. We strongly urge that further
work should be undertaken by the Administration in these
areas. Finally, there are a range of issues which,
although important for the securities industry, are not
critical to issues addressed by our report.  We flag these
for attention by others.

Meetings with interested parties

-y .- S . WS ] I ——

2.19. At . the time of the call for submissions, we
indicated a wish to invite some of the people who made
submissions to give their views orally to us. Two separate

series of meetings were conducted.

2.20. We met respondents in February in a series of
discussions. These discussions were banically of a
technical nature to facilitate our understanding of views
contained in the respondents' submissions and to enable
them to elaborate and amplify their comments. A total of
18 meetings were held and a list of the attendees is at
Appendix 6. ' A

2.21. Included in these were three discussion sessions
with groups of brokers attending in their personal capacity
under the auspices of  the Hong Kong Stockbrokers
Association.
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-~ with them,

2.22. These technical discussions were followed by a
series of formal meetings held in March and early April. A
total of 15 meetings were held with the major bodies, as
listed at Appendix 7. These bodies are either the subject
of our review or are key players in the markets in Hong
Kong. We took advantage vof the formal meetings to seek
clarification or additional information concerning the
submissions from the respondents, to obtain a second
opinion on some of the issues raised by other respondents
without attributing the sources, and to test the reaction
of respondents to our preliminary conclusions on some of

the issues involved.

2.23. In addition to the technical discussions and
formal meetings, we met with prominent personalities in the
securities and futures industry, both locally and overseas,
to lisfen to their views. Unfortunately, it 1is not
possible to 1list all the beople whom we met and the
organisations which have given support to our work. The
wealth of information and views obtained from those
discussions have made an invaluable contribution to our
work and we would like to put on record our thanks to all
those who devoted so much of their time to help us.

Visits to the major local organisations

2{24- . The Chairman and members of the Committee's
Secretariat also visited the Stock Exchange of Hong Kong
Ltd., the Hong Kong Futures-: Exchange Ltd., the I.C.C.H.
(Hong Kong) Ltd. and the Office of the Commissioner for
‘%ecurities and Commodities Trading to obtain first-hand
information on their operations and to discuss their work

In the course of our work, these organisations,

in Particular theijr
helpful

senior management, have been most
and forthcoming ang contributed immensely to the
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successful completion of our task. We would 1like to
express our deep appreciation to these organisations and

their staff for their assistance and co-operation.

Format of. report

2.25. We are aware that our report will be read by
market practitioners, regulators and members of the public
in Hong Kong and overseas in addition to the Administration
to whom it is addressed. On those recommendations which we
feel deserve urgent attention, we have therefore gone into
considerable detail in order to facilitate implementation.
The same applies to contentious issues which have been
argued vigorously by the parties holding opposing views.
We hope that the detailed exposition will enable readers to
understand our thinking in arriving at particular
conclusions.

2.26. Finally, we would 1like to stress»that our review
was not aimed at allocating blame or finding fault for past
events. We would remind the reader that the main object of
our work was to examine critically the relevant structures
and systems and to build a blue-print for the future. Our
repbrt should be read in this light.
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CHAPTER III
OBJECTIVES AND PRINCIPLES

Introduction

3.1. In this chapter, we describe our objectives and
strategy as it is important that the principles which have
guided the formulation of our recommendations should be
clearly stated. We hope that this will allow our proposals

to be looked at in their proper context.

3.2. Our starting point 1is that the approach taken to
the management and regulation of Hong Kong's securities
markets must depend on the overall objectives for the
industry. If Hong Kong is content with a largely domestic
market, the main thrust should be to ensure systemic

stability together - with an appropriate element of

protection for investors. However, if Hong Kong harbours

ambitions to be a regional or international market,
it 1is necessary to go further by ensuring that its systems
cater for overseas investors and intermediaries, that its
reéulatory regime broadly satisfies prevailing
international standards and that its markets develop in
scope and depth. We begin, therefore, by examining Hong
Kong's . position in world financial markets and identifying
what we believe to be a challenging but realiséble set of
objectives. ) ‘

Hong Kong's financial markets

3.3. In accordance with our terms of reference, this
report concentrates on the stock and futures markets. The
Stock Exchange of Hong Kong Limited (SEHK) has 276 listed
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companies, virtually all of which are locally incorporated.
Its total market capitalisation was $420 billion (US$54
billion) at end 1987, accounting for 0.67% of the total
capitalisation of all FIBV exchanges(1l), It ranks 20th
among - all FIBV exchanges but 1is third after the two

Japanese exchanges in Asia(2), The Hong Kong stock
market 1is characterised by a particularly vigorous retail

element.

3.4. The Hong Kong Futures Exchange Limited (HKFE)
operates four futures coqtracts ¢ sugar, soyabeans, gold
and the Hang Seng Index. The sugar and soyabean markets
are largely spin-offs from the Japanese market, with
monthly averages of 20,000 and 36,000 contracts
respectively. The gold = market is essentially a
price-fixing mechanism and averages around 588 contracts
monthly. The Hang Seng Index contract grew rapidly from
its launch in May 1986 reaching a peak of some 600,000
contracts traded in the month of September 1987(3) but

T T D M e S ST S D D T S G S . . — ———— . = S W = B T FER W e T T WS e D A D N S A G S P G e S

(1) The FIBV (Federation Internationale des Bourses de
Valeurs) is an international federation of stock
exchanges established in 1961. As at end 1987, it
covers 33 exchanges (or national associations of stock
exchanges) in 28 countries, comprising the world's
major equity markets. -

(2) A comparison of the Stock Exchange of Hong Kong with
other stock exchanges is at Appendix 8.

(3) The turnover of the following stock index futures
contracts valued at the month end cash index for
September 1987 was as follows : -

Index Contract Exchange $US billion
Hang Seng HKFE 15.2
gggndard & Poor CME 312.9
NYSE Composite NYFE 30.4
FT-SE 106 LIFFE T 4.8
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since the crash turnover has declined, with only 30-40,000

contracts currently being traded each month.

3.5. While both the SEHK and the HKFE attract
international interest, they do so mainly as "fringe"
markets. Four main reasons are advanced for this : -

(a) the market is small in terms of
capitalisation. The main international

investors tend to spread their portfolios
on the basis of the relative -
capitalisation of the world's major
markets; Hong Kong, accounting for less
than 1%, would theoretically account for
no more than 1% of their portfolios -
although in practice it has in the past
accounted for much more in some cases;

(b) it has a narrow range of listed companies
and there 1is a 1lack of liquidity in the
second and third line stocks. Hence, only
a minority . satisfy the liquidity needs of
institutional iﬁvestors(4);

(c) its settlement system is antiquated and
inadequate and acts as an impediment to
foreign institutional investors entering
the market; and

i (d) it is not well-regulated, which we
understand may discourage some of the
largef endowment and pension funds from
investing in it.

(4) In a recent survey undertaken by the Hong Kong Unit
Trust Association, only $3.9 billion (US$50¢ million)
or just over 5% of their members' assets, were
invested in Hong Kong. :
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3.6. Hong Kong has a considerable range of other
financial markets however, including : -

(a) the foreign exchange market. All the
major international currencies - us
dollar, Deutschmark, Yen, Sterling and
Swiss Franc - are actively traded between
banks, deposit-taking companies and large
corporations. Trade with other foreign
exchange markets in other financial

centres 1is very active, especially Tokyo
and Singapore and the overnight market
with Europe and the US. While there are
no statistics on market turnover, it is
believed to be sizeable - industry
estimates put it at US$25-35 billion

daily;
(b) the inter-bank market. Basically a
wholesale - market, with minimum

transactions of $1 million, used by banks
and deposit-taking companies for
short-term money (from overnight up to six
months for Hong Kong dollars and up to 12
months for US dollars). Total inter-bank
(including DTC) Hong Kong dollar
liabilities at end December 198f were $200
billion (US$26 billion), while total
inter-bank foreign currency liabilities on
the same date amounted to $2087 billion
(US$268 billion). The latter market is
crucial to the banking sector because, in
the absence of Government debt, much of

the sector's primary 1liquid assets are
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at end 1987, about 81l% of the banking sector's
aggregate liabilities or assets were denominated in
foreign currencies. :

(7)

(c)

(5)

The inter-bank market is dominated by the

denominated in foreign currencies

Hongkong and Shanghai Bank;

the debt market. As Hong Kong is
essentially a balanced-budget economy,
there is no Government borrowing
programme (6) , Neither is there a

medium or long term corporate debt

- market. The two main types of debt

(d)

instruments are certificates of deposit
(CDs) and commercial paper (CP). CDs
(Short and medium ‘term) are issued by
banks and 'deposit—taking companies while
CP (short term) is issued by top quality
Hong Kong corporations, and are largely
held by banks. The value of CP and CD
issues authorised during 1987 was $36.5
billion (US$4.7 billion); and

the gold market. In terms of trading
vblume, the 1local gold market is one of
the largest in the world, ranking
alongside London and 2Zurich. Trading is
done mainly on the Chinese Gold and Silver

" Exchange and in the 1loco-London market.

‘Total turnover on the Chinese Gold and

Silver Exchange amounted to $292 billion

 (US$37.4 billion) during 1987(7),

As

The
$§1 billion
issued in April 1984.

only Government ‘debt instrument outstanding is the
(USS$128 million) negotiable five-year bond

Using the end of year price of US$486 per troy ounce.
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Detailed statistics on trading in the loco-London

market are not available but the volume is

understood to be significant.

3.7 Hong Kong is also a major centre for overseas

Chinese wishing to divest funds from their home base in the

region. In recent years, it has re-emerged as the

principal entrepot  for china(8) and has become an
important base for China-related investment.

3.8. Because of the activity in all these areas, a
large range of financial institutions are present in Hong

Kong as the following figures show : -

at 3lst Dec 1987

Banks(g) 155
‘ (9)

Deposit-taking companies 267

-Fund management companies 99

(managing 504 unit trusts/
mutual funds)

Registered members of the Stock 735
Exchange of Hong Kong
Registered.dealers in 325
commodities
Authorised insurers 278
3.9. In summary, Hong Kong is neither a closed domestic

market nor a fully-fledged international capital market in

(8) During the past decade, Hong Kong has witnessed a rapid
re~emergence of its entrepot role. . Re—-exports now
represent roughly 50% of total exports. .In 1987, China
was the market for about 33% of Hong Kong's exports and
the source for about 46% of its re-exports.

(9) Of which 273 were incorporated overseas or had overseas
parents. Together these represent approximately 30
countries. Hong Kong ranks third, after London and New
York, in numbers of banks represented.
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CHAPTER 1

OVERVIEW

Background

1.1. On 19 October 1987, following a week of set-backs
on Wall Street, the world's securities markets braced
themselves for a storm. As the markets opened, news of
sharp declines spread around the world, culminating in a
further 22.6% drop on Wall Street, the sharpest decline it
had ever experienced, surpassing even the worst traumas of
the 1929 crash. Other markets followed suit, with London,
Tokyo, Australia, Singapore and the other Asian markets’

showing record declines over the next few days.

1.2, Hong Kong was not immune, falling 11.1% on 19

'October alone, but its experience of the October crash was

nevertheless unique(l): on 20 October, the stock market
closed for the rest of the week; the stock index futures

market did the same. Massive defaults by futures brokers
followed and a $2 billion(2) rescue package was
assembled by the Government in conjunction with major
brokers and banks to save the Hong Kong Futures Guarantee
Corporation and the futures market from bankruptcy and to
protect the rest cof Hoﬁg Kong's financial system. When the
Exchandes re-opened on 26 October, the market plunged a

(1) The events of October 1987 are discussed in detail in
Appendix 1. ‘

(2) US$256 million. When dollars are used in this report,
they are, unless otherwise stated, Hong Kong dollars,
At the time of drafting, rates of exchange were HK$7.8
= US$1l; and HKS$S1l4.5 = UKEl. These rates have been
used, wherever appropriate, in this report.



massive 33% and a further $2 billion rescue package had to
be put together overnight by the Government, the Hongkong
and Shanghai Bank, Standard Chartered Bank and the Bank of
China(3).

1.3, Prior to October, the Hong Kong stock market,
along with other world equity markets, had been on a strong
uptrend for some time. The index had risen by 1,418 points
or 55% to an all-time high of 3,950 over the nine months to
1 October, with turnover almost trebling.

1.4. From its inception in May 1986, turnover at the
stock index futures market had grown at an extraordinary
pace. In September 1987, 661,005 lots were being traded,
an almost ﬁwenty fold increase over 17 months, so that
its protagonists could claim that it was the second largest

index futures market in the world(4), Unfortunately,
neither the market infrastructure nor the regulatory

systems kept pace.

1.5. It was against this background that we were

appointea by the Governor on 16 November 1987(3)  to
review the constitution, management and operation of the

two Exchanges and their regulatory bodies. We were
directed to examine structures and systems critically
rather than to allocate blame or conduct an inquiry into
the causes and events of the crash.

(3) In the event this second $2 billion was not needed.

(4) Measured in numbers of contracts traded; it was
relatively much smaller in terms of the value of open
positions, see para. 3.4 below.

(5) A list of the members of the Securities Review
Committee is at Appendix 2. . .




Major criticisms

1.6. We found that, while the entire system had
originally been based on self-regulation by the Exchanges
with "the support of an authoritative and impartial beody to
assist them in taking action themselves to curb
questionable practices"(6), the concept of
self-regulation and market self-discipline had failed to
develop in Hong Kong. What is equally unfortunate is that,
faced with this, the sﬁpervisory bodies charged with
overseeing the markets had lost effective control.

1.7. While our terms of reference required us to
prepare a blue-print for the future rather than to allocate
blame, it proved to be inevitable that our review would

‘highlight defects in the past arrangements. These defects .

came to our attention through submissions we received and
discussions we held. We did not consider it part of our
role to investigate in any detail but they were sufficient
for us to form the view that major reforms were called for.

In our view, they may be summarised as follows : -

(a) at the Stock Exchange of Hong Kong, which
had opened in April 1986 after the
unification of four smaller exchanges, an
inside group treated the Exchange as a
private club rather than a public utility
for the general benefit of members,
investors and issuers. Its executive staff

was ineffective, lacking adequate

s e —— = ———
—-———-—-—————_—_—_————-—-———._——-——-——————-—————-—--

(6) Statement by the then Financial Secretary, Sir Philip
?add°n Cave, in the Legislative Council on 3 January
973, announcing the establishment of the Securities

Advisory Council, the fore-runner of the Securities
Comm1551on.
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the Tokyo, New York or London mould. It can best be
described as an important financial base for South East Asia
with an extraordinarily rich mix of local and international
players and a vigorous local retail element. However, while
it is a first class regional centre for commercial and
financial activities, notably international banking, 1its
securities market does not currently measure up to its other
economic achievements. We were nevertheless told by a
number of international investment houses that they foresaw
a rapid expansion of the securities industry in South East
Asia, with Hong Kong becoming the pre-eminent regional
centre.

Strategic objectives

3.19. It has been argued that since Hong Kong is
primarily a services centre (as opposed to a major capital
market), essentially inward-looking domestic stock and
futures markets would not detract from its strengths as a
banking and fund management base. This seems to us to
ignore the fact that Hong Kong's remarkable success is in
large part due to the openness of its economy and we do not
see a case for making an exception of capital markets.
Moieover, we take the view that a healthy securities mérket
is an essential ingredient of any financial centre of
standing. It attracts the full range of financial
institutions, expertise and services which augment Hong
Kong's financial infrastructure and, directly or indirectly,
can add to the funds available to finance investment.v'It
might also be important to Hong Kong's role vis-a-vis China
as it could fill a gap in China's financial infrastructure.

3.11. While acknowledging the potential benefits, some
would stress the risks and potential costs of
internationalisation. The recent crash illustrates the
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point that, notwithstanding good fundamentals for the
domestic economy and companies, Hong Kong markets «can
plummet in sympathy with falls elsewhere. Moreover,
anecdotal evidence suggests that overseas investors were
amongst the 1largest sellers in October. We accept that
becoming a corner of the so-called "global marketplace"
carries risks, but we believe October demonstrates that
these probably cannot now be avoided in any case. Hong Kong
must act to capitalise on the international interest in its
markets while minimising the risks by strengthening its
systems and controls. We believe, therefore, that Hong Kong
should aim to become the pre-eminent capital market in South
East Asia and to that end, should see the progressive
internationalisation = of its securities markets as an
important strategic objective; by internationalisation we
mean the use of Hong Kong's markets by issuers, investors
and intermediaries from outside the territory.

3.12. Hong Kong's chances of achieving this goal will
depend on its strengths and whether it can overcome some of
its man-made weaknesses. Its main strengths as a

financial market are : -
(a) excellent economic performance;

(b) excellent communications - convenient

airport; good telecommunications;

(c) a convenient time 2zone - equidistant
between London and San Francisco, one hour
from Tokyo, open while New York is closed;

(d) an  abundance of liquidity - it is

traditionally a haven for overseas Chinese .
money;
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3.13.
are :

(e)

(£)

(9)

(h)

(1)

(3)

(a)

(b)

(c)

a large pool of talented, hardworking
middle management and entrepreneurial

ability;
language capabilities;

the availability of professional

infrastructure;

relatively 1low costs compared with other
major international financial centres;

a free economy : no exchange controls; low
and stable income and corporate tax rates;
freedom of movement and free press; and

the major gateway to China.

Its main weaknesses as a securities

a small economy with a relatively small
pool of domestic savings available for
investment and few companies suitable for
listing;

a narrow range of businesses represented
on the- SEHK -~ preponderantly property and
finance companies, few foreign companies
listed;

a limited number of indigenous

corporations trading on a -significant
scale outside Hong Kong;

26
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(d) the absence of a full range of traded

financial products;

(e) inadequate supervision and regulation of
the securities industry compared with
leading financial centres which have

developed fair and orderly markets;

(f) the lack of a consistent/coherent
Government policy to promote and underpin
Hong Kong's financial services industry;

and

(g) political wuncertainties and brain drain as

Chinese middle management leave.

3.14. There is also the damage to international
confidence inflicted by events during and after the October
crash. The Hong Kong authorities and Exchanges need to
take steps to assure the world that there will not be a
recurrence of the market closure and the futures market
collapse(19)

3.15. On balance, we believe the strengths can outweigh
the weaknesses provided that positi&e and determined action
is taken to overcome the obstacles. As we see it,
therefore, the main tasks before us have been to assist in

restoring confidence by putting in train changes which will

(1) In a survey of international investors' attitudes
towards the market closure conducted in London, New
York, Tokyo, Sydney and Hong Kong in December 1987 by
Burson-Marsteller on behalf of the Stock Exchange of
Hong Kong Ltd., respondents were unanimously of the
view that the closure had adversely affected the
Exchange's international reputation and had eroded
confidence in the Hong Kong market, at least in the

short term. See Appendix 9 for the key findings of
this survey.
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improve the operation and regulation of the two Exchanges;
and to make proposals as to how the conditions mighE be
created for broadening and deepening the markets.

Market requirements

3.16. If these were to be more than pious hopes, we had
to be clear about the basic conditions necessary for the
market to flourish. We concluded first that markets must
be free to develop. Secondly that investors, issuers and
intermediaries, both 1local and overseas, must be confident
that Hong Kong's securities markets are efficient and
effective in the sense that they are 1liquid, that
transaction costs are 1low and that prices accurately
reflect the totality of supply and demand, adjusting
quickly to all information relevant to prospective returns

and risks.

3.17. As to the development of markets, we believe that
financial markets should be as free from constraints as is
consistent with their integrity and the protection of
investors. In particular, new markets should be permitted
provided appropriate safeguards are in place. Similarly,
barriers to ~entry should be set at levels which keep out
the "fly by nights" while not deterring bona-fide firms.
Furthermore, business shoula not be impeded by regqulations
designed to maintain structural or institutional features
for their own sake. . We therefore believe, for example,
that tax neutrality between market segments is a laudable
objective. It will be important to consider ways and means
of enhancing the Hong Kong securities markets and to
develop a broad strategy for their future development.
This will involve a considered and concerted effort by the

securities industry and the Government to eliminate

possible impedimenté.
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3.18.

believe

the
tests

As to
that, f£

market en

(a) systemic

(b)

not be
breakdow
continge
Systemic
importan
closure
collapse
right a
need

question

capital

orderly
The
efficien
should
should
Large a
should
sales;
occur
volumes.
notifica
smoothly
objectiv

confidence in the efficiency of markets, we
or this to be secured, it is important that

vironment should satisfy the following

stability. The market should

threatened by major market
ns, but if they do occur
ncy measures should be available.

stability is a particularly
t objective in Hong Kong where the

of the stock market and the

of the futures exchange struck
t the heart of the system. The
for systemic stability raises
s about the management of risk and
édequacy;

and smooth functioning market.

mérketplace should function

tly and smoothly. 1Its operations
be regular and reliable. There
be price continuity in depth.
nd unreasonable price variations
not occur between consecutive
nor should sharp price movements
without appropriate accompanying
Dealing, settlement and price
tion procedures should work
without breaks or delays. This

e raises questions about

mechanisms and relationships surrounding

the nmar
the hear

ket. Systems and procedures lie at
t of the problem;
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(c) fair market. The market should be free
from manipulation and deception so that no
unfair advantage accrues to any
participant; and shareholders in a public
company should be treated equally. This
raises questions about price transparency
and disclosure. Companies should promptly
provide adequate information to enable
investors to make informed decisions,
bearing in mind the availability of
securities analysts who should detect
misleading statements and help to ensure
that company data translates itself into
appropriate price adjustments; and

(d) protection of investors. The doctrine
of caveat emptor must remain important but
should not be given free reign. The
private investor must be protected against
crooks and fools. This raises questions
about entry standards for intermediaries

(i.e. honesty and competence) ,
self-discipline, surveillance and
enforcement.

3.19. These objectives raise four issues, in order of

priority : risk-management capability, the availability of
effective systens, the adequacy of disclosure and
arrangements for enforcement. All are addressed in later

chapters.

The manégement of risk

- 3.20. Before we move on, however, we feel that, in the

light .of the events of last October, we should sound a note
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of caution. We believe that it is wholly inappropriate to
attempt to build a system with no fails. Markets will
continue to gyrate, sometimes wildly, players will continue
to fail and clients will continue to default. No free
market system can, or indeed should attempt to, prevent
.such events from occuring. The important thing is to
ensure that problems are localised and do not strike at the
heart of the system, bringing about or threatening total or
near total collapse of the market. The events of October
illustrated the paramount importance of ensuring, as far as
possible, that securities- market crises do not spill over
into other fields such as banking and money markets. It is
therefore imperative that the risks inherent in the market
are understood, properly spread and adequately managed.

3.21. When everything else is stripped away, the most
pressing issue is the management of risk. The focus of
this is the Exchanges and, increasingly, the central
clearing houses - indeed the prudent operation of central
clearing houses is perhaps the single most important
objective for the market authorities and regulators.
Awareness of this seems to have been lacking in Hong Kong,
‘both in the market and in the regulatory bodies.

Requlation

3.22. In summary, then, we would set Hong Kong the
following objectives . : financial markets should be stable,
orderly, fair and offer adequate protection to investors at
reasonable cost. To achieve these objectives standards
must be set and monitored.

3.23. The question is whether this should be done by the

industry or by Government. The Companies Law Revision
Committee, in its 1971 Report on the Protection of
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Investors, were ".... convinced that the'Government should
not get deeply involved in attempts to requlate and
supervise stock exchanges and dealings thereon ....". We
support the concept of market regulation and agree that the
Hong Kong Government, in line with its traditional free
market philosophy, should see ‘its role as providing the
necessary environment and framework in which markets can
develop and flourish.

Self-requlation

3.24. We appreciate that so-called self-regulation may
appear to have failed in Hong Kong. Nevertheless, we
continue to recommend a practitioner-based system as the
best available to meet our objectives for Hong Kong. We do
so because we wish above all to avoid the danger of
straight-jacketting the securities markets by a strict
statutory regime which might all too easily 1lead to
insensitive or heavy handed over-regulation. Laissez-faire
has served Hong ©Kong too well for it to be abandoned
altogether just because it has been ineptly used and

grossly abused.

3.25. Market management and regulation by practitioners
offers scope for flexibility and adaptability in a rapidly
changing market. Moreover, it draws on the market
knowledge of practitioners and thereby is better able to
win the. support of market members. Statutory processes,
because they have full legal force, are necessarily slow;
and statutory regulators will not always havé the necessary

knowledge and experience. -

3.26. There 1is a further reason, however. Given the
complexity of modern securities markets and the speed of

market events, we believe that there is no alternative to
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practitioner-based regulation. Only the market authorities
can keep abreast of overall market conditions and the'
financial position of intermediaries; and are in a position
to undertake on the spot detection of trading abuses. The
objective should, therefore, be to get as near to on-~line
supervision as possible; the Exchanges and the clearing
houses can approach this as part of their routine daily

operations.

3.27. Finally, we think it appropriate to recognise that
since October 1987, both the Stock Exchange and the Futures
Exchange in Hong Kong have taken substantial steps to put
their houses in order. We wish to support those moves.

3.28. As an extension of this, in addition to seeing the
Exchanges continuing to have a very material place as
self-regulators, we encourage the development of a role for
other market and industry user organisations. For example,
we hope that market practitioners will take the lead in
developing codes of practice. We prefer codes to
statutes. They are easier to draft and to follow. They
may lack statutory force but breach of a code can provide
grounds for statutory action.

Checks and balances

3.29. However, there must be an important proviso : that
_ effective arrangements are made to safeguard the system
against insider regulation. As observed by the US General
Accounting Office in a report on the SEC,

"Although conceptually self-requlation entails

benefits such as foregoing excessive
government involvement, it also carries
potential risks. One danger is that
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self-regulators....may be less diligent than
might be desired because they are regulating
their own industry. Another theoretical risk
is that [industry bodies] will use
self-regulatory powers to impair competition
in order to satisfy private interests rather
than self-requlatory needs."(11)

3.34. Neither of these risks is theoretical in Hong
Kong. Indeed, the following statement made in 1983 by the
Chairman of a US House of Representatives Committee is

particularly pertinent,

"[the] worst setback to industry
self-regulation would be a scandal
resulting from either inaction of the
SRO's to adequately police their members
or ineffective oversight of the SRO's by
the Commission."(12)

3.31. Recent events in Hong Kong have in our view
demonstrated beyond doubt that checks and balances are
imperative at every level of the system. This fundamental.
principle underlies the structure we propose.

3.32. First, we believe it is essential to have a
two-tier system of supervision with exchange regulation of
its own affairs being conducted under the watchful eye of a

(l1) United States General Accounting Office, "Securities
. and Exchange Commission : Oversight of Self
Regulation”, September 1986.

(12) From a letter to the SEC by the Chairman of the House
of Representatives Sub-committee on
Telecommunications, Consumer Protection and Finance of
the Committee on Energy and Commerce. "SRO" means
"self-regqulatory organisation".
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single statutory body. The statutory supérvisor is thus
the watch-dog, with the market handling the day-to-day

supervision and regulatory tasks.

3.33. Second, we advocate the detachment of the
statutory supervisor from Government. If the supervisor
fails then, and only then, should the Government step in;
Government should be insulated from day-to-day market
crises 1lest the authority of Government be unnecessarily

damaged.

3.34. Third, the integrity of the market organisations
must be -~ and be seen to be - undoubted and the governing
bodies of such organisations should represent all the
interests involved to ensure that policy decisions reflect
the needs of the market as a whole. We also propose the
inclusion of independent members on the boards of the
markét agencies -~ the exchanges and the clearing houses.
This independent element will, we trust, provide a check on
the market members lest insider interests intrude into the
regulatory process and also act to remind the exchanges
that securities markets ekist to serve capital raisers,
investors and ~ the public generally, as well as the
interests of securities dealers and advisers. The
independent members will have relevant expertise in the
industry but will not be members of the exchanges or
clearing houses.

3.35. But the first line of defence must be provided by
detached independent well-paid‘and qualified exchange staff
who can apply the rules to the market impartially and with
neither fear nor favour. The development of such a cadre
of professionals, while a significant challenge, 1is an
- essential element of our plan. Market members have a large
part to play in the development of policies for market
regulation; because of conflicts of interest they should

‘have little part to play in applying those rules.
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Costs

3.36. While we believe therefore that an element of
statutory regulation 1is necessary, we would warn that
regulatory controls can all too easily reach a state where
they hamper rather than facilitate an efficient securities
market. This can happen in two senses : competition may be
impaired; and regulation may impose costs which add to the
overheads of- intermediaries and hence to transaction costs.
Regulators must therefore be vigilant to see that a proper
balance is kept between the benefits of regulation and its
costs. ’

A Hong Kong solution

3.37. Finally, as we have already explained, Hong Kong
is a unique, and in many sensés, unusual securities market.
The regulatory regime must be appropriate to its current
and expected future circumstances.

3.38. First of all, we have adopted a policy of "horses
for courses". Within the general framework described
above, we have tried to avoid a monolithic solution, with
the same pattern recurring in each segment of — the
marketplace. Thus, in some instances, we envisage the
statutory body having direct supervisory responsibility, as
there 1is no available market association to take on the job
and the current arrangements seem to work reasonably well.

3.39. Second, we have paid due regard to the relative
lack of requlatory resources and experience in Hong Kong.

3.44. Third, we have borne in mind the strong local
retail elemenh‘;n Hong Kong's markets and that, in contrast
to many centres, the small investor is not especially risk
averse. |
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3.41. Fourth, and most critically, we have sought to
develop policies which will strengthen the position of

local brokers, dealers and advisers in a rapidly changing

market.
3.42. This then is the strategy we propose for Hong Kong
security markets. In the following chapters we examine

each of the bodies involved : the Stock Exchange, the
Futures Exchange and their supervisors - the two

Commissions and the Commissioner's -Office.
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CHAPTER 1V

THE STOCK EXCHANGE
CONSTITUTION AND MANAGEMENT

Background

4.1. Although trading in equities has a long history in
Hong Kong, with the first stock exchange established in
1891(1), it only played a peripheral role in the
development of the Hong Kong economy. The stock market is
not used significantly - for raising capital for the

manufacturing sector which has been the main driving force

behind Hong Kong's phenomenal growth(2), It tends to
be dominated by long-established firms outside the
manufacturing sector - primarily banks, public utilities,
trading companies and property firms. - The

under-representation of the manufacturing sector continues
to be reflected in the structure of today's market. As at
end December 1987, industrial shares accounted for only
6.38% of total market capitalisation(3),

(1) An account of the development of the securities
industry in Hong Kong is contained in Appendix 10.

(2) The major reasons for the manufacturing sector not
raising funds from the Stock Market are the small size
of the average manufacturing firm, which makes public
listing an uneconomic means of obtaining finance, the
major role of banks in facilitating industrialisation
by providing loans for fixed asset investment and a
heavy dependence on money borrowed from within the
family. ~

(3) Market capitalisation by sectors for 1987 is at
Appendix 11. -
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4.2, The Hong Kong stock market is essentially a small
market in international terms and predominanfly domestic in
nature. As at end December 1987, there were 276 mostly
local companies 1listed on the Stock Exchange of Hong Kong
Limited (SEHK). Their total market'capitalisation was $420
billion, accounting -for ~less than 1% of world market
capitalisation(4). A considerable number of the listed
companies are family businesses with both ownership and
management controlled within the family. Analysis at end
March 1988 showed 19 families controlled companies

representing 54% of the Hong Kong market capitalisation.

4.3. While the Exchange has not been a major
avenue for raising capital for the development of
industrial enterprises, it has attracted small 1local
investors (5), Members of the public have a good

general knowledge of stocks and shares and small investors

contribute significantly to liquidity in the market.

4.4, Overseas institutional investors' interest in the
Hong Kong stock market is fairly recent. Prior to 1986,
the existence of four exchanges(s) hampered market
development, in particular the development of consistent
rules and practices among the exchanges, and affected

international confidence in the market. The unification of

T —— ——— A " - ————— ——— - — ——— - - — D T D a — ——— ————— . —— — W — —— - ——— —— —

(4) See Appendix 8.

(5) As at 3¢ April 1988, 41% of the shareholders on the
books of the largest company registrar in Hong Kong
held 2,090 shares or less.

(6) The four stock exchanges were the Hong Kong Stock
Exchange, the Far East Stock Exchange, the Kam Ngan
Stock Exchange and the Kowloon Stock Exchange. )
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the four Exchanges in 1986 brought about a new era in share
dealing in Hong Kong (7)

4.5. In addition, Hong Kong has witnessed a very rapid
growth in the development of unit trusts, pension funds and
iife insurance in recent years, thus bringing to the market
a burgeoning group of local institutional investors. The
total number of authorised unit trusts and mutual funds
increased from 88 at end 1982 to 266 (or 504 if sub-funds
were included) at end 1987. An industry survey covering
299 of the 5¢g odd funds put total assets as at 31 March
1988 at $73 billion (USS$9.4 billion). The number of
approved retirement schemes increased from 2588 at 31 March
1982 to 5469 at end 1987 with assets of about $50 billion
(USSh.4 billion). We have been told by the Life'Insurance
Council that the number of life policies increased by 45.6%
in 1986 over 1985. However, life insurance companies and
pPension funds have told us that the lack of medium or long
term marketable debt instruments in Hong Kong and the
volatility of the 1local stock market has caused them to
look overseas for much of their investment.

4.6. Since unification, average daily turnover has
increased from a Pre-unification average for all four
exchanges combined of around $25¢ million to $1.1 billion.
Turnover reached dramatically high levels, averaging
$3 billion to s4 billion a day, in the period immediately
Preceding the October crash.

—-———.————_.—__——————_——————-————-——--———-———————.—-——————-.—-—..

(7) After nearly ten years of negotiation the four stock
exchanges were unified in 1986 and the Stock Exchange
of Hong Kong Ltd. was recognised by the Securities
Commission under S. 3 of the Stock Exchanges
Unification Ordinance (Cap. 361) to have the exclusive
right to establish, operate and maintain a stock
market in Hong Kong. It commenced operation on
2 April 1986. )
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4.7. The  transformation  of the market from an
essentially domestic market into one assuming international
attributes came at a remarkably quick pace. With uniform
dealing practices and listing rules and the introduction of
computer assisted trading, the SEHK attracted more business
from international investors. Corporate brokers, who were
for the first time formally admitted as members of the
Exchange, took their share of turnover from 20% at the
opening of the Unified Exchange to 57% 1in April 1988,
Although there is no available information on the amount of
trading attributed to international investors, the
contribution of corporate members of the SEHK 1is a
reasonable reflection of their involvement. Nevertheless,
corporate members, many of whom are part of the
international brokerage community, do a great deal of their
business on behalf.of local clients.

4.8. The metamorphosis of the past couple of years has
placed great demands on the structure, operation and
regulation of the market. Developments in market practices
and the regulatory framework seriously lagged behind the
growing activity. The safeguards and changes necessary to
ensure market integrity were not in place when the market
crashed in October 1987.

Objectives for the Stock Exchange

4.9. In Chapter 1III, we 1laid emphasis on Hong Kong'é
objectives including the internationalisation of its
markets. We argued for a properly supervised market-based
regulatory regime that would efficiently and effectively
regulate the market and enhance the international status of
Hong Kong. We saw'the role of the Stock Exchange to be the
day-to-day supervisién of the market and its members. To
ensure ° that the SEHK does this properly, we suggested that
there should be adequate checks both against the
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possibility of abuse by insider requlation and against the
SEHK falling down on its job. We argued that, apart from
the general supervision by the statutory watchdog, this
involved a clear separation of policy and executive
functions within the Exchange. We strongly advocated a
professional, independent and well-qualified Exchange staff
as a key element 1in ensuring that the SEHK undertook its
regulatory responsibilities seriously. We further
suggested that a proper balance of interests in the
Exchange structure is necessary to ensure that it broadly
represents the interests of all its members and users. 1In
this chapter we shall consider the constitution, management
and membership of the SEHK and our recommendations are

guided by these objectives.

CONSTITUTION

Status of the Exchange

4.19. The SEHK was incorporated under the Companies
Ordinance as a private company with limited liability. It
was recognised by the Securities Commission under the Stock
Exchanges Unification Ordinance as the sole exchange with
the exclusive right to establish, operate and maintain a
stock market in Hong Kong.

4,11. Although the Stock Exchanges Unification Ordinance
contains specific provisions governing the relationship
between the SEHK and its regulatory bodies(8), the

D D G S e L s G T S > D T Y —— ———— —— T — " —————— - " —— " T W N = i ——— > St —

(8) The Stock Exchanges Unification Ordinance recognised
the Memorandum and Articles of Association of the
Exchange Company (S.3). Such recognition may be
withdrawn if the Exchange Company fails to comply with
a list of requirements -~ (S.36). The Commission may
direct an amendment to the SEHK Rules (S.34). There
can be no amendment to the Memorandum and Articles of
Association or of the Rules of the Exchange unless
approved in writing by the Securities Commission
(S.35).
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Exchange remains basically a private corporation. This has
allowed the SEHK management to be dominated prior to the
October crash by a small group. We found this situation
most unsatisfactory given the Exchange's monopoly position
in the securities industry in Hong Kong and its
self-regulatory role. We have therefore carefully examined
what status the SEHK should have in the light of the role

and objectives we have set for it.

4,12, One suggestion considered by the Committee was to
turn the Exchange into a public statutory corporation to
reflect its monopolistic role. The new public body would
remain a membership organisation and would continue to be
self-governing; its powers, duties and constitution would
pe 1laid down in a statute and there would be a degree of
Government control. Such a measure would entail winding up
the SEHK and creating a new public body, under statute, to
operate a stock exchange in Hong Kong. This raises
questions about title to tﬁe existing assets and operating
systems of the SEHK which could cause delays. We therefore

decided against such an approach.

4.13. We are, however, of  the view that the Exchange
should operate as a public utility because it provides an
important service to the community. It must act in the
interests of members, investors and issuers alike and
should be accountable not only to its shareholders but also
to the investing public.

4.14. We believe that the present statutory framework
for the SEHK already goes some way towards providing for
the proper management of its affairs. Our recommendations
in respect of the internal constitution and management of
the SEHK later in this chapter will develop- these

provisions and ensure that the Exchange is operated as a
public utility.
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4.15. - We believe however, that while the SEHK should
remain a private company, there should be oﬁe important
change : to its profit-making status.

4.16. At present, the Exchange Articles contain
provisions which allow the .distribution of profits to
shareholders, although, in practice, there has been no
such distribution. The SEHK's income for the year ending
30 June 1987 was $166 million (US$21.3 million), well above
its operational needs, giving it a surplus after taxation
of $93 million (US$11.9 million). The principal sources of
the Exchange's income are the transaction levy, membership
dues, and charges for listing and other services; with the
bulk coming from the transaction levy of 0.025% of the
"consideration for each contract note(9),

4.17. When the transaction levy was first approved, the
Securities Commission (SC) was strongly of the view that it
should be clearly identified to investors as being for the
purpose of meeting the Exchange's running costs and that it
should not directly benefit the members. We support this
view, particularly as the investor is already required to
pay commissions to the Exchange members to cover their
costs and profits,

4.18. Accordingly, we recommend that the SEHK Articles

of Association should be amended to remove all profit

provisions and to specify in clear terms that the SEHK is a

non-profit-making company. We Dbelieve that this measure

would go some way towards restoring SEHK's credibility and
enhance” its public image.

———-————————_—..—__—--_---————-———————————-———-———_—._-—-—.———_—

(9) A breakdown of .-the sources of income of the SEHK for
the year ending 30 June 1987 is at Appendix 12.
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