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The Challenge of the Global Securities Markets

Supervision of Markets Division'
May 2005

Summary

The global securities markets today operate like a network where one participant depends on the others in the

securities processing transaction flow. The smooth functioning of this global network is largely determined by the

safety, efficiency and reliability of clearing and settlement systems that support it. At present, clearing and settlement

of securities still takes place market by market on a domestic basis. The global clearing and settlement system

therefore can be seen as a patchwork of domestic systems with varying levels of standards. Within the global nerwork,

a clearing and settlement system is only as strong as its weakest link and cannot be strengthened merely by individual

effort. An improvement in the robustness of the global securities markets calls for cooperative efforts from private

and public sectors in all major markets.

Securities Markets Have Become More
Globalized

1

Cross-border securities trading has been growing
at a rapid pace in recent years, driven by various
factors such as deregulation of financial markets,
technological advances, regulatory and tax
arbitrage and regional consolidation of
exchanges. In addition, competition among
exchanges has extended beyond national borders,
leading to further development of cross-border
activities. Exchanges are now offering similar
or related products to compete at a global level.
Over the past years, more products offering
exposure to overseas markets (e.g., exchange
traded funds and derivative contracts based on
foreign securities) have been introduced by

exchanges in their local markets for trading. The

increasing popularity of these products has
accelerated the growth of cross-border trading
due to related transactions in the underlying
overseas securities (e.g., hedging and arbitrage

activities).

Securities markets have become more globalized
as a result of the proliferation of cross-border
trading. Chart 1 shows that cross-border trading
has grown dramatically since 1980. The US gross
activity in foreign securities increased from
US$53 billion (1980) to US$7 trillion (2004).
Foreign gross activity in the US securities also
grew exponentially from US$198 billion (1980)
to US$33.7 trillion (2004).

This paper is prepared by Rico Leung and Daphne Doo of the Supervision of Markets Division for research purposes. It is not an
attempt to comment on the developments of any markets/companies or interpret the policies concerned. The views expressed in this
paper do not necessarily represent those of the SFC.
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Chart 1 — US Activity in Foreign Securities vs. Foreign Activity in US Securities (US$ bn)
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Source: The US Securities Industry Association

Emerging Issues in the Global Clearing
and Settlement System

3. A rapid growth of cross-border trading is a development of interoperability? between clearing
particular challenge for securities clearing and and settlement systems at the cross-border level
settlement systems. In general, there are three and thus increases operational risk. More
major issues encountered by clearing and importantly, mismatches in technology and
settlement systems in the cross-border communication methods may lead to problems
environment. associated with the flow of transactions and

messages among participants across different
Lack of global standards clearing and settlement systems. The end result

: of these problems is additional cost, delay in
4. Clearing and settlement systems have not kept :
) L ) : settlement or failed trades.
pace with the globalization of trading. While

trading network is now global in coverage, 6. As the Canadian communications theorist,
clearing and settlement of securities still takes Marshall McLuhan, used to say, “the medium is
place at the domestic level and market by market. the message”. Global standards should be
Disparate clearing and settlement systems have established and applied to communications in all
added unnecessary risks to cross-border post trade activities in order to produce a seamless
settlement. global clearing and settlement infrastructure to

) facilitate cross-border settlement.
5. In most cases, clearing and settlement systems

are designed to deal principally with domestic . .
’ 1gn principally wi mestt Risk of contagion across markets

markets. As a consequence, technical,

communication and operational standards for the 7. The globalization of financial markets has
systems are established to meet the needs of users introduced a new element of risk to clearing and
and business practices on a domestic basis. The settlement systems. The securities markets today
adoption of domestic standards hinders the are de facto networks where each participant and

2 “Interoperability” refers to the ability of users in the clearing and settlement process to communicate and work with service providers

and other participants without special effort on the part of users.

SFC QUARTERLY BULLETIN SPRING 2005



entity depends on the others for information or
elements in the securities processing transaction
flow. Since clearing and settlement of securities
still takes place market by market on a domestic
basis, the global clearing and settlement network
is in effect a patchwork of domestic networks
which are interdependent. Structural weaknesses
and operating risks inherent in the domestic
systems have intensified in light of the
globalization of securities markets. If these issues
are not prudently managed, they will not only
threaten the viability of domestic markets, but

also contaminate the stability of the global market.

When one market or system within the global
network fails, there is a domino effect which
can create serious consequences for other
markets and systems, potentially resulting in a
catastrophic failure event. As clearing and
settlement systems are usually linked to payment
systems, disruption in the securities markets may
also affect the banking sector. The 9/11 incident
clearly illustrates the vulnerability of the global

clearing and settlement network.

Although many markets have started to turn their
attention to this risk area, clearing and settlement
systems presently may not be able to withstand
shocks from this imperfect network. The issue
of contagion risk is complex, making it difficult
for the global architects to avoid or eliminate such
risk. Clearing and settlement system operators
should adopt higher standards for business
continuity and disaster recovery planning to
jointly create an operational resilient environment

for the global network.

Limited competition

10. In domestic markets, many clearing and

settlement entities operate as monopolies. They
have either been protected from competition by
domestic rules or it would not be economically

viable for new comers to enter into the markets.

11.

12.
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In order not to affect the value of local franchises,
clearing and settlement entities may be reluctant
to improve the openness of their systems at the
cross-border level. Some service providers or
intermediaries can only have access to the system
services through local participants. Consequently,
cross-border clearing and settlement
infrastructure has become fragmented. This
fragmented structure is the major cause of
increased costs for cross-border settlement
because extra costs are involved in additional layers
of the structure. Separately, without sufficient
competition, clearing and settlement system
operators may be unwilling to make costly
investment to pursue initiatives specifically
designed to improve the efficiency of cross-border

settlement.

To overcome these competition issues,
interoperability should be promoted. If different
systems are able to interact with each other
efficiently, then more choices will be available

to users.

Reform of the Global Clearing and
Settlement System

13.

14.

The global securities market is only as good as
the clearing and settlement infrastructure that
supports it. Since the global clearing and settlement
network is like a patchwork of domestic systems
with varying levels of standards, effectiveness of
the global network is only as strong as its weakness
link. To strengthen integrity of the global securities
market, cooperative efforts from all major markets
with significant cross-border participation are
required. Public and private sectors should “mark
to market” their clearing and settlement systems
to the global best practices and address areas of

deficiencies.

Over the past 20 years, clearing and settlement
systems have made substantial investment to

improve their safety, efficiency and reliability

SFC QUARTERLY BULLETIN SPRING 2005
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based on the best industry practices available at
the time. As shown in Diagram 1, international
standard setting bodies such as the International
Organization of Securities Commission
(IOSCO), Committee on Payment and
Settlement Systems (CPSS) of the Bank for
International Settlement (BIS) and International

Securities Services Association (ISSA) have

established comprehensive standards for clearing
and settlement systems. However, prior to 2003,
these standards were mainly developed to address
domestic or regional problems and did not place
much emphasis on cross-border issues. Most of
the emerging issues mentioned above were not

adequately addressed by these earlier standards.

Diagram 1

Geographic scope

A Mainly address domestic issues

Global focus
>

d
«€

Global G30 1989 ISSA 2000
Except for the EU Wise Men

Regional markets, no widely

(E?Jgrf::) accepted regional 2001

standards in other
regions

CPSS/IOSCO

2001

CPSS/IOSCO
2004

i)

Provide more comprehensive stanards

for CCP risk management

Giovannini Group
2001 and 2003 reports

>

Timeline

15. In January 2003, the Group of Thirty® (G30)

4

published a report on “Global Clearing and
Settlement: A Plan of Action” with the intention
to strengthen the global clearing and settlement
network. This report recommends wide-ranging
reform of the clearing and settlement process in
the following three areas (see Diagram 2).* The
changes required in each of these areas are detailed
in 20 recommendations (a list of the

recommendations is provided in the Appendix).

* Building an efficient and interoperable global
network by creating global technical standards

and harmonizing business practices to

SFC QUARTERLY BULLETIN SPRING 2005

strengthen the connections across borders and

systems;

* Strengthening network safety and stability by
ensuring that clearing and settlement systems

and their major users have the financial
strength, risk management expertise,
operational reliability and supportive legal and
regulatory frameworks to confront the risk

management challenges that arise; and

* Improving governance by strengthening
private boards in pursuit of the reform and

by providing consistent regulation and

oversight by public authorities.

The Group of Thirty, established in 1978, is a private, non-profit, international body composed of senior representatives of the private
and public sectors and academia. It aims to deepen understanding of international economic and financial issues, to explore the international
repercussions of decisions taken in the public and private sectors and to examine the choices to market practitioners and policymakers.

The report is available on the Group of Thirty’s website: http://www.group30.org/recommendations.php
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Building an efficient and

interoperable global network

Improving governance

\4

1. Global standards replace local standards

Address
industry
concerns

2. Clearing and settlement systems should be interoperable

3. The wider system is rendered fully accessible to service

providers and users

Strengthening network
safety and stability

Develope
global
standards

16.

17.

The G30 report contemplates implementation of
the recommendations over 5-7 years. When these
recommendations are fully implemented, the
vulnerability in the global securities markets will
be significantly reduced. The current system of
predominantly local clearing and settlement
services (based on local standards and business
practices) will be transformed into a widely
accessible and interoperable global network.
Clearing and settlement systems will maintain a
higher level of operational resiliency to address
the risk of significant operational shocks. However,
to achieve this transformation, it is utmost
important for service providers and operators to
first establish good governance structures to meet

public policy interests in this area.

In April 2005, the G30 published an interim
report’® to identify areas where progress is being
made as well as areas where additional effort is
required in order to move forward. In a nutshell,
there is evidence of progress in a number of areas,
but full implementation of the recommendations
will still require substantial efforts internationally

by both private and public sectors.

Regulatory Cooperation Issues

18.

19.

In order for the global securities markets to work,
we require not only cooperation to create global
technical standards and operational resilient
environment for the clearing and settlement
systems, but also clear regulations which can be
effectively and consistently enforced to protect

ownership rights.

The globalization of financial markets has raised
challenges for regulators and law enforcement
officers. Since regulatory investigation and law
enforcement are normally only applicable within
domestic borders, effective cross-border
enforcement requires information sharing and
cooperation among regulators and law
enforcement officers in different jurisdictions.
Several recent financial scandals are examples of
this dichotomy between global markets and local
enforcement. At present, not all securities
regulators have the ability to provide enforcement
cooperation to their foreign counterparts due to
various reasons. For example, some may lack
powers under their local laws to provide the

enforcement assistance. Regulatory cooperation

5 The interim report is available on the Group of Thirty’s website: http://www.group30.org/recommendations.php

SFC QUARTERLY BULLETIN SPRING 2005



6

20.

21.
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and enforcement across borders and markets
should be enhanced so that regulators can

effectively supervise the cross-border markets.

IOSCO has been taking measures to improve
cross-border oversight and enforcement. In
particular, IOSCO is promoting adoption of its
Multilateral Memorandum of Understanding
Concerning Consultation and Cooperation and
the Exchange of Information (MMOU) to ensure
regulators can collect and share certain
enforcement related information at the cross-
border level. To date, 26 IOSCO members have
acceded to provide cross-border enforcement
cooperation under the MMOU and
23 jurisdictions have applied to sign the MMOU.
The benefit of this regulatory cooperation is that
investors in various markets of MMOU
signatories are provided with a consistently high
level of protection. IOSCO will also prioritize
its work to encourage those historically
uncooperative jurisdictions to improve their
abilities to cooperate with regulators in other

jurisdictions on cross-border enforcement.

It is equally important for regulators to cooperate
with each other to create a harmonized oversight
structure that minimizes opportunities for
regulatory arbitrage and reduces compliance costs

The need for

harmonized regulation and oversight is apparent

for cross-border trading.

in the context of cross-border trading. If there
are weaknesses in the oversight structure for one
market, this market may introduce risk to the
others through the global network. A coordinated
and seamless regulatory structure is essential to
ensure that there are no gaps or redundancies
among regulators to monitor cross-border

activities. Regulators therefore should implement

SFC QUARTERLY BULLETIN SPRING 2005

22.

existing international standards such as IOSCO
standards and principles to harmonize the
regulatory structures for the global financial

markets.

In the Asia-Pacific region, there are different
cultures, histories, currencies and legal systems.
Notwithstanding these differences, there has also
been a trend towards regulatory cooperation.
There has been a dramatic growth in the number
of memoranda of understanding or letters of
intent between exchanges and regulators to
harmonize regulation in the region. For example,
the Securities and Futures Commission has signed
letters of intent on regulatory cooperation with
Indonesia’s Ministry of Finance Capital Market
Supervisory Agency (BAPEPAM) in May 2004,
Thailand’s Securities and Exchange Commission
in November 2004 and Sri Lanka’s Securities and
Exchange Commission in April 2005 in the area
of cross-border regulation of collective investment
schemes. These developments may imply the
beginning of a regionalism in the regulation of
the Asia-Pacific markets and create a regulatory
environment that will facilitate greater

cross-border cooperative activities.

Conclusions

23.

The global securities markets are facing great
challenges ahead. New issues will arise when the
global network becomes more integrated and
extends its coverage. Implementing the best
global standards and promoting regulatory
cooperation are essential to enhance integrity of
the global network. The momentum for the
reform is there even though the pace seems slow
in some areas. To take the reform forward,
continuous efforts are required from market

participants, service providers and regulators.



Appendix: The Twenty G30
Recommendations on Global Clearing
and Settlement

Creating a strengthened, interoperable
global network

1. Eliminate paper and automate communication,

data capture and enrichment.

2. Harmonize messaging standards and

communication protocols.

3. Develop and implement reference data

standards.

4. Synchronize timing between different clearing

and settlement systems and associated payment

and foreign-exchange systems.

5. Automate and standardize institutional trade

matching.

6. Expand the use of central counterparties.

7. Permit securities lending and borrowing to

expedite settlement.

8. Automate and standardize asset servicing
processes, including corporate actions, tax relief

arrangements and restrictions on foreign

ownership.

Mitigating risk

9. Ensure the financial integrity of providers of

clearing and settlement services.

10. Reinforce the risk management practices of users

of clearing and settlement service providers.

12.

13.

14.

15.

16.

Feature Articles and Speeches | 7

. Ensure final, simultaneous transfer and availability

of assets.

Ensure effective business continuity and disaster

recovery planning.

Address the possibility of failure of a systemically

important institution.

Strengthen assessment of the enforceability of

contracts.

Advance legal certainty over rights to securities,

cash or collateral.

Recognize and support improved valuation and

closeout netting arrangements.

Improving governance

17.

18

19.

20.

Ensure appointment of appropriately experienced

and senior board members.

. Promote fair access to securities clearing and

settlement networks.

Ensure equitable and effective attention to

stakeholder interests.

Encourage consistent regulation and oversight
of securities clearing and settlement service

providers. 5=

SFC QUARTERLY BULLETIN SPRING 2005
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A Comparison Between Shenzhen SME Companies and

Hong Kong GEM Companies

Joseph Lee, Yan Yuhong and Joanna Poon, Research Department of the Supervision
of Markets Division'
March 2005

Summary

All SME companies reported earnings in FY2003, whilst almost half of the GEM companies reported losses.

Compared to SME companies, GEM companies in general have lower share prices, smaller market cap and

lower market turnover.

The different characteristics and the contrasting performance are mainly attributable to some fundamental differences

such as:

> the listing requirements of the SME Board and the GEM Board;

> the rules and regulations governing the two boards; and

> the investor mix and the investor behaviour of the two markets.

The listing requirements as well as the rules and regulations for the SME Board are in general more stringent

than those for the GEM Board.

Objective of the Study

1.

The Small and Medium Enterprise (SME) Board
was launched in Shenzhen on 25 June 2004 to
assist smaller growth companies in China to raise
capital. Some are concerned that there might be
competition between the Shenzhen SME Board
and the Hong Kong Growth Enterprise Market
(GEM) Board. This study aims at providing some
basic facts and comparing characteristics of the

two markets.

Background

2.

Due to the delay in launching the SME Board,
there was a pent up demand for listings. Up to
the end of September 2004, 38 companies were
listed on the Board. However, IPOs on the
Mainland stock markets were suspended during
September 2004 - January 2005, as regulators
prepared new guidelines governing the pricing

of share sales. Listings on the SME Board were

also halted for several months. After the
resumption of IPOs early this year, there were
two new companies listed in March 2005. Since
our analysis is up to the end of February 2005,
these two newly listed companies are not covered
by this study. As of the end of February 2005,
the aggregate market cap of the SME Board
amounted to US$5.0 bn. The average daily
turnover was US$35.6 mn in February 2005.
Since its inception, the SME Board has raised
US$1.1 bn. The PE ratios averaged 30.

In Hong Kong, the GEM Board was launched
on 25 November 1999. As of the end of February
2005, there were 205 companies listed on the GEM
Board, with a total market cap of US$8.5 bn.
Their average daily turnover in February 2005
was US$7.6 mn. Since its inception, the GEM
Board has raised US$5.5 bn. The PE ratios
averaged 28.

! This paper is for pure fact-finding and research purposes, and is not an attempt to comment on the developments of any markets/

SFC QUARTERLY BULLETIN SPRING 2005
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Major Statistics of Shenzhen SME Board and Hong Kong GEM Board (end February 2005)

SME GEM
Number of Listed Companies* 38 205
Market Capitalisation (US$ bn) 5.0 8.5
Average Daily Turnover during February 2005 (US$ mn) 35.6 7.6
Amount of Funds Raised since Inception (US$ bn) 1.1 5.5
Average PE Ratio 30.0 28.0
Average Market Capitalisation per Company (US$ mn) 132.1 41.7
Average Daily Turnover per Company during February 2005 (US$ mn) 0.9 0.04
Note: * Companies delisted or moved to the Main Board are excluded.
Sources: HKEx, Shenzhen Stock Exchange and Bloomberg

Different Characteristics Between the
Companies Listed on the Two Boards

4. Compared to SME companies, GEM companies

in general

* have a larger proportion of companies

reporting losses;
* have lower share prices;
* have smaller market cap; and

¢ have lower market turnover.

A larger proportion of GEM companies
reporting losses

5. The analysis on financial performance is based

on 2003 results, because most companies have

not announced their 2004 earnings at the time

of this paper.

6. Co

mpared to SME companies, the proportion of

GEM companies reporting losses is higher.

All the 38 companies listed on the SME Board
reported profits in FY2003. A majority (27

companies or 71.1%) reported profits of less
than US$5 mn.

On the GEM Board, 95 companies (46.3%)
reported losses in FY2003. 81 companies
reported losses of less than US$5 mn. For the
110 companies reporting earnings in FY2003,

82 companies earned less than US$5 mn.

Financial Performance of Firms Listed on SME Board and GEM Board (2003)

SME GEM
No. of Firms l % No. of Firms l %
Number of Firms Reporting Earnings/Losses
Losses 0 0.0% 95 46.3%
Earnings 38 100.0% 110 53.7%
Total 38 100.0% 205 100.0%
Number of Firms and the Amount of Earnings/Losses

Below US$-10 mn 0 0.0% 4 2.0%
US$-10 mn+ to US$-5 mn 0 0.0% 10 4.9%
US$-5 mn+ to 0 0 0.0% 81 39.5%
0+ to US$5 mn 27 71.1% 82 40.0%
US$5 mn+ to US$10 mn 10 26.3% 18 8.8%
Above US$10 mn 1 2.6% 10 4.9%
Total 38 100.0% 205 100.0%
Sources: HKEx, Shenzhen Stock Exchange and Bloomberg

SFC QUARTERLY BULLETIN SPRING 2005
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GEM companies have lower share prices

in general

7. Compared to SME companies, GEM companies

in general have lower share prices.

* On the SME Board, all listed companies were
traded above US$0.50 as of the end of February
2005.

* In contrast, on the GEM Board, share prices of

> 98.1% (201) of the companies were below
US$0.50;

> 85.4% (175) of the companies were below
US$0.10;

> 72.2% (148) of the companies were below
US$0.05; and

> 30.2% (62) of the companies were below
US$0.01.

Comparison of Shenzhen SME Board and Hong Kong GEM Board by Share Price

Share Prices as of the end SME GEM

of February 2005 No. of Firms % No. of Firms %

Below US$0.01 0 0.0% 62 30.2%
US$0.01+ to US$0.05 0 0.0% 86 42.0%
US$0.05+ to US$0.10 0 0.0% 27 13.2%
US$0.10+ to US$0.50 0 0.0% 26 12.7%
US$0.50+ to US$1.00 6 15.8% 1 0.5%
US$1.00+ to US$1.50 16 42.1% 1 0.5%
US$1.50+ to US$2.00 9 23.7% 1 0.5%
Above US$2.00 7 18.4% 1 0.5%
Total 38 100.0% 205 100.0%
Sources: HKEx, Shenzhen Stock Exchange and Bloomberg

GEM companies have smaller market cap

in general

8. Compared to SME companies, GEM companies

in general have smaller market cap.

* As of the end of February 2005, the market
cap of SME companies ranged from
US$33.5 mn to US$1,044.3 mn, with an
average of US$184.1 mn.

* In contrast, on the GEM Board, the market cap

of companies ranged from US$0.9 mn to

US$1,025.5 mn, with an average of US$42.1 mn.

> 78.5% (161) of the companies had market
cap of less than US$30 mn (i.e. smaller than
the smallest SME company in Shenzhen); and

> 54.1% (111) of the companies had market
cap of less than US$10 mn.

Comparison of Shenzhen SME Board and Hong Kong GEM Board by Market Cap

Market cap as of the end SME GEM

of February 2005 No. of Firms % No. of Firms %

Below US$10 mn 0 0.0% 111 54.1%
US$10 mn+ to US$30 mn 0 0.0% 50 24.4%
US$30 mn+ to US$50 mn 8 21.1% 14 6.8%
US$50 mn+ to US$100 mn 8 21.1% 10 4.9%
US$100 mn+ to US$300 mn 14 36.8% 15 7.3%
Above US$300 mn 8 21.1% 5 2.4%
Total 38 100.0% 205 100.0%

Sources: HKEx, Shenzhen Stock Exchange and Bloomberg

SFC QUARTERLY BULLETIN SPRING 2005



GEM companies have lower market
turnover in general

9. Compared to SME stocks, trading of GEM stocks

was in general less active.

* The average daily turnover per SME company
was US$0.9 mn in February 2005.

* In contrast, on the GEM Board, the average
daily turnover of

> 99.5% (204) of the stocks was less than
US$1.0 mn;

Feature Articles and Speeches |11

> 98.5% (202) of the stocks was less than
US$0.5 mn;

> 91.7% (188) of the stocks was less than
US$0.1 mn;

> 87.3% (179) of the stocks was less than
US$0.05 mn; and

> 71.7% (147) of the stocks was less than
US$0.01 mn.

Comparison of Shenzhen SME Board and Hong Kong GEM Board by Turnover

Average Daily Turnover SME GEM

in February 2005 No. of Firms % No. of Firms %

Below US$0.01 mn 0 0.0% 147 71.7%
US$0.01 mn+ to US$0.05 mn 0 0.0% 32 15.6%
US$0.05 mn+ to US$0.1 mn 0 0.0% 9 4.4%
US$0.1 mn+ to US$0.5 mn 8 21.1% 14 6.8%
US$0.5 mn+ to US$1 mn 17 44.7% 2 1.0%
US$1 mn+ to US$5 mn 13 34.2% 1 0.5%
US$5 mn+ to US$10 mn 0 0.0% 0 0.0%
Above US$10 mn 0 0.0% 0 0.0%
Total 38 100.0% 205 100.0%
Sources: HKEx, Shenzhen Stock Exchange and Bloomberg

Fundamental Differences Between the
Two Boards / Markets

10. The different characteristics and the contrasting
performance are mainly attributable to some

fundamental differences such as:

* the listing requirements of the SME Board
and the GEM Board;

* the rules and regulations governing the two

boards; and

¢ the investor mix and the investor behaviour

of the two markets.

Listing requirements and other rules for
the two boards

11. The SME Board is a segment of the Main Board
of the Shenzhen Stock Exchange. The listing

requirements and other rules for companies on

the SME Board are basically the same as those
for the Main Board. These include:

* a minimum operating history of 3 years;
* a history of profits for 3 years; and

* aminimum market cap of RMB50 mn (this is
implicit from the requirements on minimum

capital).

12. Relative to the SME Board, the listing
requirements and other rules for GEM Board
companies are less stringent. Among other things,

there is
* a minimum operating history of 2 years;

* no profit requirement for GEM companies;

and

SFC QUARTERLY BULLETIN SPRING 2005
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* aminimum market cap requirement of about
HK$46 mn (this is implicit from the
requirements that the minimum public float
is HK$30 mn and that the management
shareholders and significant shareholders
collectively must hold at least 35% of the

issued share capital).

Investor mix for the two markets

13.

14.

Another difference between the two markets is
the investor mix and therefore the investor
behaviour. The Mainland markets comprise
predominantly local retail investors, whereas the

Hong Kong markets have a better investor mix.

e At present, the Mainland B-markets are open
to both local and foreign investors, but the
markets are dominated by local investors. In
any case, the B-markets only account for about
1-2% of the total by market cap and by market
turnover. The A-markets are semi-open to
foreign participation through the Qualified
Foreign Institutional Investors (QFII)
scheme, but the amount approved is still small
relative to the whole market. As of the end
of February 2005, there were 27 QFIIs
managing funds of US$3.6 bn, less than 0.8%
of total market cap of the Mainland stock

markets.

* In Hong Kong, HKEx’s survey showed that
the share of overseas investors was 36% of
the total trading value for the 12 months
ending September 2004 (33% institutional and
3% retail), whilst the share of local investors
was 56% (22% institutional and 34% retail),

the remaining 7% being principal trading.

Because the Mainland markets are dominated by
local retail investors who tend to be more sensitive
to short term market sentiment, turnover velocity

is higher in the Mainland than in Hong Kong.

e Turnover on the Mainland markets totaled
US$431.7 bn for the 12 months ending

February 2005. With a market cap of
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US$464.5 bn as of the end of February 2005,

the turnover velocity was 93%.

* Turnover on the Hong Kong markets totaled
US$421.9 bn for the 12 months ending
February 2005. With a market cap of
US$880.4 bn as of the end of February 2005,

the turnover velocity was 48%.

Conclusion

15.

16.

Due to the above-mentioned fundamental
differences between the Shenzhen SME Board
and Hong Kong GEM Board, these two markets
are not strictly comparable. It is most important
for Hong Kong to maintain its competitive edge.
The competitiveness of a market ultimately

depends on:

* the quality of issuers;

* the quality of intermediaries;

* the quality of investors;

* the quality of infrastructure;

* the quality of market operators; and

e the quality of services providers.

If the competitive edges can be maintained, Hong
Kong will continue to be a major fund-raising

centre for Mainland companies, as it offers:
* access to foreign exchange;

e abroader investor base;

e free flow of capital and information;

* international visibility;

* asound legal and regulatory framework that

is of international standard;

* adeep market with a wide product range and
liquidity provided by institutional and retail

as well as local and overseas investors;

e a critical mass of professionals and service
providers that adopt practices at international

standard; and

* access to the rest of the world whilst benefiting

from proximity to the Mainland. 2
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Attracting Global Investors to Emerging Markets

Andrew Sheng!, Chairman of the Securities and Futures Commission

February 2005

I am honoured today to address fellow IOSCO
regulators on the subject of attracting global investors

to emerging markets.

In the tradition of securities regulators, I should begin
by saying that all opinions expressed here are my
own and not necessarily those of the Securities and
Futures Commission of Hong Kong, nor that of the
IOSCO Technical Committee, which I currently chair.

Emerging Markets — A Historical Overview

The term “emerging market” was first coined by
Antoine van Agtmael of the International Finance
Corporation (IFC), World Bank in 19812, as an
economy with low-to-middle per capita income, which
has embarked on capital market reforms. It excludes
the highly developed and mature capital markets of
the US, Canada, Australia and Europe, as well as the
Japanese and Hong Kong market, which happen to
be members of the Technical Committee of IOSCO.
In recent years, large markets of big developing
economies, such as Brazil, China, India, Turkey, South
Korea and South Africa are still classified as emerging
markets even though they are fairly substantial in

market capitalization and product sophistication.

The emerging markets were traditionally subdivided
into four geographical groups, Asia, Latin America,
Eastern and Central Asia and Middle East and Africa.
After the fall of the Berlin Wall, Eastern and Central
Europe also emerged as another group. The emerging
markets as an asset class was considered attractive

for two fundamental reasons:

Firstly, higher growth potential and higher returns
on the upside, offset by higher risks and volatility

(including lower liquidity) on the downside; and

Secondly, a natural hedge or diversification of
risks against concentration of investments in

developed markets.

As developed markets began to age in terms of
population demographics, the higher savings in their
pension and social security funds sought to diversify
out of their markets into emerging markets, precisely
in search of higher yield or total return potential,
whilst diversifying some risks. This brought about
the creation of the fashion of investing in emerging
markets, which caused the international financial
institutions (IFIs) (led by the IFC) to champion the
cause of developing emerging capital markets.
Efficient domestic capital markets would not only
help resource mobilization at the domestic level, but

also help global resource allocation.

As you all know, capital flows comprise two principal
types: Foreign Direct Investments (FDI) and Foreign
Portfolio Investments (FPI). Prior to the 1980s, the
principal flow to emerging markets was through FDI
and official aid, supplemented by bank lending. After
the Latin American debt crisis of the 1980s, FPI
comprised mostly investments in equity and perhaps,
some bonds. Today, the nature of foreign portfolio
flows comprises not only traditional bank lending,
equity, bonds, but also derivatives, structured

products, venture capital and private equity.

In the last two decades, Latin America and Asia
markets have been the major beneficiaries of capital
flows, partly because of high growth, but also because
their political development has been more stable than
Africa and the Middle East. Prior to the Asian crisis,
the so-called Asian Miracle attracted huge inflows
of capital, and it was the massive withdrawal of both
FDI and FPI after 1997 that caused the painful reforms

! The speech was presented at the IOSCO Emerging Markets Regional Training Seminar on 24 February 2005, Taipei

2 Source: Investopedia Online
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in Asia. In 1999, Latin America markets took up
about US$107 billion of FDI, exceeding the Asian
share of US$102 billion.

When the Argentinian crisis broke, the position
again reversed, with FDI flows to Asia standing at
US$107 billion in 2003, or 62% of the total FDIs
into emerging markets, while FDI flows to Latin
American markets declined to US$48 billion®.

Indeed, the Institute of International Finance (IIF)
has recently estimated that flows to emerging markets
are now rising to almost pre-1997 levels. In 2004,
flow of private money to 29 “emerging market”
economies rose to US$279 billion, close to the
US$287 billion in 1997 and just below the peak of
1996, when US$322 billion flowed to emerging

markets*.

The surge of money into emerging markets partly
stemmed from improved policies and economic
fundamentals, but it was also because of excessive
liquidity growth worldwide, as fiscal prime pumping
and low interest rates to combat deflation resulted
in high liquidity in the major markets. Funds from
these markets therefore moved to emerging markets
in search of higher yields. The average spread
(interest rate differential) between emerging market
bonds and US Treasuries declined to a seven-year
low of 346 basis points by the end of 2004.

As T have pointed out elsewhere’, there is a symbiotic
relationship between capital flows between emerging
and developed markets. The classical relationship
is that between Asia and the US. Asian central banks
and retirement funds tend to put most of their
reserves into US Treasuries, bonds and equities to
diversify their risks into “blue chip” assets, which
also serves to finance the current account deficit

of their major trading partner. In return, the major

Economic Research 16-17 September 2004, Beijing

080404.pdf
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capital markets in US recycle their funds back to
emerging markets in the form of FDI and FPI in
the search of higher yield and spread, enhanced

through leverage and structured financing.

Hence, capital flows are two sides of the same coin.
Like free trade, it is mutually beneficial and helps to
diversify risks on both sides. However, it carries its
risks, because history has shown that investment
trends can reverse overnight and capital can flow out
of an emerging market rapidly. These “flow shocks”
can be triggered either by problems emanating from
the emerging market, or are sometimes due to
problems from the developed markets itself.
Nevertheless, these sharp fund withdrawals rapidly
expose weaknesses in the emerging market structure,
such as overleveraged borrowers and frail financial
institutions. In the Asian crisis, it left behind a
devastation of the domestic financial systems, with
large devaluations, bankruptcies and wiping out

domestic wealth that was built up prior to the crisis.

The topic of this morning’s lecture is to have an overview
of what would attract and keep global investors to
emerging markets, noting that sharp reversals of flows

can have high costs for the domestic economy.

After the Asian crisis, the IFIs developed a common
view on what makes a successful market economy.

The preconditions (as articulated by the IMF?) are:

* Sound and sustainable macroeconomic
policies;

* A well-developed public infrastructure, such
as a functioning judiciary, and effective
regulatory elements relating to asset valuation,
supervisory powers, enforcement, exercising
rights against collateral, licensing and

accounting powers; and

* Procedures for resolving problem institutions.

Source: United Nations Conference on Trade and Development Annual Report 2004
Institute of International Finance, Inc, “Capital Flows to Emerging Market Economies”, January 2005
Andrew Sheng, “Optimal Financial Structure for Economic Growth: Lessons from Other East Asian Economies”, China Centre for

International Monetary Fund, “Financial Sector Regulation: Issues and Gaps”, 2004, http://www.imf.org/external/np/mfd/2004/eng




The author of the term “Washington Consensus”

set out 10 reforms for emerging markets that was

needed:

1. Fiscal discipline

2. Re-ordering public expenditure priorities

3. Tax reform

4. Liberalization of interest rates

5. A competitive exchange rate

6. Trade liberalization

7. Liberalization of inward foreign direct investment
8. DPrivatization

9. Deregulation

10. Property rights

Without getting into the rights and wrongs of the
Washington Consensus, it is important to understand
that in order to attract capital into your market, one
must understand very clearly what benefits such
capital brings. A capital market has four major

functions:

1. Efficient resource allocation
2. DPrice discovery

3. Risk Management and

4.

Corporate Governance

Many emerging markets in fact are not short of
resources or savings. Indeed, because they have
inefficient or incomplete banking and capital markets,
savings leak out through capital flight while foreign
capital cannot or does not want to come in. Indeed,
it is always legitimate to ask the question: why should
a foreigner come to invest when the domestic investor
is reluctant to do so? After all, a domestic investor

should know local conditions better than the foreigner.

Consequently, I believe that it is not necessary to
go down the laundry list of macro-economic policies,
the quality of the public infrastructure and the
institutional framework. The principles of investing
in a market are identical to the principles of investing
in a company. When an investor looks at the quality

of a company, he or she looks at the quality of
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corporate governance: what is the performance and

the conformance? In other words:

* Does the company deliver superior
performance, with risks properly disclosed and
measured/audited according to international

standards?

* Does the company conform with the law and
internationally accepted ethical standards with
respect to transparency and fair treatment of
all shareholders, employees and other
stakeholders?

Investors will certainly benchmark or compare
investing in Emerging Market A with the Return,
Risk and Liquidity of investing in a top quality
developed market, in the same way that emerging
market bonds and equity are benchmarked against
the “yield spread” against US Treasury Bonds and
total return on the Dow Jones Index. If the risk and
return, plus lower liquidity, on Emerging Market A
is lower or insufficient to compensate for investing
in US Treasuries or Dow Jones, then a national

investor will not invest in Emerging Market A.

There are therefore two aspects arising from this
insight. First, in a global economy, the Emerging
Markets are competing with each other and also with
Benchmark Developed Markets for funds. Second,
in order to retain or attract such funds, Emerging
Markets have to demonstrate commitment in not only
upholding international standards, including good
corporate governance standards, but also develop a
strong domestic financial system with the help of

foreign participation.

The Global Market is a Sum Total of
Domestic Financial Markets

Once we appreciate that the global financial system
is a network of domestic financial systems, across
which national savings flow in search of the highest
return relative to the risks, there is every imperative
to strengthen the domestic financial system to

international standards.

7 John Williamson, “From Reform Agenda to Damaged Brand Name: A short history of the Washington Consensus and suggestions for

what next to do”, Finance and Development, September 2003
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A weak domestic financial system is a systemic threat
to both domestic and global stability, especially if
the more significant markets are vulnerable. Prior
to globalization, it was possible to develop closed
markets. But with WTO and under the pressure of
the IFTs, it is almost impossible to develop domestic
standards 1s isolation, as foreign financial institutions
spread across markets, introducing new products, new
technology and advanced systems of corporate

governance.

As international standards of accounting, auditing,
corporate governance, securities, banking, insurance
and fund management regulation emerge and spread,
fund managers will want to ensure that emerging
markets which attract their funds meet international
standards. A crucial question therefore arises whether
Emerging Markets can achieve international standards
in their domestic markets (banking or capital) without
the assistance of foreign financial institutions. They
have the expertise, technology, risk management and
governance experience in finance that many domestic
players lack in terms of critical mass or even exposure

to such competition.

Key Challenges to Emerging Markets in
Attracting Foreign Investments

In discussing the “How to” in “Developing Strong
Domestic Financial Markets”, the common challenges
are less technical (such as technology in risk
management models) but relate to the fundamental
issue of public or corporate governance.
Consequently, we can subsume the elements of
macroeconomic policies, regulatory infrastructure and
the existence or non-existence of markets under the

broad umbrella of “governance”.

To repeat, investors ultimately care about not the
quality of assets, but the quality of governance,
because ultimately, it is governance that delivers
performance, rather than assets. In plain language,
good management of gold mines produce profits; bad

management produces pollution and losses.

8

Hence, the elements investors are concerned about

relate to the following:

e The quality of transparency — can investors

have sufficient information to judge the quality
of performance and conformance in the
delivery of public goods that protect their
property rights?

* The standards against which performance and
conformance are benchmarked — in order to

assess the accountability of such governance;

¢ The incentive structure within the governance

that could bias performance one way or
another. Experience shows that distorted
incentives can lead to bad behaviour that result
in incompetence, misleading disclosure, fraud

or cheating minority shareholders.

The point I want to make is that many international
studies have shown that FDIs and portfolio equity
flows are positively correlated to economic growth.®
But sustainable economic growth is dependent not
just on foreign investments, but on the quality of

domestic governance.

Corporate Governance

Most people tend to regard corporate governance as
simply being the relationship between a corporation
and its stakeholders, such as the corporation’s
shareholders and its directors. For an Emerging
Market, good corporate governance extended to the
national level may be more properly referred to as
“domestic governance”. At the corporation level,
we often refer to the basic principles of good
governance as transparency, accountability and a level
playing field. Transforming these into the context
of domestic governance, they appear in the form of
transparency in government policies, anti-corruption

policy and open competition in the market.

There are some revealing findings from research
conducted on corporate and domestic transparency.’
Based on the information in the Global

Competitiveness Report produced by Harvard’s

Source: IMF Paper on “Effects of Financial Globalisation on Developing Countries: Some Empirical Evidence”, March 17 2003

° Source: Gelos and Wei, 2002 “Transparency and International Investor Behaviour”, NBER Working Paper N0.9260 (October)
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University Centre for International Development and
the World Economic Forum, research studies found

that:

* International equity investment tends to avoid

less transparent countries.

* The tendency for international funds to engage
in “herding” (which is alleged to have
contributed to instability in the developing
countries’ financial markets) is related to a

country’s transparency.

e It follows that capital flight during a financial
crisis tends to be more severe in less

transparent developing countries.

e Opverall, research results showed that an
improvement in transparency might very well
reduce the so-called “sudden stop”
phenomenon of “hot money” and hence
increase the stability of domestic financial

market in a developing country.

For an emerging market, the first step towards
achieving better corporate governance is the
development and transformation from a
relationship-based economy to a regulation-based
economy, and the administration of these rules in

a fair and transparent manner.

Regulation-based Economy

As regulators, we play an important role in shifting
our markets from a relationship-based economy to
a regulation-based economy. A relationship-based
economy dominates where there are no clear rules
of game nor transparency. In the past, emerging
markets cannot develop to best international standards
because they lack the know-how, the resources and
the human skills to compete internationally. With a
number of emerging markets, even if they had the
resources and the access to such skills and knowledge,
they missed the opportunity through bad or weak

governance.

In other words, you can blame globalization for

“exposing” your internal weaknesses when you are
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benchmarked to international standards of efficiency
and market behaviour, but you have only yourself

to blame if you do not achieve such standards.

With globalization and the arrival of the Internet,
there is now no excuse. It is now possible to globalize
regulation-based economies because the standards
of transparency and regulation are now global.
IOSCO, together with other standard setters, such
as the Basle Committee on Banking Supervision, the
International Association of Insurance Supervisors
(TAIS), the International Accounting Standards Board
(IASB), the OECD all provide the standards against
which domestic economies will be assessed and
benchmarked by the International Monetary Fund
as part of their FSAP (financial sector assessment
programme)'®. Investors will look to these
assessment, as well as credit rating agencies and other
international analyst publications to judge for
themselves on the quality of an emerging market’s
governance and regulatory framework to deliver

transparent, efficient and fair markets.

Moreover, in partnership with international financial
institutions (who have the skills, network and market
access), emerging markets can build stronger domestic
financial systems through competition and innovation.
Many emerging markets fear too much foreign entry,
but that is the natural consequence of free markets

working to improve global and domestic efficiency.

With strong regulatory framework and clear rules,
different parts of the market can be built, such as
derivative markets, deep and liquid bond markets.
Without the participation of foreign players, who can
bring both the expertise and the competition, such
markets cannot reach international levels of
sophistication. Inefficient, closed and non-competitive
domestic markets with non-transparent behaviour
inevitably lead to large losses and often domestic

financial crises.

Hence, I would argue that the process of building
the public infrastructure of judiciary, regulation and

accounting and auditing using international standards

19 The Objectives and Principles of Securities Regulation (1998, updated October 2003) can be downloaded from IOSCO’s On-line

library at www.iosco.org/library (IOSCOPD154)
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and with foreign financial participation is a necessary

step towards good governance.

No one said that this is easy. In almost all markets,
the political landscape can have significant influence
over the process of financial reform or market
liberalization. The process will inevitably face
resistance from vested interests, or from others who
refuse to change, or inertia from the bureaucracy,
which stalls the progress. Nevertheless, the
transformation to a regulation-based economy is
necessary in order for an economy to achieve
long-term, sustainable growth. Nearly most
developed markets are regulation-based, and history
has shown that very few relationship-based economies

can achieve long, sustained productivity growth.

Conclusion

The development of financial markets and attracting
foreign investors into the market is a long, challenging
process of integrating domestic financial systems into
the global network. No man is an island, and none
of us is smarter than all of us. Just as free trade in
goods proved to be mutually beneficial, free trade in

financial services add to domestic and global welfare.

While short-term incentives will bring investors’
attention to a market, foreign investments will flee
the market when the incentives expire and investors
are not sure about that market’s long-term prospects.
Emerging markets need to have long-term vision
and persistence to overcome challenges during the
development process, in order to achieve long term,
sustainable growth. Today, no Emerging Market
needs to do it alone. There are global standard
setters, fellow regulators like IOSCO, which can
help them in their task towards domestic
strengthening. This is truly a global process with

domestic and global winners.
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Quarterly Review of the Securities Market

Research Department of the Supervision of Markets Division'

April 2005

Summary

The US markets were dragged down by high oil prices and worries over a more aggressive pace of interest rate hikes.

In the Mainland, the Shanghai and Shenzhen markets dived into 6-year and 8-year lows respectively, as no further

market supportive measures were announced after the CPPCC and NPC meetings and the PBoC tightened on

mortgage loans. In Hong Kong, markets retreated on an outflow of capital and fears over interest rate hikes.

During the quarter, the HSI fell 5.0%.

Performance of Major Stock Markets
during 2005 Q1

US/Europe

1. In the US, market sentiment was dampened by
high oil prices and worries over a more aggressive
pace of interest rate hikes. Concerns over
widening trade and fiscal deficits also weighed
on markets. During the quarter, the Fed raised
the Fed Funds Target Rate two times for a total

of 50 basis points (bps). The moves were within

market expectations. Both the Dow and
S&P 500 dropped 2.6%, whilst Nasdaq declined
8.1% (Chart 1). European markets outperformed
on optimism over economic performance of the
region, with the DAX, CAC and FTSE 100 gaining
2.2%, 6.5% and 1.7% respectively (Chart 2).

Chart 1 — Performance of the US and Hong Kong Markets (end 2001 = 100)
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Source: Bloomberg

! This paper is for pure fact-finding and research purposes, and is not an attempt to comment on the developments of any markets/
companies or interpret the policies concerned. The views expressed in this paper do not represent those of the SFC.
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Chart 2 — Performance of the European Markets (end 2001 = 100)
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Table 1 — Performance of Major Stock Markets (end 2005 Q1)

% Change from

% Change from

AL (in local currency) (in US$)

Index End 2004 2004 Q1 End 2004 2004 Q1

Australia -AOI 4,100.70 1.2% 20.0% 0.2% 21.0%
Mainland, China -Shanghai Composite 1,181.24 -6.7% -32.2% -6.7% -32.2%
-Shanghai A 1,239.27 -6.8% -32.2% -6.8% -32.1%

-Shanghai B 77.22 2.1% -34.1% 2.1% -34.1%

-Shenzhen Composite 296.75 -6.0% -35.3% -6.0% -35.3%

-Shenzhen A 305.64 -7.0% -36.1% -7.0% -36.1%

-Shenzhen B 257.73 17.3% -13.8% 17.3% -13.8%

Hong Kong -HSI 13,516.88 -5.0% 6.6% -5.3% 6.5%
-S&P/HKEx GEM 936.01 -5.3% -24.3% -5.6% -24.4%

-HSCEI 4,792.77 1.1% 0.3% 0.7% 0.2%

-HSCCI 1,528.42 -1.8% 7.7% -2.2% 7.6%

India -S&P CNX Nifty 2,035.65 -2.2% 14.9% -2.8% 14.5%
Indonesia -JCI 1,080.17 8.0% 46.8% 5.8% 32.8%
Japan -Nikkei 225 11,668.95 1.6% -0.4% -2.7% -3.1%
Korea -KOSPI 965.68 7.8% 9.7% 9.9% 23.9%
Malaysia -KLCI 871.35 -4.0% -3.4% -4.0% -3.4%
Philippines -PCOMP 1,954.69 7.2% 37.2% 10.0% 40.7%
Singapore -STI 2,141.43 3.6% 15.2% 2.5% 16.9%
Taiwan -TWSE 6,005.88 -2.2% -7.9% -1.5% -3.6%
Thailand -SET 681.49 2.0% 5.3% 1.5% 5.7%
France -CAC 4,067.78 6.5% 12.2% 1.8% 18.1%
Germany -DAX 4,348.77 2.2% 12.8% -2.3% 18.7%
UK -FTSE100 4,894.40 1.7% 11.6% 0.2% 14.3%
us -DJIA 10,503.76 -2.6% 1.4% -2.6% 1.4%
-Nasdaq 1,999.23 -8.1% 0.3% -8.1% 0.3%

-S&P 500 1,180.59 -2.6% 4.8% -2.6% 4.8%

Source: Bloomberg
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Except for markets in India, Malaysia and Taiwan,
most Asian markets advanced during 2005 Q1,
with gains ranging from 1.6% in Japan to 8.0%

in Indonesia.

The Mainland

3. Inthe Mainland, market performance was choppy
during the quarter. Markets were initially dragged
down on worries over a possible outflow of funds
as there were rumours that the Social Security
Fund would invest overseas and the QDII scheme
would be launched soon. The lift of IPOs ban
also added pressure on the markets. However,

markets once rebounded strongly on a series of
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supportive measures. Yet, markets consolidated
after the CPPCC and NPC meetings as no further
measures were announced. Meanwhile, the PBoC
tightened on mortgage loans, and some properties
and real estate stocks were affected. Moreover,
the PBoC commented that it would rely more
on interest rates to control the economy. This
led the markets to believe that future interest rate
hikes are more likely. On 30 March 2005, the
Shanghai and Shenzhen markets dived into 6-year
and 8-year lows respectively. During the quarter,
the Shanghai Composite Index and Shenzhen
Composite Index retreated 6.7% and 6.0%
respectively (Chart 3).

Chart 3 — Performance of the Mainland and Hong Kong Markets (end 2001 = 100)
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Hong Kong

4. In early 2005, the local markets were dragged
down, as the rebound in USD triggered investors
to unwind their USD carry trade positions. Later,
there were indications that capital was flowing
out from the market. The Aggregate Balance
dropped to HK$3.9 bn as of the end of March
2005 from HK$15.8 bn as of the end of December
2004. The 3-month HIBOR also rose to 2.72%
from 0.35% over the same period. Moreover,

local banks raised the best lending rate by 25 bps

to 5.25% on 21 March 2005, whilst there were
worries that the Fed might quicken the pace of
rate hikes. During the quarter, the HSI fell
5.0%. The HSCEI rose 1.1%, but the HSCCI
slid 1.8% during the quarter (Chart 4). The price-
earning ratio (PER) for the HSI was 15 times
whilst those for the H-share index (HSCEI) and
red chip index (HSCCI) were 11 times and 13
times respectively as of the end of March 2005
(Chart 5).
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Chart 4 — Performance of Hong Kong Markets (end 2001 = 100)
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Chart 5 — PER for Benchmark Indices of Hong Kong Markets
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Trading Activities on Hong Kong Stock
Market during 2005 Q1
5. Trading remained active during the quarter. The * H-shares dropped 0.3% to HK$3.3 bn;
average daily turnover on the Main Board rose * red chips rose 3.6% to HK$2.6 bn; and
2.1% to HK$18.3 bn. By stock type, the average e derivative warrants rose 0.6% to HK$2.7 bn.
daily turnover of Short selling averaged HK$534 mn a day, 2.9%
e HSI stocks rose 9.3% to HK$7.6 bn; of the total.
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Trading activities of the Hong Kong stock
market by broker category?

6. Market share of Category A SEHK participants
rose. In contrast, the shares of both Categories

B and C SEHK participants decreased during
2005 Q1.

Chart 6 — Market Share of SEHK Participants by Broker Category (%)
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Initial Public Offering (IPO) Activities

7. IPOs activities became relatively quiet during the
last quarter, with five IPOs on the Main Board
and two on GEM. The total amount of funds

quarter, 84% lower than the previous quarter.
During the quarter, funds raised for Mainland

enterprises (i.e. H-shares and red chips) through
raised through IPOs was HK$6.2 bn during the IPOs was about HK$0.8 bn, 13% of the total.

Table 2 — Highlights of the IPOs by Stock Type

2004 Q1 2004 Q2 2004 Q3 2004 Q4 2005 Q1
Number of IPOs
Total (Main Board + GEM) 16 22 14 18 7
Mainland enterprises 6 7 5 6 1
- H-shares 5 6 2 4 0
- Red chips 1 1 3 2 1
Funds raised by IPOs (HK$ mn)
Total (Main Board + GEM) 21,611 34,262 2,854 38,433 6,166
Mainland enterprises 3,328 23,634 559 27,930 776
- H-shares 3,328 22,276 161 14,946 0
- Red chips 0 1,258 398 12,985 776
Source: HKEx

2 SEHK participants are categorized into Categories A, B and C, based on the value of transactions handled. Category A SEHK participants

refer to the top 14 brokers, whilst Category B SEHK participants refer to those ranked 15-65 and the rest are Category C SEHK
participants.
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Trading Activities of Local Derivatives
Market during 2005 Q1

quarter of 2005, representing a rise of 14.6% from
the fourth quarter of 2004 (Table 3).

8. Trading activities on the derivatives market were
active. The average daily turnover of futures and

options contracts was 90,469 contracts in the first

Table 3 — Average Daily Turnover of Local Derivatives Market by Product Type

2004 Q1 2004 Q2 2004 Q3 2004 Q4 2005 Q1
HSI Futures 33,468 36,649 34,386 34,852 38,872
Mini-HSI Futures 5,566 6,419 6,165 5,464 6,128
H-shares Index Futures'’ 5,517 8,565 7,331 6,856 7,510
Futures | 3-Month HIBOR Futures 274 315 229 129 142
Stock Futures 81 65 52 82 45
Other Futures products? 32 26 22 12 17
Total Futures 44,937 52,039 48,185 47,395 52,714
HSI Options 8,030 10,053 7,143 7,717 10,243
Mini-HSI Options 119 144 81 93 102
Options | H-shares Index Options?® - 470 572 577 828
Stock Options 25,723 21,002 20,996 23,170 26,583
Total Options 33,872 31,669 28,792 31,557 37,756
Total Futures and Options 78,809 83,707 76,976 78,952 90,469
" Trading in H-shares Index Futures commenced on 8 December 2003
2 Include MSCI China Free Index Futures, Dow Jones Industrial Average Futures, One-month HIBOR Futures and Three-year Exchange Fund Note Futures
3 Trading in H-shares Index Options commenced on 14 June 2004
Remarks: Trading in MSCI China Free Index Futures suspended with effect from 29 March 2004
Trading in Dow Jones Industrial Average Futures suspended with effect from 21 March 2005
Figures may not add up to totals due to rounding
Source: HKEx

9. Except for stock futures, the turnover Risks to the Securities Market

volume of all derivative products increased

. . . 10. Major risks to th iti ket in H
during the first quarter of 2005. The increase 0- Major risks to the securities market in Hong Kong

. include (but are not confined to):
was therefore broad-based, with turnover volume ( )

* the magnitude and pace of further interest rate
hikes in the US in the future;

of major derivative products such as

e HSI Futures rising by 11.5%;
* the possibility of further tightening in the

*  Mini-HSI Futures rising by 12.2%; )
Mainland;

* H-shares Index Futures rising by 9.5%;
* HSI Options rising by 32.7%; and

e capital movements;
_ o * strength of the USD;
* Stock Options rising by 14.7%. ) L . )
. * possible volatilities in Asian currencies;
The turnover volume of H-shares Index Options

. * oil price movements;
grew by some 44% during the quarter. P ’

Nevertheless. this could be due to the low base * possible volatilities in other stock markets; and
as the product was launched only in the second * possible geopolitical risks.

quarter of 2004. Nevertheless, as economic fundamentals remain

resilient, such risks seem to be limited. =
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Quarterly Financial Review of the Securities Industry

Intermediaries Supervision Department!

May 2005

Summary

The total value of transactions and securities commission income of the securities industry remained stable during

this quarter. Overall profitability of the industry continued to grow considerably primarily due to considerable

reduction in overbeads as compared with the last quarter.

Overview of the Securities Industry in
the First Quarter of 2005

1.

During this quarter, Hong Kong stock market
was surrounded by various market uncertainties
such as interest rate hikes and oil prices. While
the Hang Seng Index adjusted downward by 5%,
the average daily turnover on Main Board mildly

increased by 2% to HK$18 bn during this quarter.

Table 1 summarised the securities industry’s
statistical information and financial highlights for

the first quarter of 2005.

Total value of transactions and securities
commission income of the securities industry kept
at a similar level of the fourth quarter of 2004.
However, non-commission income decreased
substantially by 25% which was mainly attributable
to the slowdown of IPO activities during this

quarter. For example, the number of newly listed
companies and amount of funds raised in this
quarter significantly decreased by 61% (18 to 7)
and 84% (HK$38 bn to HK$6 bn) respectively as

compared with last quarter.

Overall profitability of the industry increased by
34% as the financial effect of static commission
income source and drop in non-broking income
was offset by significant reduction in overhead

expenses by 20% during the first quarter of 2005.

On the other hand, amounts receivable from
margin clients stood at around HK$15 bn in this
quarter but average collateral coverage slightly
adjusted downward from 4.6 times to 4.2 times,

largely in line with decline in the Hang Seng Index.

' This paper is for pure fact-finding and research purpose, and is not an attempt to comment on the developments of any markets/

companies or interpret the policies concerned. The views expressed in this paper do not represent those of the SFC.
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Table 1 — Statistical Information and Financial Position of the Securities Industry

As at 31/03/2005 31/12/2004
Total number of securities dealers & securities margin financiers 628 663
Total number of active cash clients’ 601,594 609,281
Total number of active margin clients’ 69,568 76,546
Balance Sheet (HK$ mn)
Cash in hand and at bank? 102,208 110,176
Amounts receivable from margin clients?® 17,515 17,158
Amounts receivable from clients and other dealers arising from dealing in securities 98,850 65,357
Proprietary positions 77,615 77,777
Other assets 66,973 61,145
Total assets 363,161 331,613
Amounts payable to clients and other dealers arising from dealing in securities 158,181 124,739
Total borrowings from financial institutions 63,074 56,264
Short positions held for own account 21,588 26,552
Other liabilities 43,499 47,068
Total shareholders’ fund* 76,819 76,990
Total liabilities and shareholders’ fund 363,161 331,613
3 months to 3 months to
31/03/2005 31/12/2004
Profit and loss (HK$ mn)
Total value of transactions® 4,655,896 4,525,501
Net securities commission income 4,555 4,561
Gross interest income 838 792
Net profit on proprietary trading 270 74
Other income® 6,763 9,037
Total overheads and interest expense’ (10,174) (12,781)
Net profit for the period 2,252 1,683
Remarks:

' Active clients are clients for whom the licensed corporation is required to prepare and deliver monthly statements of account in respect of the relevant
reporting month in accordance with Securities and Futures (Contract Notes, Statements of Account and Receipts) Rules.
2 Cash in hand and at bank includes trust monies held on behalf of clients amounting to HK$48,107 mn (31/12/2004: HK$49,305 mn).
3 Average collateral coverage (the number of times the aggregate market value of securities collateral deposited by clients covers the amounts receivable
from margin clients on a given date on an industry-wide basis):
As at 31/03/2005 As at 31/12/2004

4.2 4.6

4 The value of shareholder’s fund includes value of redeemable shares.

5 Total value of transactions includes trading in equities and bonds both in Hong Kong and overseas.

6 Other income mainly comprises corporate finance income, fund management income, intercompany charges and others.

7 Total overheads include salary and staff benefits paid to non-commission based staff of licensed corporations. Commission paid to account executives
and others has been netted off with commission income to arrive at the net securities commission income.

3 months to 31/03/2005 3 months to 31/12/2004

(HK$ mn) (HK$ mn)
5,257 6,340

Salary and staff benefits
Sources: Monthly Financial Returns submitted in accordance with the Securities and Futures (Financial Resources) Rules by securities dealers and securities
margin financiers
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Business Performance of SEHK

Participants

6. After a strong quarter buoyed by active IPO

activities, there was no significant change in the

total value of transactions and net securities
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commission of SEHK participants. However, the

net profit grew by 18%, caused by a 20% reduction

in overheads during this quarter.

Table 2 — Financial Performance of SEHK Participants

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Quarter 1
2004 2004 2004 2004 2005
Total value of transactions (HK$ bn) 2,777 1,986 1,894 2,785 2,872
Net securities commission income (HK$ mn) 4,359 3,078 2,897 3,678 3,564
Net profit/(loss) from proprietary trading (HK$ mn) 293 (8) 12 116 9
Net profit for the period (HK$ mn) 3,517 1,480 1,239 818 967
Sources: Monthly Financial Returns submitted in accordance with the Securities and Futures (Financial Resources) Rules by securities dealers

7. Table 3 summarised the financial performance of

each category of SEHK participants.

Table 3 — Financial Performance of SEHK Participants — Breakdown in Different Categories (HK$ mn)

" * . All SEHK
Category A Category B Category C P
Quarter 4| Quarter 1| Quarter 4| Quarter 1| Quarter 4| Quarter 1| Quarter 4 | Quarter 1
2004 2005 2004 2005 2004 2005 2004 2005
Total value of transactions 1,289,472 | 1,347,773 938,785/ 1,080,793 557,237 | 443,033 | 2,785,494 |2,871,599
Total operating income 2,888 2,313 2,318 1,830 1,221 1,340 6,427 5,483
Overheads and interest expense (2,641) (1,964) (1,692) (1,418) (1,276) (1,134) (5,609) (4,516)
Net profit for the period 247 349 626 412 (55) 206 818 967

SEHK participants.

* Categories A, B and C SEHK participants are identified on a monthly basis, based on their turnover on the SEHK. Category A SEHK participants refer to the
top 14 brokers by market turnover, whilst Category B SEHK participants refer to those ranked 15-65 and the remainders are grouped under Category C

Sources: Monthly Financial Returns submitted in accordance with the Securities and Futures (Financial Resources) Rules by securities dealers

During this quarter, Categories A and B SEHK
participants could keep their transaction volume
largely stable. However, the total value of
transactions of Category C SEHK participants
declined by 20% as their average quarterly market
share dropped from 17% to 15% as compared

with last quarter.

Categories A and C SEHK participants reported
increase in their quarterly earnings due to the
decrease in overheads by 26% and 11%
respectively. However, operating profit of
Category B SEHK participants was adversely
affected by the decline in total operating income

by 21% during the quarter. 2
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Table A — Market Capitalisation of the World's Top Stock Exchanges (As at end March 2005)

®A - HREARFHZRSZAHHE (BE2005F38 K)

Market
Capitalisation
Worldwide Ranking (US$ billion)
Ranking in Asia ™
R M (BL10f8 % T 4F)
US (NYSE) EE (AAEFRHFT) 1 12,627
Japan (Tokyo) AR (ER) 2 1 3,513
US (Nasdaq) EBE (HnEsR) 3 3,275
UK (London) RE (w20 4 2,800
Euronext’ Euronext’ 5 2,466
Canada (Toronto)? MEEX (ZHR%)? 6 1,224
Germany (Deutsche Borse) EE(EHMTET AR SA 7 1,176
Spain? PEIE 3 8 930
Hong Kong* 0 9 2 843
Switzerland It 10 820
Italy = 11 803
Australia BN 12 3 726
Northern Europe (OMX Exchanges)® 1tE{ (OMXZR 5Ffr) ® 13 575
Korea FEE 14 4 485
Taiwan =N | 15 5 440
Remarks : ' Comprises Euronext Amsterdam, Euronext Brussels, Euronext Lisbon and Euronext Paris
2 Includes TSX Venture
3 Comprises Bolsa de Barcelona, Bolsa de Bilbao, Bolsa de Madrid and Bolsa de Valencia
4Includes GEM
5 Comprises Stockholm Stock Exchange, Helsinki Stock Exchange, Tallinn Stock Exchange, Riga Stock Exchange and Vilnius Stock Exchange
Ranking is based on market capitalisation. Market capitalisation excludes investment funds.
All WFE (World Federation of Exchanges, formerly FIBV) member stock exchanges, not solely the main exchange for each country, are included
in the ranking. Data downloaded on 20 April 2005.
Source :  WFE
et " £ P 48 27 45 /F Euronext ~ 77 & 2E B Euronext + 2 H7 ZNEuronext & 2 22 Euronext4E ik,
2 B }ETSX Venture
3 fBolsa de ZE[Z4Y - Bolsa de £ E 55 « Bolsa de 5122 K Bolsa de B & Fh 3 485X
¢ BIERIEIR
SHETEIRER SN HEAFERXHH - BN - BINRZ M RAERS TR S5 AKX
AT ESER  MELTEEREES -
EETHEFR - A 2MESFXHHMEE® (WFE) X SMK EHKEE - MARRESEABRKNEERHH - EF1R2005F4 208 T# -
BRRR : 2HBHFR GBS
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Hong Kong Markets 75 #5 11 5

Table B1 — Highlights of the Hong Kong Stock Market

#Bl - BERESFTENEREN

Main Board R GEM £l 34%
Market Average Daily Market Average Daily
Number of Capitalisation Turnover Number of Capitalisation Turnover
Listed (HKS$ billion) (HK$ million) Listed (HKS$ billion) (HK$ million) Number of
As at end Companies mE | FHSARXRE Companies WiE | FHSBARXE | Trading Days
BE LtHRARHE | (MM0EE T (ABEBERTE) | EHARKE (1088 T at) (ABE BB TS REBY
1996 583 3,476.0 5,672 n.a. n.a. n.a. 249
1997 658 3,202.3 15,465 n.a. n.a. n.a. 245
1998 680 2,661.7 6,887 n.a. n.a. n.a. 247
1999 701 4,727.5 7,757 7 7.2 144 247
2000 736 4,795.2 12,338 54 67.3 341 247
2001 756 3,885.3 8,025 111 61.0 162 243
2002 812 3,5659.1 6,474 166 52.2 178 247
2003 852 5,477.7 10,265 185 70.2 154 248
2004 892 6,629.2 15,857 204 66.7 103 249
2004
Q1 F1=F 856 5,690.5 19,511 192 79.0 226 62
Q2 ¥2%F 869 5,482.6 13,771 199 72.7 69 60
Q3 $3=F 877 5,898.4 12,217 203 62.2 48 64
Q4 F4= 892 6,629.2 17,945 204 66.7 72 63
2005
Q1 F1=F 891 6,506.1 18,321 205 65.3 74 59

Remark: Figures prior to 1996 are available from the SFC Quarterly Bulletin, 2003 Winter Issue (Issue No.54, Hong Kong Markets)
Source: HKEx

5L 1996 F ATEBHNBES ST - 2003F L5 (F645H - HEMH)

BRRR : BEX S

Table B2 — Number of Newly Listed Companies by Stock Type

®B2 - HEHLNABERREEEE S

Main Board E 4% GEM £l
Number of Newly Of whichH Number of Newly Of whichH

As at end Listed Companies Red chips* | H-shares* Listed Companies Red chips* | H-shares*
BE FrLtmAREE A& HAR* FETRAREE AE HAg*
1996 49 5 6 n.a. n.a. n.a.
1997 82 14 16 n.a. n.a. n.a.
1998 32 4 2 n.a. n.a. n.a.
1999 31 4 3 7 1 0
2000 43 2 B 47 0 B
2001 31 3] 3 57 0 5
2002 60 2 4 57 0 12
2003 46 2 10 27 0 8
2004 49 5) 8 21 2 9
2004

Q1 $1F 8 1 2 8 0 3

Q2 2% 15 0 2 7 1 4

Q3 $E3F 9 2 0 5) 1 2

Q4 E4%F 17 2 4 1 0 0
2005

Q1 $1ZE 5) 1 0 2 0 0

* Following the definitions of HKEX,
* H-share companies refer to companies incorporated in the PRC and approved by the CSRC for a listing in Hong Kong. The par value of the shares of
these Chinese enterprises is denominated in RMB, and the shares are subscribed for and traded in HKD or other currencies.
* Red chip companies refer to companies which
> have at least 30% shareholding held in aggregate by Mainland China entities, and/or indirectly through companies controlled by them, with the
Mainland China entities being the single largest shareholders in aggregate terms. Or
> if the shareholding of the company held in aggregate directly and/or indirectly by Mainland China entities is below 30% but is 20% or above and there
is a strong influential presence, on a judgemental basis, of Mainland China-linked individuals on the company's board of directors.
Mainland China entities include state-owned enterprises, and entities controlled by provincial and municipal authorities.
Remark: Figures prior to 1996 are available from the SFC Quarterly Bulletin, 2003 Winter Issue (Issue No.54, Hong Kong Markets)
Source: HKEx
*RBEABMERZANES
o [HIRRAIEFLAEREARKAMEEMAZ L ESTEBFESIAERE LTHRA) - GEHECEROOREBERAREERE @ i ABEKE Mt E 28
kEE -
o [AIZBRARIE :
> ZLF0%ROAFEANEREEFIENRA K/ XZAAEFERERSBEFIEHYEE - KARRORAIMERE « XK
> AT E AT E E R/SHERENRNE HXTR30%  BER20%A L - MEFENMEHENATEZRANEETSAEEALENNAT
PEAMEREESCENABANSE - MHEEPMEG R ERE -
HAE 1996 F RIEUR SN EE S ET) - 20035 £ 3= (645 - HEMH)
BRR : BER S
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Table B4 — Number of Listed Companies by Stock Type

®B4 - LHAFBEERREEEE D

Main Board E 4R GEM £IZ4R
Number of Listed Of whichE Number of Listed Of whichH /1

As at end Companies Red chips* H-shares* Companies Red chips* | H-shares*
BZE EHRARHE s HE* EHRARHE s HEE*
1996 583 46 23 n.a. n.a. n.a.
1997 658 59 39 n.a. n.a. n.a.
1998 680 63 41 n.a. n.a. n.a.
1999 701 67 44 7 1 0
2000 736 68 47 54 1 8
2001 756 68 50 111 1 8
2002 812 71 54 166 1 20
2003 852 72 64 185 0 28
2004 892 81 72 204 8 37
2004

Q1 F1FE 856 73 66 192 0 31

Q2 $2F 869 73 68 199 1 85

Q3 £3=F 877 76 68 203 3 37

Q4 F4Z%E 892 81 72 204 8 37
2005

Q1 F1F 891 83 72 205 & 37
* See definitions, remarks and source in Table B2
*EETEE  BHERERRRES2ERB2

Table B5 — Number of Listed Companies by Industry*

®B5 - LHARMBRTXE D"

Consolidated
As at end Total Finance Utilities Properties Enterprises Industrials Hotels Miscellaneous
BZE B SR AHEBHE i E mEt%E I% BIE Ht
1996 583 58 13 96 182 212 14 8
1997 658 56 14 105 203 256 14 10
1998 680 55 14 109 210 269 13 10
1999 701 51 14 108 218 288 13 9
2000 736 60 12 106 227 308 14 9
2001 756 59 11 97 240 327 14 8
2002 812 71 13 98 257 354 14 5
2003 852 75 14 98 269 378 13 )
2004 892 79 15 100 293 388 12 5
2004
Q1 £1=F 856 76 13 100 272 377 13 5
Q2 2% 869 79 14 99 279 380 13 5
Q3 F3F 877 79 14 100 285 382 12 5
Q4 F4= 892 79 15 100 293 388 12 5
2005
Q1 1= 891 80 15 100 290 389 12 5
* Main Board only
Remark: Figures prior to 1996 are available from the SFC Quarterly Bulletin, 2003 Winter Issue (Issue No.54, Hong Kong Markets)
Source: HKEx
*REEERTS
At 1996 FATBURE N EEESE T - 2003F £ 3 (F545 - HEMH)
BRRR : BEARHEN
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Table B6 — Market Capitalisation by Industry* (HK$ billion)

* B6 — MERTEE D (108 TE)

Consolidated

As at end Total Finance Utilities Properties Enterprises | Industrials Hotels Miscellaneous
BE #aE o DNHEE o REh% I% BIE Ht
1996 3,476.0 805.5 357.5 1,079.4 903.1 252.0 68.8 9.6
1997 3,202.3 864.0 598.9 679.3 674.8 320.0 48.2 17.4
1998 2,661.7 787.4 527.7 562.6 528.0 217.0 31.6 5
1999 4,727.5 1,224.2 1,132.5 773.5 1,170.7 377.5 40.0 9.2
2000 4,795.2 1,441.1 290.0 698.4 1,968.4 333.8 34.6 28.8
2001 3,885.3 1,142.4 265.6 576.6 1,435.1 431.3 28.0 6.4
2002 SE55081 1,264.1 2721 422.8 1,087.2 483.1 26.9 2.9
2003 5,477.7 2,077.9 345.8 591.9 1,504.4 908.9 &7/.8 11.4
2004 6,629.2 2,314.5 420.2 803.0 1,987.1 1,032.4 58.4 13.7
2004

Q1 E1F 5,690.5 2,023.1 394.6 679.3 1,543.1 995.8 42.5 12.1

Q2 F2F 5,482.6 2,027.2 379.6 605.3 1,5632.3 887.5 41.1 9.5

Q3 F3F 5,898.4 2,154.8 397.8 695.1 1,626.1 966.4 45.8 12.4

Q4 F4ZF 6,629.2 2,314.5 420.2 803.0 1,987.1 1,032.4 58.4 13.7
2005

Q1 F1F 6,506.1 2,197.6 408.2 762.0 1,956.1 1,104.1 64.1 14.0
* Main Board only
Remarks: Figures may not add up to totals due to rounding

Figures prior to 1996 are available from the SFC Quarterly Bulletin, 2003 Winter Issue (Issue No.54, Hong Kong Markets)
Source: HKEx
*RBEERTS
it ARAEBRAEANTEAFE B FHEMRLEREE
1996 F AT BUR SN EESF T - 2003F L5 (F548 - BAEMH)

BRIR : BERS

Table B7 — Average Daily Turnover by Industry* (HK$ million)

®B7 - FPHEARXBERTRES CLEEET)

For the Industry Consolidated
period Total Finance Utilities Properties Enterprises | Industrials Hotels Miscellaneous
BHEE THRARE o DNHEHE o REh% I BIE Ht
1996 5,169 822 918 1,655 1,418 655 63 41
1997 14,338 2,167 1,030 3,440 3,850 3,067 96 688
1998 6,465 1,598 999 1,518 1,394 796 30 129
1999 7,179 1,204 926 1,335 2,207 1,397 26 83
2000 11,578 1,534 332 1,592 5,588) 2,225 43 255
2001 7,493 1,395 467 1,150 2,776 1,650 11 44
2002 5,956 1,196 437 915 2,092 1,297 8 12
2003 9,140 1,943 532 1,020 2,785 2,760 36 63
2004 13,643 3,114 733 1,821 3,677 4,106 71 121
2004

Q1 F1F 17,074 3,820 811 2,213 4,304 5,709 91 127

Q2 F2F 11,943 2,771 781 1,507 3,073 3,649 34 127

Q3 £3F 10,444 2,531 646 1,366 2,656 3,083 51 112

Q4 F4Z%E 15,137 3,338 702 2,195 4,674 4,004 106 118
2005

Q1 F1F 15,522 3,413 652 2,166 4,727 4,355 109 100
* Main Board only. Turnover of warrants, listed debt instruments and unit trusts are not included
Remarks: Figures may not add up to totals due to rounding

Figures prior to 1996 are available from the SFC Quarterly Bulletin, 2003 Winter Issue (Issue No.54, Hong Kong Markets)
Source: HKEx
*ABEERTS - TEERBREE LT EBEBRRBUGETESKZE
ik BB REANGEAFE - ERBFHANKBENITEER
1996 F AT EE SN EESF T - 2003543 (F548 - AT H)

BRROR : BER S
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Table B8 — Market Capitalisation by Stock Type (HK$ billion)

#* B8 — mMERRZEERE D (LL10EB T

Main Board E 4R GEM £lZ4R%
Of which £/ Of which £

As at end Total HSI Constituents* Red chips** | H-shares** Total Red chips** | H-shares**
BE #E BERERD R FIE HER** BE AE HER**
1996 3,476.0 2,436.1 263.3 31.5 n.a. n.a. n.a.
1997 3,202.3 2,132.0 473.0 48.6 n.a. n.a. n.a.
1998 2,661.7 2,106.0 335.0 &30 n.a. n.a. n.a.
1999 4,727.5 3,744.0 956.9 41.9 7.2 1.3 0
2000 4,795.2 3,866.1 1,203.6 85.1 67.3 0.8 1.0
2001 3,885.3 3,136.8 908.9 99.8 61.0 1.0 1.9
2002 3,559.1 2,684.6 806.4 129.2 52.2 0.8 2.4
2003 5,477.7 3,859.6 1,197.8 403.1 70.2 n.a. 5.1
2004 6,629.2 4,429.1 1,409.4 455.2 66.7 0.7 6.4
2004

Q1 F1F 5,690.5 3,899.5 1,213.9 389.4 79.0 n.a. 6.4

Q2 F2Z%F 5,482.6 3,784.0 1,139.4 392.5 72.7 0.1 6.4

Q3 £3F 5,898.4 4,074.6 1,218.9 429.2 62.2 0.8 6.7

Q4 F4Z%E 6,629.2 4,429.1 1,409.4 455.2 66.7 0.7 6.4
2005

Q1 F1F 6,506.1 4,215.2 1,399.3 461.4 65.3 0.9 6.1
* As some red chips are also HSI constituents, figures reported in this table are not exclusive
** See definitions, remarks and sources in Tables B2 and B5
*HRBOAERKEEERBKSR - RABFIL AR UEALE
> BREE  FHERENKRRFSLZRB2KB5

Table B9 — Average Daily Turnover by Stock Type (HK$ million)

#* B9 - FHEAMXBERREEEE D CLAEBTA)

Main Board E 4R GEM £l%4k
Of which £/ Of which £/

For the period Total HSI Constituents* Red chips* H-shares* Total Red chips* H-shares*
EEAHE wEE EEEERD R s HAER* B s HEE*
1996 5,672 3,075 544 100 n.a. n.a. n.a.
1997 15,465 5,634 4,260 1,215 n.a. n.a. n.a.
1998 6,887 4,550 1,495 298 n.a. n.a. n.a.
1999 7,757 3,766 1,437 416 144 88 0
2000 12,338 5,677 2,732 665 341 &5 64
2001 8,025 4,558 2,046 1,009 162 2.1 25
2002 6,474 3,870 1,253 566 178 1.3 16
2003 10,265 4,757 1,992 2,022 154 2.2 19
2004 15,857 6,352 2,469 3,750 103 0.2 29
2004

Q1 F1F 19,511 7,402 3,336 5,225 226 n.a. 57

Q2 $2F 13,771 5,907 2,218 3,549 69 0.2 17

Q3 £3F 12,217 5,165 1,817 2,972 48 0.1 17

Q4 F4Z%E 17,945 6,950 2,517 3,282 72 0.2 24
2005

Q1 F1F 18,321 7,596 2,609 3,277 74 0.4 20
* See definitions, remarks and sources in Tables B2, B5 and B8
*BHEE  HERENRIRFESLE%RB2  B5&BS
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Table B10 — Share in Total Market Capitalisation by Size of Listed Companies* (%)

®RB10 - EHRAAERLATAREBHEFETSETEPIELE (%)

Number of Listed
As at end Companies# Top 5 Top 10 Top 20 Top 30 Top 50 Top 100
BE EHRAREHEH BH5M BH10/ H20/ B30/ BH50/ E100M
1996 583 31.1 48.8 63.6 70.8 80.0 88.6
1997 658 34.9 52.4 66.1 71.7 78.9 87.2
1998 680 40.6 61.6 73.9 79.3 85.7 91.9
1999 701 53.4 68.0 77.4 82.4 87.8 92.8
2000 736 56.5 68.9 79.7 84.6 89.5 93.7
2001 756 52.4 64.1 75.2 80.4 86.0 91.5
2002 812 46.6 59.4 71.6 78.0 84.5 90.8
2003 852 43.9 56.4 68.6 75,5 83.0 91.3
2004 892 42.4 55.4 66.9 73.7 82.3 91.7
2004
Q1 £1E 856 41.2 54.1 66.5 73.4 81.5 90.5
Q2 2% 869 44.3 &7 69.3 76.1 84.2 93.0
Q3 £3%F 877 43.7 57.4 69.5 76.1 84.1 93.1
Q4 F4%F 892 42.4 55.4 66.9 73.7 82.3 91.7
2005
Q1 F1F 891 41.0 53.9 65.4 72.4 81.1 90.9
* Size of listed companies is ranked by market capitalisation
# Main Board only
Sources: SFC Research, HKEx
*ETRBMRERIE T EETEF
#RBEEIRTIS
BRR : BESWMER - BEXHM

Table B11 — Share in Market Turnover by Size of Listed Companies* (%)

®"B11 - EHRAAERLATRBREFENSEARIERAELE" (%)

Number of Listed
For the period Companies# Top 5 Top 10 Top 20 Top 30 Top 50 Top 100
BERHE EHRAREEH BH5M H10/ H20/ B30/ BH50/ E100M
1996 583 288 34.8 47.2 55.2 62.5 71.2
1997 658 13.2 24.3 33.7 35.9 47.6 59.1
1998 680 31.2 47.7 60.6 64.6 711 80.4
1999 701 26.6 38.1 47.6 51.9 59.7 71.2
2000 736 26.9 40.7 49.5 58.7 58.4 65.1
2001 756 30.4 40.9 52.2 59.1 66.2 785
2002 812 34.7 43.8 55.4 62.3 69.3 74.2
2003 852 26.1 34.2 46.3 54.2 65.5 76.2
2004 892 18.0 27.0 36.7 46.6 54.5 66.2
2004
Q1 F1ZF 856 18.1 24.7 39.0 47.4 58.1 67.8
Q2 2% 869 18.7 33.1 44.8 59.3 68.9 84.6
Q3 3% 877 18.9 35.8 46.6 62.7 74.5 92.7
Q4 F4ZF 892 19.4 33.7 41.3 56.4 65.4 84.5
2005
Q1 F1ZF 891 20.9 37.9 46.5 64.8 73.4 94.3
* Size of listed companies is ranked by market capitalisation
# Main Board only
Sources: SFC Research, HKEx
*E TR BIMRERIR T EETHE
#RBEEIRTIS
BRAR : BESMEN - BERSM
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Table B12 — Share in Total Market Capitalisation by Most Actively Traded Listed Companies* (%)

#®B12 - MRBERER LT ARNENSEDERAELE (%)

Number of Listed
As at end Companies# Top 5 Top 10 Top 20 Top 30 Top 50 Top 100
BE EHmAREEH B5M[ B 10M H20M B30 BH50/ EH100M
1996 583 30.0 46.7 58.4 65.3 72.3 80.8
1997 658 24.6 39.4 52.4 55.2 62.5 71.2
1998 680 38.0 54.2 64.5 68.2 73.1 80.5
1999 701 52.1 67.2 74.3 78.0 83.5 88.6
2000 736 54.6 64.1 73.9 76.8 84.2 88.4
2001 756 51.0 62.5 71.7 79.2 82.6 87.9
2002 812 45.2 55.6 68.6 73.1 77.5 84.4
2003 852 B 44.9 55.7 62.1 69.4 77.3
2004 892 40.4 42.1 53.6 58.1 65.2 72.9
2004
Q1 F1F 856 36.7 46.4 59.1 64.7 73.9 80.1
Q2 F2Z%F 869 40.2 44.2 56.2 61.9 68.1 76.7
Q3 £3F 877 39.9 43.5 B3.8 60.5 68.3 77.3
Q4 F4Z%E 892 40.4 421 53.6 58.1 65.2 72.9
2005
Q1 F1F 891 IS 43.2 &1.5 59.1 64.6 73.0
* Actively traded listed companies are ranked by turnover
# Main Board only
Sources: SFC Research, HKEx
*ETRABINR ZERIEE R IRMISKREBETHF
#RBIEERTIS
BRRR : BESMRL - BERDM

Table B13 — Share in Market Turnover by Most Actively Traded Listed Companies* (%)

R B13 - RXBHKEFR LT LAAEDSRERBERAGELE (%)

Number of Listed
For the period Companies# Top 5 Top 10 Top 20 Top 30 Top 50 Top 100
BRHE ETmRARBEH B5/ E10/ B20/ B30/ BH50/ E100R
1996 583 24.2 37.7 50.7 OIS 65.6 75.9
1997 658 17.9 27.7 40.0 48.4 59.8 73.1
1998 680 36.7 50.1 64.0 70.3 77.2 85.9
1999 701 271 38.9 49.7 OIE5) 66.8 78.2
2000 736 33.8 43.5 52.6 58.3 66.5 77.2
2001 756 31.4 42.6 54.3 61.8 69.9 80.8
2002 812 37.7 47.6 60.3 67.7 76.1 86.1
2003 852 27.0 38.8 51.1 59.8 70.8 83.5
2004 892 23.1 34.2 45.4 52.4 61.9 72.6
2004
Q1 1% 856 23.8 35.9 47.3 53.9 62.7 74.0
Q2 $2F 869 24.0 8.7/ 49.0 57.1 67.4 78.3
Q3 #3=% 877 24.0 34.3 47.8 55.6 66.0 76.4
Q4 F4ZF 892 7233 31.7 41.4 48.8 58.7 71.4
2005
Q1 E1F 891 25.2 34.6 44.2 50.4 59.0 70.5
* Actively traded listed companies are ranked by turnover
# Main Board only
Sources: SFC Research, HKEx
*EMARINR S ERRERIRMIBKRBEETHF
#RABIEEIRTIS
BHRRR : BESWRR - BBRHHM
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Table B14 — HSI Constituents Traded by Top 20 Exchange Participants Ranked by Turnover

*®B14 — MERBEHF  B0EBXA2HEEGELEBRRS KRR

Turnover of Proportion of Market Share of
HSI Constituents by Turnover of HSI Constituents Total Turnover of Top 20 Brokers
Top 20 Brokers Top 20 Brokers in the Turnover of HSI Constituents in the Total Turnover
(HKS$ billion) (HKS billion) Top 20 Brokers (HKS$ billion) of HSI Constituents
208 R EEEE B0ERRE B0ERBEH B R BNERRHE
For the period B2 R 9 A K HR MERXE | BERIBRRXE LR Y4 R X BERDRERRZET
HHHE (106278 T at) (106878 T at) BMRRBELE (101878 T 3t) FriE L E
1998 681.97 837.12 81.5% 1,117.32 61.0%
1999 586.84 820.18 71.5% 930.74 63.1%
2000 870.56 1,368.84 63.6% 1,389.61 62.6%
2001 778.15 1,062.62 73.2% 1,111.95 70.0%
2002 685.64 950.47 72.1% 957.28 71.6%
2003 828.36 1,454.85 56.9% 1,168.09 70.9%
2004 1,167.20 2,375.05 49.1% 1,564.90 74.6%
2004
Q1 $1ZF 329.58 715.31 46.1% 457.13 72.1%
Q2 2% 263.73 511.55 51.6% 354.04 74.5%
Q3 £3%F 245.20 481.90 50.9% 325.43 75.3%
Q4 $4%F 328.69 666.29 49.3% 428.30 76.7%
2005
Q1 1% 350.95 679.06 51.7% 440.37 79.7%
Sources: SFC Research, HKEx
ERAR : BESWEL  BEXFHM

Table B15 — HSI Constituents Traded by Top 50 Exchange Participants Ranked by Turnover

* B15 — MEREHF  BS0EMRASHEEGELEEBADTRRAE

Turnover of Proportion of Market Share of
HSI Constituents by Turnover of HSI Constituents Total Turnover of Top 50 Brokers
Top 50 Brokers Top 50 Brokers in the Turnover of HSI Constituents in the Total Turnover
(HKS$ billion) (HKS$ billion) Top 50 Brokers (HKS$ billion) of HSI Constituents
H508 RS Eh1ERE H508R 51 H508 RS MM BHER D R H508 R B HE
For the period RaREMRE WBRRE | EERIBREXEGHE W B R BN RERRES
EEAH (10 T Et) (108 T Et) BERHELE (A10f& 58 T at) FriGtE
1998 866.61 1,126.99 76.9% 1,117.32 77.6%
1999 723.83 1,177.86 61.5% 930.74 77.8%
2000 1,091.79 1,957.02 55.8% 1,389.61 78.6%
2001 924.42 1,422.16 65.0% 1,111.95 83.1%
2002 829.78 1,260.05 65.9% 957.28 86.7%
2003 1,026.93 1,986.95 51.7% 1,168.09 87.9%
2004 1,403.01 3,147.07 44.6% 1,564.90 89.7%
2004
Q1 F13F 398.74 948.42 42.0% 457.13 87.2%
Q2 %23 319.80 676.73 47.3% 354.04 90.3%
Q3 £3%F 294.99 635.92 46.4% 325.43 90.6%
Q4 F4%F 389.48 886.00 44.0% 428.30 90.9%
2005
Q1 F1F 406.49 880.24 46.2% 440.37 92.3%
Sources: SFC Research, HKEx
BRR : BESWMER - BERHM
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Table B16 — Market Share of Active Exchange Participants Ranked by Turnover (%)

#%=B16 — ERNBX B RENSEEREURBHF (%)

Number of
Active Exchange Top 20 Top 30 Top 50 Top 100 Top 3% Top 5% Top 10% Top 20%

For the Participants | Participants | Participants | Participants | Participants | Participants | Participants | Participants | Participants
period 5 PR RO B 32 T H20% H30% H50% E100% 3% 5% E10% H20%
BHAH SHREAY 28HE 28HE 28HE 28HE 28HE 28HE 28HE 2HE
1998 596 49.1 56.8 66.1 78.3 44.8 56.1 68.8 81.3
1999 511 42.7 51.8 61.3 74.8 5.8 47.9 61.7 75.2
2000 518 43.7 52.8 62.4 75.7 SIS 48.7 62.8 76.2
2001 oill5 3.3 62.1 71.3 82.3 46.6 58.1 71.7 82.7
2002 497 57.7 67.1 76.5 86.2 49.2 61.9 76.2 86.1
2003 469 5158 65.9 76.4 87.5 471 59.7 74.7 86.5
2004 447 59.6 69.0 78.5 89.1 471 61.8 76.2 87.5
2004

Q1 #1F 437 58.4 67.7 77.5 88.5 46.3 59.7 74.7 86.6

Q2 F2%F 430 61.6 721 81.5 91.2 46.9 62.9 78.9 89.5

Q3 #3%F 430 61.4 71.6 81.0 90.7 46.2 62.7 78.5 88.9

Q4 F4ZF 433 58.7 68.5 78.1 89.0 43.8 60.0 75.5 86.7
2005

Q1 F1F 446 62.6 72.5 81.1 90.9 49.8 65.1 79.2 89.5
Remark: Active exchange participants refer to those who had trades during the period
Sources: SFC Research, HKEx
i AR R M2 REREFBREAGEERINES R I
BRAIR : BEGWRB - BEBRSHM

Table B17 — Short Selling on the Main Board

RB17 — IMHHEZRREAR

Short Selling of % of HSI Constituents Short
Total Short Selling % of Total Short Selling HSI Constituents Selling to HSI Constituents
(HKS$ billion) to Market Turnover (HKS$ billion) Market Turnover
For the period HEAE BERBBEMAETE BIERIBREZE BIERIREEZE
BRHH (101878 T at) HBERELE (BA10f8 78 T ath) HETERRELE
1997 45.53 1.2% 41.04 3.0%
1998 74.19 4.4% 71.87 6.4%
1999 63.96 3.3% 61.78 6.6%
2000 77.20 2.5% 66.53 4.8%
2001 65.63 3.4% 58.90 5.3%
2002 70.40 4.4% 63.85 6.7%
2003 84.79 3.3% 61.78 5.3%
2004 130.31 3.3% 78.39 5.0%
2004
Q1 1=+ 42.43 3.5% 26.41 5.8%
Q2 $2%F 31.80 3.8% 17.52 4.9%
Q3 F3%F 27.82 3.6% 16.47 5.1%
Q4 F4%F 28.26 2.5% 17.99 4.2%
2005
Q1 1=+ 31.15 2.9% 19.46 4.4%
Sources: SFC Research, HKEx
BRRR : BERMRL - BERDM
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Table B18 — Number of Transactions by Transaction Size (million)

®B18 - REUEEXZHREE D UBE)

Below HKS$ 50,000 HK$ 50,000 - 100,000 | HK$ 100,000 - 300,000 | HK$ 300,000 - 500,000 Over HK$ 500,000 Total
50,000 LA T 50,000 - 100,000 | 100,000 - 300,000 | 300,000 - 500,000/ 500,000 T4 £ @t
For the period Number |% to total [ Number |% to total | Number |% to total | Number |% to total | Number |% to total | Number | % to total
BHEH REHUE | HEH% | RZHE | HEH% | RZYE | HAE% | REBE | HEB% | REBE | HEBY% | REBE | HAHY
1999 30.16 | 65.4% 8.59| 18.6% 542 11.7% 0.95 2.1% 1.01 2.2% | 46.13 100%
2000 49.51 | 67.1% 12.57 | 17.0% 8.46| 11.5% 1.50 2.0% 1.71 23% | 73.74 100%
2001 33.11| 68.6% 8.03| 16.6% 4.99| 10.3% 0.97 2.0% 1.14 2.4% | 48.25 100%
2002 28.08 | 68.4% 6.92| 16.8% 4.33| 10.5% 0.80 2.0% 0.95 2.3% | 41.08 100%
2003 37.76 | 65.6% 10.02 | 17.4% 6.98| 12.1% 1.36 2.4% 1.48 2.6% | 57.61 100%
2004 46.66 | 62.6% 13.50| 18.1% 9.83| 13.2% 2.02 2.7% 2.47 3.3% | 74.48 100%
2004
Q1 £1F 14.16 | 61.2% 4.45| 19.2% 3.17 | 13.7% 0.63 2.7% 0.74 3.2% | 23.15 100%
Q2 £2% 9.91| 63.7% 265 17.0% 2.00| 12.9% 0.44 2.8% 0.55 3.5% 15.55 100%
Q3 £3%F 9.47 | 63.6% 261 17.5% 1.93| 13.0% 0.39 2.6% 0.50 3.4% 14.90 100%
Q4 F4Z%E 13.13| 62.9% 3.79| 18.1% 2.73| 13.1% 0.55 2.6% 0.69 3.3% | 20.89 100%
2005

Q1 1= 11.96 | 63.4% 3.24| 17.2% 2.45| 13.0% 0.50 2.7% 0.71 3.8% 18.86 100%

Remark: Both buy and sell transactions have been counted in the calculation
Source: SFC Research

ik EARBERRZAREAAB@AERA

ARRR : BESTEN

Table B19 — Transaction Value by Transaction Size (HK$ billion)

* B19 - XRZEBEERXZHREE D GL10EHB T

Below HK$ 50,000 HK$ 50,000 - 100,000 | HKS$ 100,000 - 300,000 | HK$ 300,000 - 500,000 Over HK$ 500,000 Total
50,000 LA T 50,000 - 100,000/ & 100,000 - 300,000 | 300,000 - 500,000 500,000 T4 £ b
For the period Value |% to total Value |% to total Value |% to total Value |% to total Value |% to total Value | % to total
AHBH REEE| HEB% | RZEE| GHRHY% | RSEE| HEB% | RFEE| GAHY | RIEE| SEB% | R5EE | HEE%
1999 684 | 17.8% 597 | 15.5% 879 | 22.9% 364 9.5% 1,319 | 34.3% 3,843 100%
2000 1,073 | 17.1% 888 | 14.2% 1,369 | 21.8% 576 9.2% 2,365| 37.7% 6,272 100%
2001 704 | 17.6% 565| 14.2% 821| 20.6% 376 9.4% 1,523 | 38.2% 3,989 100%
2002 592 | 18.0% 477 | 14.5% 703 | 21.3% 306 9.3% 1,216 | 36.9% 3,294 100%
2003 822 | 15.9% 700 | 13.5% 1,151 | 22.2% 525| 10.1% 1,977 | 38.2% 5,175 100%
2004 1,020 | 12.8% 936 | 11.8% 1,641 | 20.6% 775 9.8% 3,576 | 45.0% 7,948 100%
2004
Q1 F1F 319| 13.0% 308 | 12.6% 528 | 21.6% 242 9.9% 1,051 | 42.9% 2,448 100%
Q2 £2% 213 | 12.8% 184 | 11.1% 336 | 20.2% 171| 10.3% 756 | 45.5% 1,660 100%
Q3 £3% 203 | 12.9% 181 11.5% 322 | 20.5% 151 9.6% 713 | 45.4% 1,570 100%
Q4 F4Z%E 285 | 12.6% 263 | 11.6% 455 | 20.0% 211 9.3% 1,056 | 46.5% 2,270 100%
2005
Q1 F1F 253 | 11.7% 224 | 10.3% 408 | 18.8% 191 8.8% 1,093 | 50.4% 2,169 100%
See remark and source in Table B18
ERBTEREHNRRFESERB18
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Table B20 — Number of Transactions by Transaction Size and by Category of Brokers (million)

#* B20 - RZHUERRGHABRELERE D (LBEER)

Below HKS$ 50,000 HK$ 50,000 - 100,000 HK$ 100,000 - 300,000 HK$ 300,000 - 500,000 Over HK$ 500,000 Total
50,0008 T A T 50,000 - 100,000/ 7t 100,000 - 300,000 7T 300,000 - 500,0007& 7 500,000 A £ @it
For the period CatA CatB CatC| CatA CatB CatC| CatA CatB CatC| CatA CatB CatC| CatA CatB CatC| CatA CatB CatC
AHAE AR BE Cc#| AE B CH| AE BE cA| AA BE CcH| AE BE CH| A2 BE cH
1999 373 966 1677 172 287 400 153 178 20| 036 031 028 048 032 021 7.83 1494 2336
2000 6.21 1753 2577| 253 441 563 236 284 326 05 048 046| 083 050 039| 1249 2575 3550
2001 6.07 11.98 15.06| 234 282 287 191 166 142 049 029 019 069 031 045| 1150 17.07 19.68
2002 6.74 1041 1093 249 243 199 194 141 097 045 024 012| 060 026 009 1223 1475 1410
2003 991 1450 13.36| 342 376  284| 287 251 160| 067 047 023| 08 047 047| 1772 2170 18.19
2004 1248 1891 1526| 470 523 357 401 361 221 097 070 036| 143 076 028 2359 2921 21.68
2004
QU E1F | 407 539 469| 160 164 1200 130 116 072 030 023 01| 041 024 009 768 866 681
QFE2%F | 289 408  294| 1.01 103 060/ 08 074 037| 023 015 006 033 017 005| 535 617  4.02
Q3E3%F | 265 386 296 096 102 064| 08 072 039| 020 014 0.06| 030 015 0.05| 494 58 410
Q4F4F | 335 532  446| 125 150 1.05| 104 103 066| 024 020 01| 038 023 008| 626 828 636
2005
QE1F | 320 481  394| 114 127 083 102 092 052| 024 018 0.08| 042 022 006| 602 740 543

Source: SFC Research

P2 EE -
AR : BRI

it : BEARBHERZRASRGABBAER
DIEMERETER FHFEAMER - ABRBRT2EERIZETSKIETENE 1408427 - BEBRT2EEIR15-650 LM - MARMNRCHARR

Remarks:Both buy and sell transactions have been counted in the calculation
Categorization follows the definition of HKEx. Category A SEHK participants refer to the top 14 brokers by market turnover, whilst Category B
SEHK participants refer to 15-65 and the rest are Category C SEHK participants.

Table B21 - Transaction Value by Transaction Size and by Category of Brokers (HK$ billion)

®B21 - REBEERRZGAERLLAR B GL10EB T

Below HKS$ 50,000 HK$ 50,000 - 100,000 HK$ 100,000 - 300,000 HK$ 300,000 - 500,000 Over HK$ 500,000 Total
50,000 T AT 50,000 - 100,000 ¢ 100,000 - 300,000 7 300,000 - 500,000% 70 500,000 T4 £ g
For the period CatA CatB CatC| CatA CatB CatC| CatA CatB CatC |[CatA CatB CatC| CatA CatB CatC| CatA CatB CatC
BEEH A& B cA AR B4 ca A& B4 ca A& B4 ca Af B4 c4 A& BE CH
1999 93 224 368 122 199 275 256 290 333 139 118 106 710 392 217 1,320 1,224 1,299
2000 151 382 540 183 311 394 392 458 519 218 183 175 | 1,310 633 423 | 2,255 1,966 2,051
2001 144 255 305 167 198 199 324 21 225 191 13 72 965 395 164 [ 1,792 1232 965
2002 155 220 217 173 168 137 323 228 153 170 91 45 800 318 97| 1,621 1,024 649
2003 230 316 276 241 262 197 482 412 256 258 179 87 | 1,226 577 174 | 2,438 1,747 990
2004 289 412 320 327 362 247 680 599 362 372 267 136 | 2,285 998 293 | 3,953 2,638 1,358
2004
Q1 E1F 97 121 101 12 114 83 218 193 "7 113 86 43 646 307 98| 1,186 821 442
Q2 £2% 66 87 59 7 72 42 152 123 61 88 60 24 494 214 49 871 556 235
Q3 3% 61 82 60 67 70 44 140 119 63 76 52 22 464 204 45 808 527 234
Q4 4% 75 116 94 86 104 73 176 172 108 94 77 40 668 301 86| 1,099 770 401
2005
Q1 E1F 71 102 80 79 88 57 172 152 84 93 67 31 1 306 66| 1,136 715 318
See remarks and source in Table B20
B BB E R EHIRFEZ ERB20
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62 Statistics

Table C2 — Number of Regulated Activities of Licensed Corporations (LC)

*C2 - FEEENZREETHEE

Regulated Activities = i & & 5138 5l

As at end RA1 RA2 RA3 RA4 RA5 RA6 RA7 RA8 RA9 Total
BZE E18 Pk ) #38| B4 B58 #6E E-¥é | ] %598 b
2003 676 151 15 1,029 225 889 83 8 1,028 4,104
2004 660 151 18 821 179 572 55 8 767 3,231
3/2004 668 153 16 980 217 839 76 8 973 3,930

6/2004 664 148 16 960 209 802 71 8 945 3,823

9/2004 663 148 16 915 198 732 66 8 896 3,642

12/2004 660 151 18 821 179 572 55 8 767 3,231

3/2005 625 152 18 617 121 258 24 4 486 2,285

LC includes licensed corporations, deemed licensed corporations and temporary licensed corporations
Remarks: RA1 - dealing in securities
RA2 - dealing in futures contracts
RAS3 - leveraged foreign exchange trading
RA4 - advising on securities
RA5 - advising on futures contracts
RAB - advising on corporate finance
RA7 - providing automated trading services
RA8 - securities margin financing
RA9 - asset management
Source: Securities and Futures Commission

FOEBEREREAE - EEREEEARE KRR RRFEEE
it 1 -EFRS
F2 - WERANKRS
E3M - EIRAINER S
P4 - EFEHRER
F58 - RAEANRERER
F6M8 - RRBRERRER
FTH - REBECRZ R
F8M - REBESRESHE
FOME - EHAEERE
ARRR : B RPBEBEEZE ]

Table C3 — Number of Regulated Activities of Registered Institutions (RI)

*C3 - AMEBNZREETHEE

Regulated Activities = i & & 5138 5l
As at end RA1 RA2 RA3 RA4 RA5 RA6 RA7 RAS8 RA9 Total
Bz #18 %28 %38 $£4%8 %58 o HTE %84 %98 et
2003 94 0 0 95 2 89 23 0 90 393
2004 93 0 0 91 2 72 16 0 73 347
3/2004 93 0 0 94 2 86 22 0 87 384
6/2004 94 0 0 96 2 83 20 0 84 379
9/2004 94 0 0 93 2 75 16 0 77 357
12/2004 93 0 0 91 2 72 16 0 73 347
3/2005 79 0 0 69 2 85 &) 0 33 221
See remarks and source in Tables C1 and C2
BRABEREHIRRFZ2ERCIRC2
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Table C4 — Number of Regulated Activities of Licensed Representatives (LR)

®C4 - FEARNZREETDHE

Regulated Activities = i & & 5138 5!
As at end RA1 RA2 RA3 RA4 RA5 RA6 RA7 RAS8 RA9 Total
Bz $18 $£28 %38 $£4%8 %58 %68 $£78 %8% %98 #Et
2003 11,848 3,584 873 11,511 2,057 10,155 2,022 120 9,884 52,054
2004 12,527 4,118 1,058 6,906 657 3,369 628 16 3,478 32,757
3/2004 12,126 8,1 975 9,574 1,472 7,651 1,222 22 7,676 44,451
6/2004 12,325 3,896 1,048 7,678 1,024 4,875 860 21 5,252 36,979
9/2004 12,472 4,067 1,064 7,350 825 4,251 740 19 4,404 35,192
12/2004 12,527 4,118 1,058 6,906 657 3,369 628 16 3,478 32,757
3/2005 12,646 4,165 1,067 6,025 351 1,468 264 11 1,479 27,476
See remarks and source in Tables C1 and C2
BRBEREHRRFZ2ERCIRC2

Table C5 — Number of Regulated Activities of Responsible / Approved Officers (RO/AO)

®RC5 - BEAE /I REAENZHRETDHHE

Regulated Activities 3 37 &% 8 8 5l
As at end RA1 RA2 RA3 RA4 RA5 RA6 RA7 RAS8 RA9 Total
Bz #18 $£28 %38 $£4%8 %58 %68 $£78 %% %98 #et
2003 1,466 340 42 1,616 316 1,321 166 15 1,431 6,713
2004 1,601 363 54 1,389 276 832 80 1 1,077 5,683
3/2004 1,461 340 45 1,632 306 1,200 130 13 1,321 6,348
6/2004 1,472 338 46 1,517 305 1,139 116 13 1,276 6,222
9/2004 1,539 357 47 1,482 300 1,036 109 13 1,222 6,105
12/2004 1,601 363 54 1,389 276 832 80 11 1,077 5,683
3/2005 1,671 373 58] 1,290 236 588 42 8 903 5,164
See remarks and source in Tables C1 and C2
BRBTEREHRRFL2ERCIRC2
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64 Statistics

Unit Trusts and Mutual Funds {55t R H B4

Table D1 — Authorised Collective Investment Schemes

®D1 — RAKBRKREE
Investment-
Linked Immigration- MPF MPF
Real Estate Assurance Linked Master Pooled
Unit Trusts & Investment Schemes Pooled Investment Trust Investment
Mutual Funds Trusts HREEH Retirement Schemes Schemes Funds*
As at end BfER RHERE HWASRE Funds BEREHH BREER BELESL | Others™ Total
Bz REEES EtEd itE | ERRHES R&:E fEFtat8l REES" H ity st
3/1996 1,219 n.a. 69 41 14 n.a. n.a. 14 1,357
3/1997 1,356 n.a. 67 52 12 n.a. n.a. 10 1,497
3/1998 1,526 n.a. 61 58 11 n.a. n.a. 20 1,676
3/1999 1,608 n.a. 62 52 12 n.a. n.a. 19 1,753
3/2000 1,613 n.a. 64 45 7 47 n.a. 21 1,797
3/2001 1,870 n.a. 76 40 0 49 214 18 2,267
3/2002 1,890 n.a. 100 39 0 49 217 21 2,316
3/2003 1,965 n.a. 129 37 0 47 241 38 2,457
3/2004 1,872 n.a. 160 37 0 46 255 44 2,414
3/2005 1,942 1 177 37 0 45 274 77 2,553
3/2004 1,872 n.a. 160 37 0 46 255 44 2,414
6/2004 1,927 n.a. 165 37 0 46 255 47 2,477
9/2004 1,926 n.a. 171 38 0 45 253 57 2,490
12/2004 1,933 1 175 38 0 45 255 67 2,514
3/2005 1,942 1 177 37 0 45 274 77 28558
* Funds included in this category that are offered both as retail unit trusts as well as pooled investment funds for MPF purpose
** Other schemes comprise equity-linked deposits and paper gold schemes
Remark: Figures prior to 1996 are available from the SFC Quarterly Bulletin, 2003 Winter Issue (Issue No.54, Unit Trusts and Mutual Funds)
Source: Securities and Futures Commission
* EEERRNGT  EeRRUTEEMEAERRBECESRERSNEANE
* Hipst & e EERRE TR R R E S E
& - 1996F A BB HNBEG T T - 2003F L ZF (548 © BRI RERESD)
BHRR : EFRBEEHEREZS S

Table D2 — Number of Authorised Unit Trusts and Mutual Funds

®D2 - RAENGEEREEZETHE

Number of

Money | Fund of Other Umbrella | Authorised
As at Bond | Equity Market Funds Index* Hedge | Specialised*** Structures Funds
end &3 Z | Diversified | K% | E&H | Warrant| ¥ | Guaranteed* | ¥ Hi455) | Sub-total | RFEHE| RTEL
B8z H¢| E& | snftEe | BES Ee | #RHEe| E REEL~ | Ee 2 et 2¢ ¢
3/1996 170 634 66 185 21 16 n.a. n.a. n.a. 32 1,124 95 1,219
3/1997 190 713 75 186 24 16 n.a. n.a. n.a. 39 1,243 113 1,356
3/1998 210 829 93 189 29 15 n.a. n.a. n.a. 31 1,396 130 1,526
3/1999 261 905 84 157 40 8 n.a. n.a. n.a. 20 1,475 133 1,608
3/2000 277 957 105 90 32 7 n.a. n.a. n.a. 14 1,482 131 1,613
3/2001 307 | 1,118 128 74 77 4 n.a. n.a. n.a. 22 1,730 140 1,870
3/2002 290 | 1,063 121 61 82 4 38 73 n.a. 8 1,740 150 1,890
3/2003 311 1,030 124 65 63 n.a. 21 181 4 4 1,803 162 1,965
3/2004 294 891 110 58 76 n.a. 22 244 10 6 1,711 161 1,872
3/2005 303 884 111 56 76 n.a. 19 309 13 7 1,778 164 1,942
* Figures prior to March 2002 are included in Bond Funds and Equity Funds
** Figures prior to March 2002 are included in Other Specialised
*** Includes Futures & Options Funds and Leveraged Funds (Guaranteed Funds up to March 2001)
Remark: Figures prior to 1996 are available from the SFC Quarterly Bulletin, 2003 Winter Issue (Issue No.54, Unit Trusts and Mutual Funds)
Source: Securities and Futures Commission
*2002F3 A BB EEBFESRRRES
**20024F 3 A ART B Ft EEH b5 R E S
 BIEHE BRES MERES (REESAFTE £2001434)
& - 1996F A BBHNBEG T T - 2003F L F (F54H @ BRI RERESD)
BRHFR : EFRBEEHEREZR S
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Table D3 — Net Asset Value of Authorised Unit Trusts and Mutual Funds by Type (US$ million)

®* D3 - BREFBASNAAVENEEREEEENEEFE ULBEETF)

Money | Fund of Other

Bond Equity Market Funds Index* Hedge | Specialised***
As at end &% BE | Diversified | £%mH% | E&#H | Warrant| & | Guaranteed™ i Hn45 5 Total
K B¢ B¢ ZritES B¢ HEe | BRES | Er REES E® HEe #E
12/1996 10,404 | 71,186 7,469 5,887 515 279 n.a. n.a. n.a. 1,854 97,594
12/1997 12,718 | 100,503 9,586 7,078 591 277 n.a. n.a. n.a. 1,629 | 132,383
12/1998 28,891 | 124,840 14,266 12,676 1,036 306 n.a. n.a. n.a. 1,078 | 183,092
12/1999 31,383 | 226,861 26,296 11,193 1,227 419 n.a. n.a. n.a. 1,501 | 298,879
12/2000 44,544 | 219,934 26,869 15,788 2,529 22 n.a. n.a. n.a. 1,765 311,449
12/2001 48,499 | 181,547 26,123 12,222 2,283 1.3 | 5,210 5,780 n.a. 3,545 | 285,210
12/2002 77,703 | 143,290 28,842 69,739 2,375 na.| 7,870 11,734 160 421| 342,134
12/2003 | 112,048 | 270,582 41,095 81,472 3,863 na.| 8,139 15,999 405 685 | 534,288
12/2004 | 112,486 | 272,962 38,433 94,540 4,813 na.| 7,362 18,403 | 1,174 1,046 | 551,219

* Figures prior to 2002 are included in Bond Funds and Equity Funds
** Figures prior to 2002 are included in Other Specialised
*** Includes Futures & Options Funds and Leveraged Funds (Guaranteed Funds up to 2001)
Remarks: Figures may not add up to totals due to rounding
Figures prior to 1996 are available from the SFC Quarterly Bulletin, 2003 Winter Issue (Issue No.54, Unit Trusts and Mutual Funds)

Source: Securities and Futures Commission
*2002F AR BB EEBHEE RRRES
** 2002F URTBUE EEEMFRIES
r AIEREMREE S RERES (REELAIFTEE2001F)
i AR UEE A AN AR E - R BFENENR LSRN EE

1996 FRTEURE N B E ST - 2003F £ 3 (F548 - B fFEREEES)
BRRR : BRRAEEBEREESS

Abbreviations 538

CSRC China Securities Regulatory Commission FHESEEEEZE S
GEM Hong Kong Growth Enterprise Market BB BIZER

HKEx Hong Kong Exchanges and Clearing Limited BEERGREEMBRAR
HKFE Hong Kong Futures Exchange Limited BEBHERSAMERAR
HSI Hang Seng Index 1BEEIEH

NYSE New York Stock Exchange MATBHFR S

SEHK Stock Exchange of Hong Kong Limited ERBBMERSMARATR
SHSE Shanghai Stock Exchange EBESRZ

SZSE Shenzhen Stock Exchange wNYIFEHR G

WFE World Federation of Exchanges EHEARSAHE
n.a. Not available / Not applicable NEITE A

EEGRH 2005 FEFEF
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Telephone and Website Directory & #f M 44 %5 H #%

GENERAL
e

Phone

==
= =N

2840-9222
2842-7666

Fax

B8R
2521-7836

INVESTORS ENQUIRIES & COMPLAINTS (General Investor Protection Issues)

REEBHARBRF (—REEEREEE)

2840-9333

2524-3718

CHAIRMAN’S OFFICE
EEMAE

2840-9201

2845-9553

CORPORATE FINANCE

TEFE D

General

—REEH

Listings Policy and Market Development
FREER LTS ERE

Takeovers and Mergers

WikE & & R

2840-9216

2842-7663

2840-9210

2810-5385

INTERMEDIARIES AND INVESTMENT PRODUCTS

SFC InfoLine (24 hours) (Information relating to Intermediaries Supervision,

Licensing and Investment Products matters)

ThrEERREERS

RESEMRAR (24K FBEPFNERER ZERREERER)

Intermediaries Supervision
R EBERR
Licensing

R R

Investment Products

RAERR

Email Address

(For enquiries relating to authorisation of hedge funds and/or licensing of

hedge fund managers)
BT BB HE

(B ESHRAR /X ESKENEEETNER)

2840-9393

hedgefund@sfc.hk

2526-5304

2501-0375

2877-0318

INVESTOR EDUCATION & COMMUNICATIONS
REEHBERER

2842-7711

2524-3718

CORPORATE COMMUNICATIONS (Media Enquiries)
BBENR (FREH)

2840-9287

2521-7836

SUPERVISION OF MARKETS
™ 5 B 2R 8P

2840-9302

2521-7917

ENFORCEMENT
TR T ER
Surveillance
BERRL

2842-7609

2842-7732

2521-7929

CORPORATE RESOURCES
BB E IR

2840-9212

2845-9553

SFC Internet website address

BEEe D A

SFC e-mail address (general enquiries)
BESE LR RN (—REA)

Bulletin Editorial Board e-mail address

Z 4R E F EE b A

Electronic Investor Resources Center website address

HMLEREEERD LB

SFC QUARTERLY BULLETIN SPRING 2005

www.sfc.hk
enquiry@sfc.hk
bulletin@sfc.hk

www.eirc.hk



Securities and Futures Commission

BERHEEBEREZES

8th Floor Chater House
8 Connaught Road Central

Hong Kong

BERPRTHET N RETRENE

Telephone EiFE

Facsimile EE
E-mail EH
Website  #841F

(852) 2840 9222
(852) 2521 7836
enquiry@sfc.hk

www.sfc.hk

Electronic Investor Resources Centre

BEREEERDL

www.eirc.hk




