IBEAAEI Levin Human Capital Consulting Group

Business Study: Financing and Banking in Hong Kong.

Business Study: Financing and Banking in (2.1) Total Liabilities and Total Assets

Hong Kong

-

vi.o otal liabilities of All Authorized Institutions

14000
Executive Summa!:[ 12000 OOther liabilities
10000
8000 ONegotiable certificates of
deposit
(1) Leading Industry 6000 .
4000 H Interbank borrowing
2000
s ~ @ Deposits from customers
0
milHKS The Four Key Industries in HK Economy 5§288z82828g5882
SESRERERERERSE
N
1600000 —— - /
_ OProfessional Services and
- Other Producer Services
1200000 [ | 1[7|0Trading and Logistics
800000 N NN || [ || @ Tourism " N
I ko Total assets of All Authorized Institutions
O Financial services i
400000 I 14000
I DGDPatcurrentfactorcost‘ 12000 B Other assets
0
5838883885 8 10000 )
\_ 2229998 8888288 . ONegotiable debt
8000 instruments, Other than
NCD
6000 O Negotiable certificates of
deposit (NCD)
4000
e . . N M Interbank lending
personnel Employment in the Four Key Industries 2000 I I I I I I
0 "
3500000 - - © o c N ® tLOr© o o @ Loans to customers
I N - T B O Professional Services and 3% 3 § (% § § § § § §‘ § S
3000000 H {11ttt Other Producer Services _ & )
2500000 44—t i 1O Trading and Logistics
2000000 = L LT e Tourism
1500000 H t— =l =] e -
M ||3 Financial services
1000000 H f— HH 4 N
; Total liabilities of Reference Bank (HK Dep.
oo 1 oo - o)
0 450
N~ oo} (=2} o = o Lol N © N~ © _—
g €8PS SE8RERSCE8E8 y,
350 4 - - & OOther liabilities
300 T
= —
250 — —
. . . . 200 L )
(2) Figures of Financial Services 150 H L[] mDeposits by banks
100 H 1 1 M HH
5 M 1 1 1
' N 0 . . @ Customer accounts
Glance on HK finance market s 8 8 2 8 8 5 8 8 §
& &8 &§ 8 &8 &8 & &8 & ¢
25000 L Q )
B Deposits from
20000 1 customers of all
banking institutions
15000
OLoans to customers of
all banking institutions
10000
5000 O Market capitalisation of
Stock Marketin HK
0
[a] ~ @ (23 o - o @ = w © ~ @ {23 o
4 [} (&3 [} (=] (=3 (=] o (=3 o (=] (=3 (=] o -
I 222 QIR RZS
\3 ] /




IBEASSS Levin Human Capital Consulting Group

Business Study: Financing and Banking in Hong Kong.

4 N
b Total assets of Reference Bank (HK Dep.) e ™~
iL.USD N
Profit before tax by customer group
450 bil.USD and business (HK Dep.)
400 = T 10 mOther
350 T 1 1 [ OOther assets 8
300 | 1] OPrivate Banking
250 5 _ 6 )
200 || OTrading assets and OGlobal Banking and
financial investments 4 Markets
150 m B Commercial Banking
100 [ @Loans and advances to 2
50 a2 banks @ Personal Financial
o 0 Senices
S 8 8 3 8 8 5 8 3 § MLoans and advances to
& R & § & 8 & & & 2 customers 2
< S 8 8 3 8 8 5 8 38 §
. J & &§ &8 &8 &8 &8 &8 & & ¢
o & J
(2.2) Performance (2.3) Important Customers
. ™ a M
Performance Ratios of All Authorized Institutions bil.HKD Loans sorted by industries
10 160 —=—Return on assets 1000
(post*tax
140 profit) (left)
8 20 800 "
——Net interest
6 100 margin (left)
600
80 —x
4 g 60 ——Cost—to—income 400 /
e 0 ratio (right)
2
2
m 0 ' "o
0 o= n_n_n__n__n__n_n_n__n__u 0 Loan to deposit
5888588388583 38 ratio (all
%» 22232 SSSSSS88¢8¢S «% currencies) 0 =
5 .
S N (right) 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
— mﬂngO?Q',s visible trade —e— Building, construction and property|
—— nuracturing P
f \ Transport ang transport equipment development, and investment
Wholesale and retail trade : :
Income and Profit of Reference Bank (HK Dep.) B Other operating —%— Individuals —#— Financial concerns (other than
bil. USD income _ —8— Others authorized institutions) y,
16
O Net earned
14 insurance
12 remiums
O Net trading
10 income
8 .
. M Net fee income
4
) O Net interest
income
0
-2 N
- & o® < ©» © ~ o o o O Profit before tax
o o o o o o o o o (e]
o o o o o o o o o o
N N N N N N N N N 8
N

J




IBEAAEI Levin Human Capital Consulting Group

Business Study: Financing and Banking in Hong Kong.

(8) Human Resources (4) Future Outlook

(3.1) Recruitment Financial Service industry in Hong Kong

is a highly developed industry. It creates

- ~ : i : :
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(3.2) Compensation before 2008.

All the formats and ratios for banking

( LK Compensation of Financial Services employees b industry are still taking p|ace_ All the
6

. Seeraieers ratios are still kept in their average level.
* Effect on banking industry after financial
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O — * Although government put “Ten Major

Infrastructure Projects” into reality soon
after financial tsunami, Individuals Loans

are still the most significant business in

banking industry.




Original Content

Introduction

There are four key industries in Hong Kong.
These four key industries are financial services,
tourism, trading & logistics and professional
services & other producer services. These four
key industries compose most of the GDP value

addedness of Hong Kong.

Among them, financial services and trading
& logistics are the most developed industries
in Hong Kong. This report will focus to study

financial services.

Methodology

This report will study financial services industry
in vertical and horizontal ways. After reading
this report, readers will have a clear view on the

situation about this industry.

(1) Leading Industry

In the 2009 -10 Policy Address, the Chief
Executive announced that HK had four key
industries. And in the future, these four key
industries will still be the pillar industries of HK.
Exhibit 1 is the comparison of these four key

industries and GDP value.
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From Exhibit 1, one can see that the four
key industries occupy over 50% value of
GDP in Hong Kong. Financial Services is the
foundation industry for other industries. This
industry develops in a high speed after year
2005. Except value addedness, the figure of
employment also shows how important these
four key industries are. Exhibit 2 is the figure of

employment in these four key industries.
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(2) Figures of Financial Services

According to the statistics concluded by HK
SAR, financial services contain banking,
insurance and financing. Exhibit 3 shows the

major figures of this industry.

Exhibit 3

Glance on HK finance market
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(2010), and annual reports (1997-2009) & monthly reports

of Hong Kong Monetary Authority 2010

Comparing with the report one year ago,
the data “Value Added of Financial Services
(Banking)” which are shown in <Report on 2008
Annual Surveys of Storage, Communication,
Banking, Financing, Insurance and Business
Services> are replaced by NA. It is a point to
show that the government is not sure what is the
correct information to show. In addition, because
the data that is shown in Hong Kong Monetary
Authority are limited, this report will study the
finance figure of HK through comparing with the
data of Hong Kong Monetary Authority and one

international banking group.
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According to Exhibit 3, it seems that the
financial tsunami which spread through out the
world didn’t affect the operation of financial and
banking industry except market capitalisation of

stock market.

(2.1) Total Liabilities and Total Assets

As a bank, the source of its money is mostly
deposits. Exhibit 4 and 5 are the liabilities and
assets of all authorized institutions in banking

area.
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Exhibit 5
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According to Exhibit 4, one can see that the
short period after the financial tsunami, the
deposits from customers have increased.
Contrarily, the amount of negotiable certificates
of deposit is decreased. It means the players

are prudent while playing the game.

But according to the data, up to Sep.2010, the
value of “negotiable certificates of deposit” was
up to 147 bil. HKD again. It is about 6/7 of that
comparing to year 2007 and about 4/7 to year
2005 (the highest value year).

In Exhibit 5, one can see that all the amount of
‘loans to customers” and “interbank lending”
are occupying “total assets” from 72.2% in
year 2007 to 67.2% in Sep.2010. (The details
are 71.22% in 2006, 72.2% in 2007, 67.98% in
2008, 67.2% in 2009 and 67.2% in Sep.2010.)
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On the other hand, the amount of “negotiable
certificates of deposit (NCD)” and “negotiable
debt instruments, Other than NCD” increases
from 17.2% to 23%. (The details are 20.7% in
2006, 17.2% in 2007, 17.8% in 2008, 23% in
2009 and 23% in Sep.2010.)

In order to know the banking area in detail,
the report will take a famous bank, Hong Kong
Bank, in Hong Kong as reference. The following
Exhibit 6 and 7 are the liabilities and assets of

this famous bank group in Hong Kong area.
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The situation can match up with all banking
institutions. After year 2007, people like to take
their deposits into banks most. In addition,
financial players pay more and more attention
to “trading assets and financial investments”
after year 2008. The ratio of “trading assets and
financial investments” to total assets are from
30.11% in year 2008 to 36.82% up to Quarter 2
of year 2010. (The details are 32.53% in 2006,
28.63% in 2007, 30.11% in 2008, 38.68% in
2009 and 36.82% in 2010Q2.)
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(2.2) Performance

Performance of banking is in a steady manner.

Exhibit 8 will present it by some performance

ratios.
Exhibit 8
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According to Exhibit 8, one can see that the
cost-to-income ratio is getting higher and higher
after year 2007. At the same time, ROA gets
down in a sharp speed. It means it is a harsh
time for the banks to develop. When time comes
to 2010, the two ratios are changing. It means
the harsh time has been overcome. But this
time, ROA seems hard to be calculated. So the

data is not found in any updated publications.




After taking a glance of the whole picture,
Exhibit 9 and 10 will focus on detail of the

reference bank in their business performance.
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According to exhibits 9 and 10, one can see that
although the income in 2009 was larger than
that of 2008, the profit was smaller than those of
2008. The result in year 2010 is expected to be
better than the previous years due to the most

update figure presented in exhibit 10.
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(2.3) Important Customers

After the financial tsunami happened in year
2008, most of the corporations recorded great
lost in their annual reports. It made all kinds of
industries drop into their harsh times. In that
time, what kind of customers were the most
valuable customers to retail banks? Exhibit

11 is the picture to show the loans sorted by

industries.
Exhibit 11
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Remark: Individuals include 1) to purchase flats
in the Home Ownership Scheme, the Private
Sector Participation Scheme and the Tenants
Purchase Scheme, 2) to purchase other

residential properties, 3) other purposes.




According to Exhibit 11, one can see that
individuals and property development and
investment can still support the increase of
loans in retail banks. In addition, although “Ten
Major Infrastructure Projects” has taken place,
the slope of curve of “Building, Construction and
Property Development, and Investment” is not

as sharp as the curve of individuals.

(3) Human Resources

Because the financial establishments in Hong
Kong are mostly international corporations, the
recruitment requirements are very high. So in
these industries, the unemployment rate is very
low. But on the other hand, the average working
hours in these industries are for more than 48

hours per week.

(3.1) Recruitment

Exhibit 12

e N
Number of Persons Engaged

100000

—e— Banking

80000 ——"

60000 -y —=— Financing
H‘H—»”"/./- (except

40000 — banking)

Insurance

20000

0
\_ 2001 2002 2003 2004 2005 2006 2007 2008 .

Source: Report on (2001 to 2008) Annual Surveys of
Storage, Communication, Banking, Financing, Insurance

and Business Services

ICGAA NS Levin Human Capital Consulting Group

Business Study: Financing and Banking in Hong Kong.

Exhibit 12 tells that banking always recruits

most of the personnel.

(3.2) Compensation

Exhibit 13
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According to Exhibit 13, one can see that the
dealers and brokers earn lots of salary than that
working in other positions. Besides, working in
banking can also earn more than that in other

financial services positions.

(4) Future Outlook

According to exhibit 1 and 2, one can see that
Financial Service industry in Hong Kong is a
highly developed industry. It creates high value-

addedness but hires few number of employees.




After the financial tsunami in year 2008, capital
market (stock market) gained great hit. It took
two years to recover. But banking services got
more money to develop because people were

more likely to put their money into bank deposit.

In year 2008, “Negotiable Assets” decreased
most. But they are salience assets for banks,
so up to 2010, the ratio of these assets to Total

Assets is back to the average level before 2008.

Since Hong Kong has been the financial
center for many years, the infrastructure
and regulations for banking industry are firm
and steady. Although banking industry was
hit and impacted most in year 2008, all the
fundamentals are still operational at satisfactory

level.

The changes of banking industry after financial
tsunami is reduction of Interest Income and
shrinking of Personal Financial Services. The

impact still exists in the year 2010.

Although government put “Ten Major
Infrastructure Projects” into reality. Soon after
financial tsunami, individuals loans are still the

significant loans to banking industry.
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Conclusion

Financial services can be classified as virtual
economy. Difference from real economy, they
will be in great impact while being hit by outside
force. Since Hong Kong has been financial
center for many years, formats and ratios for
banking industry in the whole economy are firm

and steady.

In the year 2008, “Negotiable Assets” decreased
most, they are salience assets for banks. So in
2010, the ratio of these assets to Total Assets is

back to the average level before 2008.

With regards to compensations, although
banking services hire most of the employees,
securities companies offer most attractive salary

to their employees.

— End of Report —

BY : Jade Xuan
Analyst
(December 2010)
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Disclaimer

This report was produced by a member company
of the Levin Human Resources Consulting
Group(“Group”). This report is for the use of the
intended recipients only and may not be reproduced
(in whole or in part) or delivered or transmitted to
any other person without our prior written consent.
By accepting this report, the recipient agrees to be

bound by the terms and limitations set out herein.

The information contained in this report has
been obtained from public sources believed to
be reliable and the opinions contained herein are
expressions of belief based on such information. No
representation or warranty, express or implied, is
made that such information or opinion is accurate,
complete or verified and it should not be relied
upon as such. This report does not constitute a
prospectus or other offering document. Information
and opinions contained in this report are published
for reference of the recipients and are not to be
relied upon as authoritative or without the recipient’s
own independent verification or taken in substitution

for the exercise of judgment by the recipient.
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All opinions contained herein constitute the views of
the analyst(s) named in this report, they are subject
to change without notice and are not intended to
provide the sole basis of any evaluation of the
subject matter and content mentioned in this report.
No member company of the Group accepts any
liability whatsoever for any direct or consequential
loss arising from any use of the materials contained

in this report.

The analyst(s) named in this report certifies that
(i) all views expressed in this report accurately
reflect the personal views of the analyst(s) with
regards to any and all of the subject matter and
content mentioned in this report and (ii) no part
of the compensation of the analyst(s) was, is, or
will be, directly or indirectly, related to the specific

recommendation or views expressed herein.

Distribution or publication of this report in any other
places to persons which are not permitted under
the applicable laws or regulations of such places is

strictly prohibited.




