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HKEX Derivatives Market Transaction Qurvey 2001/02 (amended version)

1. INTRODUCTION

Hong Kong Exchanges and Clearing Limited (HKEXx) has conducted the Derivatives
Market Transaction Survey (DMTS) annually since 2001 (formerly by Hong Kong Futures
Exchange (HKFE) on its market since 1994). The main purpose of the survey isto track
the trading composition by investor type and by trading purpose in the derivatives market
HKEX operates.

The survey provides key information on the relative contribution to the overall market
turnover and to each major product (in number of contracts), among different types of
investors — local and oversess, retail and institutional, as well as Exchange Participants
(EPS') own trading (see classification chart below). Comparison of the findings with those
of the past surveys is made to reveal any changes in trading pattern®. Online trading
statistics were obtained for the first time by the present survey.

Classification of Exchange Participants derivativestrading on the HKEx

Paticipants derivativestrading on the HKEx

| |
| | |
| indvidd | [ insitiond | | Registeredtreder/ Maketmeker || Proprietary traing |
| us | [ Uk | | RetofEurpe | | Bpm | | Manadchina | | Tawen | | Resdiasa | | othes |

The survey coversthe major HKEx futures and options products, namely Hang Seng Index
futures (HSI futures), Hang Seng Index options (HSI options), Mini-HSI futures, HIBOR
futures and stock options (which are included since the 2000/01 Survey). The other
derivative products’ on HKEx contributed less than 0.2% each, or 0.3% in aggregate, of
total contract volume in the derivatives market. They were excluded in this survey.

1 Certain figures previously published in the 2000/01 survey report have been revised in this report to correct a
dataanalysiserror inthe 2000/01 report. The 2000/01 and 2001/02 reportsare accordingly reissued in summary
formwith the revised data.

2 These products included MSCI China Free Index futures, Dow Jones Industrial Average futures, stock futures,
International stock futuresand options, 3-year Exchange Fund Note futures, and other delisted products—Hang
Seng 100 futures and options, Hang Sang Properties Sub-index futures and options and Hang Seng
China-Affiliated Corporations (Red Chip) Index futures and options, which ceased to trade after July 2001
expiration, and Rolling Forex futures which ceased to trade since 21 May 2002.
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HKEX Derivatives Market Transaction Qurvey 2001/02 (amended version)

The transactions of the Futures and Stock Options Exchange Participants (EPs) from July
2001 to June 2002 (referred to asthe year 2001/02 throughout the report) are covered in the
survey. Questionnaireswere mailed to all participantsin the target population.® Out of the
160 questionnaires sent out, 135 duly completed questionnaires were received,
representing an overall response rate of 84%. The responded sample represented 86% in
total contract volume of the target population (see Appendix 1).

2.  KEY FINDINGSOF THE SURVEY

Over two-thirds of transactions in futures products were pure trading. However, the
proportion of transactionsin HSI products for hedging purpose increased significantly
in 2001/02, especialy for HSI options. (Figure2 & Table 1)

Overall, derivatives market transactions were shared almost equally by retail investors
(32%), ingtitutional investors (32%) and EPs' principal trading (36%). The relative
contribution by EPs' principal trading declined from 45% in 2000/01. (Figure3)

The proportion of principal trading for stock options transactions (75%), though down
from 83% in 2000/01, was still much higher than that for other products (15%).
(Figure4 & Table 2)

The relative contribution from overseas investors, whether retail or institutional,
increased significantly for the HSI products, though local investors remained the
dominant players. Notably, overseas retail investors contributed 16% to Mini-HSI
futurestransactions. (Table 2)

Overall, the contribution of overseas agency trading increased from 14% in 2000/01 to
21% in 2001/02. (Figure 3 & Table 2)

The contribution from the UK dropped significantly from 39% in 2000/01 to 27% of
total overseas agency trading in 2001/02 so that the US became the most significant
overseas contributor to derivatives transactions. However, the US contribution (30%)
still fell short of the aggregate contribution from Asian origins (34%). (Figure5)

Online trading® contributed 5% of total retail turnover or 2% of total market turnover.
(Table 4)

The target population consists of all the trading participants excluding those that ceased ther operations
during the study period andthose reported to have newly entered the business and had little track record during
the study period. (See Appendix 3)

See glossary for definition.
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HKEX Derivatives Market Transaction Survey 2001/02 (amended version)
3. FIGURESAND TABLES

Figure 1. Contract volume and per centage share by product
(1999/2000 - 2001/02)
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Notes:
(1) Derivative products not covered in the survey are excluded.
(2) Mini-HS futures wereintroduced in October 2000.
(3) Numbers may not add up to 100% due to rounding.
Figure2. Transaction purposesfor each product
(Jul 2001 - Jun 2002)
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HKEX Derivatives Market Transaction Qurvey 2001/02 (amended version)

Table 1. Transaction purposesfor each product (1999/2000 - 2001/02)

Product Purpose 1999/2000 2000/01** 2001/02

HSI Futures Pure trading 78.0 779 68.0
Hedging 154 85 234

Arbitrage 6.6 135 8.7

Tota 100.0 100.0 100.0

HSI Options Pure trading 54.7 66.1 40.9
Hedging 28.4 16.1 457

Arbitrage 16.8 17.8 134

Tota 100.0 100.0 100.0

Mini-HSI Futures Pure trading - 72.8 74.3
Hedging - 21 10.2

Arbitrage - 251 155

Tota n.a 100.0 100.0

HIBOR Futures Pure trading 72.3 73.6 86.5
Hedging 39 12.6 8.3

Arbitrage 23.7 13.8 5.2

Tota 100.0 100.0 100.0

Total futures & Puretrading 75.0 75.8 67.5
HSI options Hedging 174 9.2 22.8
Arbitrage 7.7 15.0 9.7

Total 100.0 100.0 100.0

Stock Options Pure trading & hedging* na 90.4 84.6
Arbitrage n.a 9.6 154

Tota n.a 100.0 100.0

Overall Puretrading & hedging* n.a 87.6 88.2
(incl. stock options) Arbitrage n.a 12.4 11.8
Total n.a 100.0 100.0

- Not applicable

n.a.; Not available

* Snce a major Sock Options Exchange Participant is unable to provide the breakdown between pure trading
and hedging, an aggregate figureis presented. Nevertheless, when that Participant is excluded, percentage
shares of pure trading, hedging and artbitrage for stock options are 51%, 29% and 20% respectively; and for
overall total are 62%, 25% and 13% respectively.

** Figures for the overall market for 2000/01 survey have been revised.
Note: Numbers may not add up to 100% due to rounding.
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Figure 3. Distribution of trading by type of investors
(Jul 2001 - Jun 2002)
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* Figures for the overall market for 2000/01 survey have been revised.
Figure4. Distribution of trading by type of investors
(Jul 2001 - Jun 2002)
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Note: Numbers may not add up to 100% due to rounding.

Notes:

(1) Principal trading comprisestrading of registered traders/market makers and proprietary trading.

(2) Snceamajor SOEP was unableto provide the distribution of trading by market making and proprietary
trading, an aggregate figure of principal trading is used for “ Sock Options’ and“ Overall” .

(3) Numbers may not add up to 100% due to rounding.
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Table 2. Distribution of trading by type of investors (%) (1999/2000 - 2001/02)

Product Type of investors 1999/2000 2000/01** 2001/02
HSI Futures Reygistered traders - - N
Proprietary trading 6.0 6.8 122
Local investors 70.1 68.8 55.1
Retail 46.6 56.4 418
Institutional 235 124 13.3
Overseasinvestors 24.0 244 327
Retail 14 13 3.8
Institutional 22.5 23.1 28.9
Total 100.0 100.0 100.0
HSI Options Reygistered traders 289 193 234
Proprietary trading 14 13 22
Local investors 380 682 59.3
Retail 21.8 38.0 28.6)
Ingtitutional 16.1 30.2 30.7]
Overseasinvestors 3.7 11.2 151
Retail 0.7 05 2.7
Institutional 311 10.8 12.4]
Total 100.0 100.0 100.0
Mini-HSI Futures* Reygistered traders - - -
Proprietary trading - 54 176
Local investors - 922 66.0
Retail - 87.6 63.7]
Institutional - 45 2.3
Overseasinvestors - 24 164
Retail - 2.2 15.7]
Institutional - 0.2 0.6]
Total - 100.0 100.0
HIBOR Futures Registered traders 309 207 17.6
Proprietary trading 0.0 01 0.0
Local investors 299 420 46.9
Retail 0.1 0.0 0.1
Ingtitutional 29.8 41.9 46.8)
Overseasinvestors 39.2 373 355
Retail 0.0 0.0 0.0
Ingtitutional 39.2 37.3 35.5]
Total 100.0 100.0 100.0
Total futures& HS options Registered traders 50 42 42
Proprietary trading 51 54 10.7
Local investors 64.2 67.8 56.2
Retail 413 511 39.4
Institutional 23.0 16.7 16.8
Overseas investors 257 225 289
Retail 13 12 4.8
Institutional 24.4 21.4 24.1]
Total 100.0 100.0 100.0
Stock Options Principal trading” na 83.1 74.8
Local investors na 122 191
Retail na 53 9.4
Institutional na 6.8 9.7
Overseasinvestors na 47 6.1
Retail investors na 05 0.4]
Institutional investors n.a 4.2 5.7|
Total na 100.0 100.0
Overall Principal trading® na 454 36.2
(incl. stock options) Local investors na 408 430
Retail investors na 289 287
Institutional investors n.a 11.9 14.3
Overseas investors na 138 208
Retail investors na 0.8 313
Institutional investors n.a 13.0 17.5
Total na 100.0 100.0
'-' . Not applicable n.a.: Not available

# Include trading of registered traders/market makers and proprietary trading.

* Figures originally included in the 2000/01 and 2001/02 reports have been adjusted. In these two surveys, a certain proportion
of transactionsin mini-HSl futures were reported erroneously by survey respondents as transactions by "registered traders' and classified
assuch in the original survey reports. In the present report, those transactions have been correctly classified as "proprietary trading".

** Figures for the overall market for 2000/01 survey have been revised.

Note: Numbers may not add up to 100% due to rounding.
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Table 3. Business composition of Exchange participants by type of trade (%)
(breakdown by different types of trade)

2001/02
1999/2000* 2000/01** 2001/02 HSl HSI Mini-HSI HIBOR Stock
Overall Overall Overall Futures Options Futures Futures Options
All Trading
Principal® 10.1 454 36.2 12.2 25.6 17.6 17.6 74.8
Agency 89.9 54.6 63.8 87.8 74.4 82.4 824 252
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Agency Trading
Local 71.4 74.7 67.4 62.8 79.7 80.1 56.9 75.6
Overseas 28.6 253 32.6 37.2 20.3 19.9 431 24.4
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Agency Trading
Retail 47.3 54.3 50.2 52.0 42.1 96.4 0.1 391
Ingtitutional 52.7 457 49.8 48.0 57.9 36 99.9 60.9
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Retail Investor Trading
Local 97.0 97.2 89.7 91.7 91.2 80.2 100.0 95.5
Overseas 30 2.8 10.3 83 8.8 19.8 0.0 45
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Institutional I nvestor Trading
Local 485 47.8 449 315 713 79.2 56.9 62.9
Overseas 51.5 52.2 55.1 68.5 28.7 20.8 431 37.1
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Local Investor Trading
Retail 64.2 70.8 66.8 75.9 48.2 96.4 0.2 493
Ingtitutional 35.8 29.2 33.2 24.1 51.8 36 99.8 50.7
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Overseas I nvestor Trading
Retail 5.0 5.9 15.8 11.6 18.2 96.2 0.0 73
Ingtitutional 95.0 94.1 84.2 884 81.8 38 100.0 92.7
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

*  Excluding stock options.

** Figures for the overall market for 2000/01 survey have been revised.

#

Note: Numbers may not add up to 100% due to rounding.

Include registered traders' trading (for HKFE futures and options) or market making (for stock options) and proprietary trading.
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Figure5. Distribution of overseas agency trading by origin
(Jul 2001 - Jun 2002)
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Figures for 2000/01 survey have been revised.

Table4. Statisticson retail onlinetrading (Jul 2001 - Jun 2002)

Number of responding EPs having online trading (online brokers) 7

Percentage of responding Exchange Participants as online brokers (%) 5%
Online trading to total market turnover® (%) 1.58%
Online trading to total agency turnover (%) 2.48%
Onlinetrading to total retail turnover (%) 4.94%
Online trading to total turnover of online brokers (%) 19.31%
Number of online brokers requiring manual order re-input for online trading 1

% of online brokers 14%
Percentage of online trading requiring manual order re-input® 0.72%

Notes:

(1) Market turnover refersto the total turnover in number of contracts of products under study in the survey

only, i.e. HS futures, HS options, Mini-HS futures, HIBOR futures and stock options, which
contributed 99.7% of total turnover of all products on HKEx during the survey period.

(2) Calculated in terms of implied online trading volume as reported by responding EPs which indicated the

need for manual re-input as a percentage of total implied online trading volume of all responding EPs.

Implied online trading volume is the reported percentage of retail agency trading as online trading
multiplied by the EP's retail turnover volume.
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GLOSSARY

Hedging
Utilisation of futures/options to reduce or eliminate the market risk of a portfolio by
compensating for the effect of price fluctuations of an underlying asset.

Puretrading

Trading for potential profit in anticipation of a price movement in either the short or long term,
but not for hedging or arbitrage purpose.

Arbitrage
Trading to take riskless or near riskless profit from price differentials in related markets.

Principal trading
Trading on the participant firm’s own account, whether as a market maker or not.

Agency trading
Trading on behalf of the participant firm’s clients, including client trading channelled from the
firm’s parent or sister companies.

Principal trading in registered trader’saccount or as market maker
Trading on the participant firm’'s own account as a market maker.

Principal tradingin proprietary account
Trading on the participant firm’s own account but not as a market maker.

Individual clients
Clients who trade on their personal account.

Institutional clients
Clients who are not individual clients.

Local clients

Individual clients residing in Hong Kong or institutional clients operating in Hong Kong —
Hong Kong as the source of funds.

Overseasclients

Individual clients residing outside Hong Kong or institutional clients operating outside Hong
Kong— overseas as the source of funds.

Onlinetrading

Trading originating from orders entered directly by clients and channelled to the brokers via
electronic media (e.g. Internet and mobile phone). Thiswould include client ordersrouted to the
HKEXx trading system automatically on a straight-through basis and client orders received via
electronic media but having to be manually re-input into the HKEx trading system.
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APPENDIX 1. RESPONSE RATE
Exchange Target Responded Response % share of turnover
Participants population participants Rate in target population
Futures EPs 115 95 82.61% 83.66%
Stock Options EPs 45 40 88.89% 91.86%
All Participants 160 135 84.38% 86.41%
APPENDIX 2. REPRESENTATIVENESS OF THE RESPONDED SAMPLE
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APPENDIX 3. SURVEY METHODOLOGY

1. Target population

Exchange participantship in the HKEx derivatives market consists of Futures Exchange
Participants (FEPs) and Stock Options Exchange Participants (SOEPs). The target
population of the survey included al FEPs and SOEPs who had trading during the study
period, excluding the following:

Those who had ceased to be trading participants before the start of fieldwork asthey may
not feel obliged to fill in the questionnaire or they could not be contacted;

Those who reported to have little trading record in the study period because of being new
entrants to the market.

The target respondents were all corporations with no individual persons as EP.

2. Methodology

@)

2
3

(4)

Q)
(6)

The survey consisted of two sub-surveys with two separate questionnaires, targeting at
the FEPs and the SOEPs respectively.

The study period or survey period isfrom July 2001 to June 2002.

Products under study are: HSI futures, HSI options, Mini-HSI futures, HIBOR futures
and stock options.

The survey questionnaires were mailed to the respective target populations who were
requested to provide an estimated percentage breakdown of their contract volume for
each of the product under study during the study period in accordance with the
prescribed classification and information on online trading. Consolidated trading
composition from participant firms, which have affiliate or sister companiesto deal with
their investor clientele, was obtained as far as possible.

Close telephone follow-up was made to ensure a high response rate.

Each participant firm’s answersin percentage termswere weighted by itsactual contract
volume obtained internally to arrive at the relative contribution of each type of trading to
total volume.

3. Limitations

@

2

3

In providing the breakdown of total contract volume by the type of trade, EPsmight only
provide their best estimates instead of hard data. Reliability of results is subject to the
closeness of their estimates to the actual figures.

For agency trading, EPs usually would not know the purpose of trading and would tend
to regard those trading as*“ pure trading”.

EPs might not know the true origins of al their client orders. For instance, an EP might
classify transactions for a local institution as such when in fact the orders were
originated from overseas and placed through that local institution, or vice versa. Asa
result, the findings may deviate from the true picture.
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(4) Thenumber of derivatives EPswasrelatively small, especially for SOEPs. Their degree
of participation in the different derivative products varied alot. The trading pattern of
the different derivative products was also very different. Therefore, the influence of EPs
with significant contribution to a product’s trading in the survey results could be quite
high. The non-response of such EPswould reduce the reliability of the survey findings.
Such situation is expected to be not serious because of the high response rate and the
high representativeness of the responded sample to the target population (see Appendix
1 and 2).
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