CONSULTATION

 With Participants of The Stock Exchange on

Removal of the Minimum Brokerage Commission Rule

INTRODUCTION

1. The Hong Kong Exchanges and Clearing Limited (“HKEx”) has indicated to the Exchange to inform Participants of the Exchange on a proposal for removal of the minimum brokerage commission of 0.25% of the value of transactions.  This paper sets out that proposal.  It also seeks to respond to the call by the Financial Secretary in his Budget Speech for concerted efforts to reduce the transaction costs of Hong Kong's securities market.
2. The proposal on which Participants are now asked to comment is for the removal of the minimum brokerage commission rule from the Rules of the Exchange on 1st April 2002.  In addition, it is proposed that transactions on new products under the Nasdaq-Amex Pilot Program and similar pilot programs to be introduced before 1st April 2002 will immediately be exempted from the minimum brokerage commission rule.

BACKGROUND 

3. In this new century, there are many opportunities for the Exchange and its Participants to develop new business.  Geographically, Hong Kong has a great advantage in proximity to China – where the capital requirements for industrial restructuring are enormous.  Through the rest of Asia, as economies recover, there are also many opportunities for equity financing.  In product terms, we have now the foundations for a debt market whilst other new product initiatives, including the Nasdaq-Amex Pilot Program under discussion, are underway.  We have a high aspiration to be at the core of the financial centre of Asia and one of the pre-eminent equities markets globally.

4. So, growth opportunities abound – but this business is not ours for the asking.  Other exchanges in the region and beyond would dearly like a share.  At the same time, market users are no longer confined to local markets in undertaking transactions.  Instead, they trade across borders and timezones in constant search of the best combination of transaction cost, liquidity and price discovery.

5. Faced with a global marketplace, advances in technology and ever more sophisticated investors, the Hong Kong market has not been passive.  Major developments for the Hong Kong securities market include: the reform of overall market structure with the inauguration of HKEx in March 2000; the new AMS/3 trading platform to be introduced soon; and a diversification of products.

THE ISSUE OF MINIMUM BROKERAGE COMMISSION

6. Discussion of the minimum brokerage commission rule is not new and various opinions have been expressed on this issue in the past.  Given the need for Hong Kong’s securities market to compete with the world’s major financial centres, we should look at practices elsewhere before deciding which direction the Exchange should take on this matter.

7. A review of major international markets has found that 13 of the 15 largest markets in the world (by market capitalization) have adopted a system of free negotiation for commission rates (Table 1).  The two exchanges with commission restrictions are Hong Kong and Taiwan.

8. Within Asia, our nearest competitors have been changing their practices over the last several years.  Most recently, Singapore has made commission for trades above S$150,000 freely negotiable from January 2000, whilst commission for all trades will be freely negotiable as of January 2001.  In Japan, brokerage commission has been fully liberalized since October 1999 whilst Korea switched from a maximum commission of 0.6% to freely negotiable in 1995.  Thailand will move from the current fixed commission at 0.5% to negotiable with a minimum rate of 0.25% in September 2000 and has plans for full liberalization within two years. 

9. The HKEx Board has indicated its support to the Government's long stated objective to reduce transaction costs in order to enhance the competitiveness of the Hong Kong market.  It is also understood that the HKEx Board will explore with the Government how best to pursue this policy objective under the new market environment as a priority matter.

THE PROPOSAL AND ARGUMENT

Liberalization with a firm timetable for existing products

10. Liberalization of brokerage commission is a global and regional trend.  When implemented in Hong Kong, it will allow the Exchange and its Participants flexibility to compete more effectively for business from around the world.

11. At the same time, it should be appreciated that some advance notice of change on a firm timetable of liberalization is appropriate to allow the securities industry to prepare and adapt.  On balance, a timeframe of about two years is considered appropriate – leading to complete liberalization on 1st April 2002.  This is also commensurate with the timetable for the opening up of trading right which forms part of the deal of the merger.  Under that arrangement, the HKEx has undertaken not to issue new trading rights (except in relation to alliances with other exchanges) for a period of two years from the date of the merger (i.e. until 5th March 2002).
12. Subject to Participants comments, it is proposed that the Exchange should put forward such a timetable for removal of the minimum brokerage commission from the Rules of the Exchange for decision by HKEx.  The scheme would cover all securities listed on the main board and GEM.

Immediate opening up for new products

13. It is expected that new products that are being introduced into the Hong Kong market  – such as the Nasdaq-Amex Pilot Program currently under discussion – will likely also be tradable in other markets overseas.  To allow the Exchange and its Participants to compete freely for these new businesses with their overseas counterparts at the outset, it is proposed that the minimum brokerage commission rule will not be applied to the Nasdaq-Amex Pilot Program and similar pilot programs when introduced.

THE WAY FORWARD

14. Competitive pressures and the pace of change in the global securities industry now demand a definite decision on the issue of minimum brokerage commission.   It is understood that the Hong Kong Futures Exchange is in parallel considering a similar proposal on liberalization of brokerage commission.

15. Participants are therefore now requested to consider the proposal for the Rules of the Exchange to be amended to the effect that the minimum brokerage commission restriction be removed for transactions on the main board and GEM with effect from 1st April 2002.  Participants and their clients will then be allowed to freely negotiate the level of charges without any restriction.

16. In addition, transactions on the Nasdaq-Amex Pilot Program and similar pilot programs that are yet to be introduced will not be subject to the minimum commission rule and Participants will be free to agree the level of charges with their clients.

17. Participants are requested to submit written comments on the proposal to the Exchange by 10th April 2000.  These views will be consolidated with the proposal and submitted to the Board of HKEx for consideration.
18. It is understood that the Board of HKEx considers the issue of minimum brokerage commission a priority matter to position the Hong Kong market amongst the top tier international markets.  Following international and regional trends, it would appear that full liberalization of brokerage commission for the Hong Kong market is inevitable.  It would be desirable for the brokerage industry to agree on a definite arrangement on the liberalization and make such arrangement known to the market.  This will facilitate the industry to better plan, prepare and adapt with the change.
19. At present, the brokerage commission alone accounts for the largest share of the transaction costs on securities trading in Hong Kong, to be followed by stamp duty.  
20. The Financial Secretary announced in the Budget Speech on 8 March to reduce the stamp duty by 10% from 0.25% to 0.225% and indicated that he would be sympathetic in considering making further reduction in future should there be corresponding action by the HKEx which would make our market more competitive. This proposal on minimum commission responds to the call by the Financial Secretary for joint efforts by the market towards that objective.  We trust that the stamp duty reduction and the removal of the minimum commission will greatly enhance Hong Kong market competitiveness and be in common interest of the brokerage community and the investors."


RESPONSES TO THE CONSULTATION

Participants are invited to give their views on the Consultation by mail, e-mail (trd@sehk.com.hk) or by facsimile to the following address, or by simply dropping them into a designated collection box at the entrance to the Trading Hall on or before 10th April 2000:

Trading Department

The Stock Exchange of Hong Kong Limited

(Consultation on Removal of Minimum Brokerage Commission Rule)

1/F One and Two Exchange Square

Central

Hong Kong

(Fax no. 2521 7899)






Table 1

Brokerage Commission Schemes of World's Largest 15 Markets

Negotiable
Fixed

Freely negotiable

  
Rank  

With minimum



Rank     
Sliding/Single rate


Rank   

USA
(1) 

Japan
(2)

U.K. 
(3)

France 
(4)

Germany
(5) 

Canada 
(6)

Italy 
(7)

Netherlands 
(8) 

Switzerland
(9) 

Spain 
(11)

Australia   
(12)

Sweden    
(14)

Finland
(15)
Hong Kong 

(10)
(minimum 0.25%)
Taiwan 
(13)      

(Note 1)

Sources:  Ranking by market capitalization - FIBV Monthly Statistics (Jan 2000)

Note 1 - Taiwan

The official commission rates, are:

· Less than NT$10 mil.
- 0.1425%

· NT$10-50 mil.

- 0.1325%

· NT$50-100 mil.

- 0.12%

· NT$100-150 mil.

- 0.11%

· Over NT$150 mil.

- 0.1%

[Note: Brokers may give discounts to investors.]

Table 2

Brokerage Commission Schemes of Asia Pacific Markets

Negotiable
Fixed
Mixed

Freely negotiable
With maximum
With minimum
Sliding scale
Single Rate
Sliding but negotiable above certain transaction value

Korea

Japan


Indonesia

(max 1%)

Philippines

(max 1.5%)
Hong Kong

(min 0.25%)
Malaysia

(Note 1)

Taiwan

(Note 2)
Shanghai

(0.35%)

Shenzhen

(0.35%)

Thailand

(0.50%)*
Singapore

(Note 3)

* Thailand will reduce the rate to a minimum of 0.25% from September 2000.

Note 1 - Malaysia

1st M$500,000
 


- 1%

2nd M$500,000 to M$2 mil.

- 0.75%

Over M$2 mil.



- 0.5%

Note 2 - Taiwan (subject to discounts given by brokers)

Less than NT$10 mil.


- 0.1425%

NT$10-50 mil.



- 0.1325%

NT$50-100 mil.



- 0.12%

NT$100-150 mil.


- 0.11%

Over NT$150 mil.


- 0.1%
Note 3 - Singapore

Up to S$150,000


- 0.75%

Over S$150,000


- Negotiable
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