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Hi-tech Stocks in Hong Kong
1.

In recent months, a number of stocks in the hi-tech sector in Hong Kong have seen substantial
rises in their share price and trading volume. Although the Hang Seng Index (HSI) rose by
68.8% during 1999, several hi-tech stocks have outperformed the HSI. A simple index of five
hi-tech stocks in Hong Kong indicated that their share prices grew by nearly five-times since
May, 1999, significantly higher than the growth of either the HSI or the Nasdaq Index
(Schedule 1).

2.

Speculation in hi-tech stocks has followed similar behaviour in other major markets, such as
NASDAQ in the US, Neuer Market in Germany and the Techmart in London. NASDAQ is
widely recognized as a market for emerging, hi-tech and growth companies, with the listing of
several leading technology companies such well-known names as Microsoft, Dell, Apple,
Cisco, Tyco, etc. The NASDAQ 100 Index rose by 102% from 1836 to 3708 in 1999, while
Neuer Market and Techmart rose 66% and 61% respectively. Last year, the major World
indices performed as set out in Schedule 2.

3.

As US Federal Reserve Chairman Alan Greenspan said recently on technology "innovations in
information technology --so called IT -- have begun to alter the manner in which we do
business and create value, often in ways that were not readily foreseeable even five years
ago." Some analysts think that the boom in hi-tech stocks involve a much larger process of
global resource allocation which reflects the increasing role of IT in the economy. For
example, the technology share of the US market capitalization has risen from 10% in the early
1990s to 33% today, while telecommunications account for another 8.9%. This compares with
15% and 16.1% respectively for Japan and 4.9% and 18% respectively for UK. In Hong Kong,
the comparable ratios are 5.8% and 31.8% respectively. The rise in market capitalization for
telecommunications in Hong Kong was mainly attributable to investor interest in China
Telecom, Hutchison Whampoa and Cable & Wireless HKT.

4.

The rise of the Internet-related industry and the possibility of substantial business potential of
e-Commerce have fuelled worldwide investor interest. Some of the new Web-based
companies promise to revolutionize current production and distribution systems. Since such
Internet businesses are still in their infancy, there is little experience on how to value them.
Price/earning ratios cannot apply when earnings
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of many Internet companies are still negative. Some of them are valued on the basis of growth
in gross business turnover. For example, Amazon.com price rose 22-fold between February
1998 and April 1999, but it has yet to make a profit. Schedule 3 sets out the movement of the
NASDAQ 100 constituent stocks during 1999. Because of huge investor interest, particularly
at the retail level, stock performances varied from -60% to 2,619% (Qualcomm). In Japan, for
example, Yahoo Japan and Hikari Tsushin rose 4,206% and 2,826% respectively in 1999.
5.

As Greenspan has noted: "the exceptional stock price volatility of most of the newer firms and,
in the view of some, their outsized valuations, are indicative of the difficulties of divining
from the many, the particular few of the newer technologies and operational models that will
prevail in the decades ahead." "Many ventures fail. But the few that prosper enhance
consumer choice."

6.

Partly because of the impact of IT on business strategies, a number of listed companies in
Hong Kong have begun to re-focus their business, whilst others have been taken over as
vehicles for Internet business. The Securities and Futures Commission ("SFC") has been
monitoring their steep rises in prices, because of their "hi-tech" flavour. A number of
examples of this are set out in Schedule 4.

Information Disclosure
7.

Markets thrive on information. Because the Internet era has changed the ball game, traditional
evaluation and valuation of high-tech concepts has become very complex. There are many
who are interested in investing in the new sector and there will be winners as well as losers. It
is not the regulators' job to stop investors making money (or losing money) through
speculation. The investors must bear responsibilities for their own investment decisions. Since
regulators do not have better expertise in judging high-tech than the market, our
responsibilities are to point out the risks and to ensure that everyone plays by the rules of
transparent, orderly and fair markets.

8.

The SFC has commented publicly that investors should take care to ensure that they
understand what they are investing in when considering hi-tech investments and that they
understand the information provided. We have repeated such warnings through the press by
the Chairman and other senior members of the SFC. The SFC has also released, jointly with
the Stock Exchange of Hong Kong (SEHK), a press release in late December 1999 warning
investors to exercise care in such investments (see Schedule 5).

9.

Of course, listed companies, issuers, market intermediaries and their accountants and advisers,
such as SEHK Growth Enterprises Market ("GEM") sponsors, have major roles in providing
accurate, timely and accessible information to the market, so that investors can evaluate for
themselves the risks and returns of investment in a
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particular security or company. Investors rely on the issuers, the investment advisers and the
media to provide them with the information to make their decisions. It is this area where we
are working with the securities and issuing community to disclose as much as possible and as
timely as possible for the market to assess risks and returns.
10.

Public capital raising comes at a price and responsibility. The issuers and the promoters
should disclose material information accurately, fairly and on a timely basis to the market. The
quality of a securities market does not depend on the quality of regulation alone. It depends
first and foremost on the quality of the companies. Investors will come if they trust and
understand the quality and integrity of the management of the companies they invest in. No
one will invest in any market if they believe that the market is manipulated, especially by false
or misleading information.

11.

Because the Internet market is growing rapidly, disclosure of the nature of the investment and
its risks should be made as fully and accurately as possible. Since such businesses do not
necessarily make profits in its early stages, historical business growth, the number of web
participants, and the "hit rate" in internet websites are major factors which investors look at in
order to evaluate the business. It is important that the listed companies and their sponsors or
advisers disclose such information, with as much independent audit or assessment as possible.
Where businesses to be acquired are valued, the basis and methodology of valuation should be
disclosed. The SFC feels that Internet companies should have some independent verification
of their disclosed "hit rate" and Internet membership, so that the market will have more
reliable information to assess their progress.

12.

We have improved the disclosure standards of listing companies quite considerably in recent
years. We are continually working with the exchanges and the accountants on areas such as
the SEHK Listing Rules and GEM Listing Rules to bring us up to best international standards,
befitting Hong Kong's status as an international financial centre.

13.

These policy intentions will be enshrined in the composite Securities and Futures Bill now
being drafted. Amongst the Government's 30-point programme is the criminalization of false
reporting to the regulators. We believe that this is very important in the context of developing
markets, especially in the high-tech and growth enterprise areas. We are working towards
introducing this legislative proposal into the Legislative Council within this legislative session
and hope that the Legislative Council will support this proposal to protect and improve the
transparency and integrity of our financial markets.
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14.

The SFC is also increasing its vigilance in the area of market surveillance on unusual price
movements. It has also enhanced investor education programmes, as described below.

Market Surveillance
15.

The Surveillance Department of the SFC monitors trading on the SEHK on a daily basis using
a sophisticated computerized system that can identify any untoward movement in the price
and/or volume of shares. This monitoring is not aimed at any specific sector of the market
although in the past few months several "high tech" stocks have seen significant price rises.
As a result of this monitoring a number of processes are followed.

16.

On a daily basis, the Surveillance Department analyses media and corporate announcements to
ascertain if any untoward movement can be attributed to corporate information that has been
released to the market or if there is unconfirmed press speculation of a possible corporate
action that may affect a company's share price. Since late 1999, the Surveillance Department
also monitors relevant web pages and chat rooms on the Internet, as part of its Internet
surveillance program, so as to detect any news or speculative comments that may affect a
company's share price.

17.

If the movement in a company's share price appears justified by prompt dissemination of
corporate information, no further action is normally taken. However, if the untoward
movement appears to be based on unconfirmed rumours or speculative comment, the SFC
alerts the Listing Division of SEHK, which is the front-line regulator of listed companies.

18.

The SEHK Listing Division will usually contact the company concerned to seek their
explanation of the untoward movement. If the company is unaware of any information that
could have caused the untoward movement, this would result in a "negative announcement". If,
however, there are undisclosed corporate plans which are price sensitive, the company will
usually seek a suspension of trading in its shares pending a detailed announcement as to the
status of those plans. Both courses of action are aimed at keeping the market fully and fairly
informed of matters that are relevant to the share price of a company.

19.

In rare cases that a company does not seek a suspension of trading in its shares, or when the
untoward movement continues after a negative announcement, the SFC can direct the SEHK
to suspend trading in that company's shares under Rule 9 of the Securities (Stock Exchange
Listing) Rules. These are statutory rules made under section 14 of the Securities Ordinance in
order to maintain an orderly and fair market. Before Rule 9 is invoked, a "show cause" letter is
sent to the company inviting comment on the untoward movement and why Rule 9 should not
be

4

invoked. During 1999, nine such letters were sent to 8 companies. This resulted in 7
companies seeking a voluntary suspension and 1 in which The SEHK was directed to suspend
trading under Rule 9. In both scenarios, suspension is normally lifted as soon as practicable
after the listed company has made a full announcement as to its affairs.
20.

The SFC investigates further if certain untoward movements are indicative of market
manipulation and/or insider dealing. Under such circumstances, an inquiry is conducted under
section 31 of the Securities and Futures Commission Ordinance ("SFCO") to identify those
trading. This information is then carefully analysed to identify any suspicious trading patterns
that would justify a full-scale investigation into market manipulation and/or insider dealing
under section 33 of the SFCO. During 1999, 78 preliminary inquiries were made, resulting in
21 full-scale investigations.

21.

Whenever it appears that investor euphoria has caused one sector, or sectors, of the market to
rise significantly, the Surveillance Department will identify brokers that may be exposed to a
particular sector especially if a significant market correction occurs. The SFC's Intermediaries
Supervision Department may use such information for its inspection program of licensed
intermediaries to ensure that these intermediaries are financially solvent under the Financial
Resources Rules.

Investor Education
22.

The SFC is stepping up its investor education programmes. Its Investor Education and
Communications Department will launch various education initiatives through the print, radio,
television and Internet media as well as outreach activities in the year 2000. In the first quarter
of 2000, the main focus will be in the print media through special feature columns in various
newspapers and magazines. The SFC will jointly produce with RTHK a TV series for
screening on TVB Jade, supported by synopsis articles in the Hong Kong Economic Journal.
The public outreach programme also includes enhancement of contents on the SFC's web site.

23.

The SFC does not and cannot tell investors what or when to invest, but we will be doing our
best to provide better investor education, so that they can have more information to make their
own decisions. This year, one of our main investor education efforts would be the
establishment of the eIRC, or Electronic Investor Resources Centre. We seek to provide a
one-stop reference centre for investors who can access its service without the confines of a
physical centre by operating 24 hours a day and 365 days a year, or rather 366 in year 2000. It
seeks to provide investors with the right information and links to enable them to decide and
assess their investment portfolios. The eIRC will be linked to the exchanges and clearing
house websites, so that the investor can readily access information.
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24.

Other outreach activities will include university workshops, public exhibitions, and radio
segments on popular radio channels. We will be working with the Hong Kong Securities
Institute to provide more courses on investment techniques for investors.

25.

These programmes will further reinforce our key messages that it is important for investors to
make informed decisions, understand the nature of their investments and know the level of
risk they are undertaking. Members may also note that these structured programmes will also
be supplemented by ad hoc initiatives, such as suitable "health warnings" depending on
market situations and circumstances.

Securities and Futures Commission
9 February, 2000
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