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Executive Summary

1.  During the first half of 2018, in the US, the Dow fell 1.8% while the S&P 500 (S&P) and
Nasdaq rose 1.7% and 8.8% respectively. Robust corporate earnings and solid economic
fundamentals supported market sentiment. Tech stocks outperformed on strong growth
outlook. However, risks related to trade protectionism, concerns over tighter monetary
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Performance of stock markets during the first half of 2018

8.

Most major markets hit record or recent highs, supported by abundant market liquidity
amid gradual tightening or tapering by major central banks. However, the markets were
volatile as investor sentiment was affected by worries about further rate hikes in the US
and uncertainties over trade conflicts between the US and the Mainland. Geopolitical
tensions in Syria and Iran weighed on the markets. In the Mainland market, a weaker
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11.

However, investor sentiment was affected by:

Trade protectionism T Uncertainties over trade relationships between the US and
its global trading partners weighed on investor sentiment. The US announced import
tariffs on metals from the European Union, Canada and Mexico, as well as US$50
billion worth of Mainland goods. Furthermore, the US threatened to impose
additional tariffs on EU automobiles and US$200 billion worth of Mainland goods, as
well as restrictions on Mainland investments in US technology firms. The EU and the
Mainland have pledged to retaliate. Market participants warned of the serious
impact that an extended period of trade tensions could have on investor sentiment,
including a destruction of up to US$1 trillion in the value of the US stock market.

Concerns over monetary tightening T Strong US employment data and rising oil
prices prompted fears of inflation. Wages recorded the fastest growth since 2009.
The Fed twice raised interest rates by 25 bps, as widely expected, and in June
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Performance of major stock markets

Europe

12.

13.

The performance of major European markets was mixed. During the first half of 2018, the
FTSE, and DAX dropped 0.7% and 4.7% respectively whilst the CAC rose 0.2%. The
FTSE and DAX once rose to their record highs, whilst the CAC hit a 10-year high.

Positive factors that supported the markets included:

Optimism about reform policies T The French market outperformed in a positive
environment. Investor sentiment was bullish amid a benign political environment
after the Presidentis party won a parliamentary majority in the 2017 election.
Optimism grew over the governmentis pro-business policies to deregulate the labour
market and reform tax policy.
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Easing concerns about rate hikes T In its latest policy meeting, the ECB
announced plans to end its bond purchase programme at the end of this year, but
signaled that interest rates would remain low at least until mid-2019. The dovish
comments provided support
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The Mainland

17. Inthe Mainland, the SHCOMP and the SZCOMP fell 13.9% and 15.4% respectively. The
Mainland market became more volatile. The average daily turnover in the Mainland
market was RMB438.9 billion, 4.3% lower than the average in 2017.

18. The market was overshadowed by:
Concerns about atrade war T
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HSI and market turnover ($ billion) during the first half of 2018
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Major statistics for the Hong Kong securities market during the first half of 2018
Trading activity in the local stock market

26. Trading in the local stock market increased during the first half of 2018. The average daily
turnover amounted to $126.6 billion, 44% higher than the $88.2 billion in 2017.

Average daily turnover ($ billion)

H1 2018 2017
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Derivative warrants (DWs) and callable bull/bear contracts (CBBCs)

33. During the first half of 2018, trading in DWs increased both in absolute terms and as a
percentage of total market turnover. The average daily turnover of DWs was $18.3 billion

(14.5% of total market turnover), compared with $12.2 billion (13.8% of total market
turnover) in 2017.

34. During the first half of 2018, trading in CBBCs increased both in absolute terms and as a
percentage of total market turnover. The average daily turnover of CBBCs amounted to
$7.8 billion (6.2% of total market turnover), compared with $4.8 billion (5.5% of total
market turnover) in 2017.

Turnover of DWs and CBBCs ($ billion)

Sources: HKEX and SFC

Exchange-traded derivatives

35. During the first half of 2018, the average daily trading in exchange-traded derivatives rose
by 41.8%.

The average daily trading in futures products rose 59.5%. Amongst all futures
products, HSI futures and HSCEI futures were the most actively traded contracts,
accounting for about 44.3% and 29.3% of all futures trading respectively. The

average daily trading volume of HSI and HSCEI futures rose 72.8% and 25.0%
respectively from 2017.

The average daily trading in options products rose by 31.9%. Stock options
remained the most actively traded options products, with trading volume rising by
34.0% from 2017, followed by HSCEI options and HSI options.
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Average daily trading volume of derivatives traded on HKEX by product type (contracts)

H12018 | 2017 2016

Futures HSI Futures 220,259 127,478 130,826
Mini-HSI Futures 95,532 46,507 50,516
HSCEI Futures 146,058 116,812 133,729
Mini-HSCEI Futures 25,122 14,823 19,718
Stock Futures 1,544 492 915
RMB Currency Futures (USD/CNH) 5,835 3,025 2,181
Other futures products 3,308 2,848 2,601
Total futures 497,658 311,985 340,486

Options HSI Options 52,614 41,009 37,869
Mini-HSI Options 8,617 6,643
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Looking forward, the AHFT will be further enriched in terms of content (e.g. more products)
and trading hours (to be further extended to 3:00am, tentatively in late 2018). This will further
enhance the role of Hong Kong as a risk management centre.

Average daily trading of HSI and HSCEI futures during the AHFT

session
HSI futures HSCEI futures Total
As % of As % of As % of
Contracts | daytime [ Contracts | daytime | Contracts | daytime
2013* 3,240 4.2% 3,396 4.0% 6,636 4.1%
2014 3,461 5.2% 5,169 6.2% 8,630 5.8%
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