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LB YE Chairman’s Statement

Against a background u./'mi.rwl Jortunes for the banking

industry, the Group achieved impressive performance in 2000,

with a record profit of HK$361.8 million, representing an

eight-fold increase over our performance in 1999.
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Economic environment

The economy of Hong Kong maintained its growth momentum during
2000 with gross domestic product (“GDP”) recording an impressive year-
on-year increase of around 10%, following a growth of 3.1% in 1999.
The employment situation also continued to improve, with unemployment
rate dropping from 5.7% to 4.5% during the year.

The economic recovery, however, had a limited multiplier effect upon the
domestic sector as much of the GDP growth in 2000 was export driven.
Consumer confidence remained low and local retail sales were adversely
affected by competitions from nearby cities in China. Public sentiments
continued to be dampened by a general freeze in wages, prolonged
deflation, and the erosion of wealth in the property and stock markets
over the past several years.

Externally, there have also been increasing signs of moderating growth in
major foreign economies, particularly in the U.S., where GDP growth
recently slowed to almost a standstill. As a result, there are widespread
concerns that an American recession may surface in 2001 after nearly a
decade of prosperity, which precipitated successive interest rate cuts in
the beginning of 2001. These internal and external factors have
combined to restrain Hong Kong from a full-scale economic recovery, as
reflected by a modest expected growth in GDP of only 4% for 2001.

In the banking sector, despite a widened average Prime-HIBOR spread
during 2000, net interest margin continued to come under pressure
mainly due to excessive liquidity in the banking sector and a subdued
loan demand. Under such circumstances, intensifying market
competition has replaced concerns over asset quality as a key challenge
for the local banking industry.
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Operating results

Against a background of mixed fortunes for the banking industry, the
Group achieved impressive performance in 2000, with a record profit of
HK$361.8 million, representing an eight-fold increase over our results in
1999. While a portion of this growth was attributable to non-recurring
gains arising from the disposal of investments from the realignment of
our investment resources, our core operating profit before provisions still
represented a respectable year-on-year growth.

Despite the satisfactory performance in 2000, we are cognizant of the
challenges ahead and have taken active steps to position the Group as
a customer focused and revenue driven organization.

In line with the Group’s strategy to focus on consumer finance
businesses, a series of acquisitions and divestments were made in 2000
with the overall objective of re-aligning our business mix to maximize
returns for shareholders. It is envisaged that these moves will in the long
run increase our net interest yield and lower our overall risk profile. As
well, the realignment of capital will enable us to seize future opportunities
as and when they arise.

Various e-commerce initiatives were also undertaken in 2000, including
the launching of our internet banking and securities brokerage services.
We were the first bank in Hong Kong to adopt the Public Key
Infrastructure as the security protocol for our internet services. We will
remain customer-focused and will keep enriching our service offerings
through both traditional and new delivery channels.

Outlook and prospects

Looking ahead, keen competition in the banking industry is expected to
prevail. This may also be amplified by the forthcoming full deregulation of
interest rates on bank deposits, the proposed deposit insurance
scheme, rising customer expectations, and the increasing importance of
alternative delivery channels. While these are certainly major challenges
for the banking industry, we also consider them as new opportunities to
differentiate ourselves from other financial institutions.

With our sound business strategies and the all-rounded infrastructure
we have built, we are confident that the Group is totally ready to take
advantage of opportunities which will arise when the credit cycle revives.
The Group is committed to further strengthening our franchise in the
consumer finance arena and stepping up our employment of innovative
technologies to ensure that we are a preferred provider of quality
financial services to our selected market segments and customers.
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& AARLERAZER BRR - BEIREFRG Finally | would like to thank our customers, shareholders, staff and my 0
NEREE 2K REEME, ER AR BUAR fellow Directors for their invaluable contributions towards the Group’s
OFE o RATMRRFRSEES R - FRBRMEE success and achievements during the year. | also look forward to their
Aig Xk L AR - WA R AR E 2 5N continual support which is essential to enable us to turn future
ke challenges into opportunities and to maintain profitable growth for the
Group.
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