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Hong Kong's economy has failed to show a significant recovery despite
six successive rate cuts in the first half of the year. While the interest
rate reductions have significantly eased the burden of home
mortgagors and business operators, they have not been able to trigger
a much-needed rebound in both the property and retail markets.

With the rate of unemployment remaining at a high level, the people
of Hong Kong are still worried about the generally weak economy.
There is also a widespread concern that the slowdown in the American
economy may negatively impact Hong Kong's export growth.

The property market remained weak even though mortgage rates
have dropped to the lowest level in 30 years. The retail market has
continued to be hit by the increasing number of Hong Kong
consumers shopping across the border. In addition, people who have
purchased properties in China's coastal cities are spending their leisure
time and money there.

In view of the stagnant market conditions, banks have continued to
compete for residential mortgages while increasing their efforts in
the development of consumer finance and fee income businesses to
generate growth.

For Wing Hang Bank, we have managed to maintain our share in the
residential mortgage market despite tough competition. For the first
half of the year, residential mortgages increased 1.6 percent over the
end of last year. Our consumer lending businesses continued to
perform well with significant growth recorded in our credit card
receivables.

For the first half of the year, profits attributable to shareholders
amounted to HK$433.4 million, representing a slight increase of 0.3
percent over the same period last year. Earnings per share increased
0.7 percent to HK$1.48.

The Group's total operating income dropped 3.2 percent to HK$948.2
million while net interest income decreased 3.7 percent to HK$774.7
million due to narrowing interest margins.

Net interest margin fell from 3.16 percent to 2.85 percent as a result
of pricing pressure on mortgages and lower yields from interest free
funds. This was however partly compensated by increased
contributions from the Bank's higher yielding assets.
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Other operating income dropped slightly by 1.1 percent to HK$173.5
million due to lower trading volume in share brokerage and foreign
exchange income. Partially offsetting this decrease was an increase
in commission income from credit facilities, card services and wealth
management services.

The Bank has continued with its expense control program in order to
maintain its efficient cost income ratio. Between the first half of
2000 and 2001, the Group's operating expenses increased marginally
to HK$289.0 million while cost income ratio increased slightly
to 30.5 percent.

Advances to customers increased 5.6 percent to HK$35.55 billion
with significant growth recorded in equipment finance and consumer
lending, in particular credit card and loan cards. Satisfactory growth
was also recorded in residential mortgages.

Total deposits remained virtually unchanged at HK$48.61 billion while
customer deposits decreased slightly by 1.2 percent to HK$45.40
billion. Our loan to deposit ratio increased marginally to 73.4 percent,
reversing a trend that has prevailed since the Asian financial crisis.

The Group's capital adequacy ratio and average liquidity ratio stood
at 16.2 percent and 47.2 percent respectively.

For the period under review, non-performing loans dropped to 3.73
percent of total loans or HK$1.33 billion. Charge for bad and doubtful
loans amounted to HK$180 million and was mainly earmarked for
specific provisions.

For the second half of the year, lower interest rates are expected to
gradually bring about a more favorable investment climate. China's
impending accession to the World Trade Organization will also provide
a much-needed impetus for the future of the economy.

We will gear up our efforts to spearhead growth in consumer lending,
credit cards and share brokerage. Our initiatives in promoting life
insurance and unit trust are beginning to produce results and we will
continue with our activity in these areas to enhance our fee income.
Apart from this, we will also expand our commercial lending business,
in particular, in China, where our strategy is to follow our customers
to Shanghai, Guangzhou and Shenzhen servicing them through our
branch or representative offices there.
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The final stage of deregulation has offered us the opportunity to tier
our savings deposit rates and pursue a strategy to target large savings
depositors. Such a strategy will enable us to substitute more expensive
time deposits with lower cost savings deposits. Furthermore, new
accounts will offer the opportunity for cross selling our wealth
management products. Initial results, after the recent deregulation,
show that we are gaining savings deposits.

It is hoped that a more favorable investment climate brought about
by lower interest rates, a stable real estate market and an emerging
China economy resulting from its entrance to the WTO, would give
us reason to be cautiously optimistic about the economy of Hong
Kong for the second half of the year.

We hope to take advantage of any resurgence in the economy by
continuing our strategy of further broadening our range of products
and services to grow our customer base and to further enhance fee
income through cross selling.

Patrick Y B Fung
Chairman and Chief Executive

Hong Kong, 9th August, 2001



