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The US economy did not post signs of a sharp turnaround in the first half of 2003. This consolidation
may have been prolonged due to the US-Irag war. US consumption has been quite resilient on the back
of a stable housing market. Many analysts expect that once the fiscal stimulus package and low interest
rate policy begin to filter through the economy, economic activities may pick up from the second half
of 2003 onwards. The pace of recovery is expected to receive further impetus from the US presidential
election. Our Research Department forecasts the US real GDP growth to retreat modestly from 2.4% in
2002 to 2.3% in 2003, before rising to 4.0% in 2004.

Leveraging on the more positive outlook for our US exports, both China and Hong Kong are expected
to register stronger growth. Our Research Department forecasts the Hong Kong economy to report a
lower growth of 1.7% for 2003, down from 2.1% in 2002, before recovering to 3.7% in 2004. On the
other hand, China is expected to perform better given its robust domestic consumption. The economy
is forecast to grow at least 7.4% in 2003, as opposed to 8% in 2002.
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Although some of the uncertainties that characterised the first half of 2003 have been resolved, many
remain. On a macro level, the recent turmoil in international bond and currency markets reveals
considerable ongoing investor doubt and discord as to world, and particularly US, economic prospects.
Closer to home, the Hong Kong Government is yet to resolve the difficult economic and budgetary
issues facing Hong Kong. However on the positive side, the rate of deflation appears to have declined

substantially.

Also, on the positive side, the ongoing strength of China, and its graphic demonstration of its economic
resilience in the face of the economic decline of the prime importing countries, is encouraging for the

future of a Hong Kong economy which is increasingly tied into that of the mainland PRC.
With the improvement in capital market sentiment evident in July, greater volume has been returning

to the market, providing assistance on a micro level, as our businesses are heavily volume driven. The

Hang Seng Index is expected to continue its improved performance in the coming months, and our
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Research Department has an Index target of 11900 towards the end of 2003. On the other hand,
continued pressure on margins as a result of full, unregulated competition on brokerage rates, together
with ever-increasing compliance and regulatory costs, have all placed continuing pressure on profits in
the brokerage industry. However, the strength of our lending businesses, together with our strategy
over the past few years of substantially expanding our portfolio of financial products, is expected to

enable our Group to maintain satisfactory results.
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