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Business environment

Hong Kong's economy slowed down considerably during the first half of 2001, following
a strong annual GDP growth of 10% in 2000.

Externally, the uncertainty in the global economy has further depressed export trade
in Asia. Domestically, an uncertain economic outlook together with the soft labour
market continued to weaken consumer confidence, causing stagnation in the property
market and contraction in consumer spending.

These factors combined to negate most of the positive effects which the successive
interest rate cuts, of 2.75% in aggregate thus far this year, might have had. As a
result, Hong Kong's GDP in the first quarter of 2001 slowed to 2.5%, and the economic
forecast for the rest of 2001 is not expected to show much improvements.

During the period, the Hong Kong banking system stayed extremely liquid, while loan
demand remained subdued. A general lack of attractive corporate lending opportunities
has led to intensified competition in consumer lending, with the price-war among
financial institutions extending beyond residential mortgages to other consumer lending
products such as credit cards and personal loans. However, on a more positive note,
the full deregulation of interest rates which became effective in July has enabled
banks to introduce a variety of innovative new deposit products. While it was initially
widely anticipated that the deregulation would raise the funding costs of banks, this
was largely mitigated by the abundant liquidity in the market. Depositors in general
have benefited from the wide range of choices available from different banks, some
of which have introduced tiered interest rates on demand deposit accounts and
service fees for smaller depositors.

Going forward, the uncertain economic outlook is expected to prevail until new growth
impetus can be identified. We believe that the positive effect of the successive interest
rate cuts will become more apparent towards the end of 2001, and that China’s
imminent entry into the World Trade Organisation will also help to boost Hong Kong's
economy.

Nevertheless, any ultimate economic recovery in Hong Kong will also hinge on the
economic performance of our major trade partners, especially the United States, and
the resurgence of investor and consumer confidence.
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Outlook

While the economic prospects in the near term are still clouded with much uncertainty,
the Group will continue to pursue its established business strategies and upgrade its
infrastructure. We pride ourselves as a niche financial services group with focused
business strategies, sound operational infrastructure and a strong financial position.
Despite the unfavorable investment climate and fluctuations in the local economy,
we managed to achieve satisfactory operating results for the first half of the year. This,
| believe, is clear evidence of our ability to emerge as a stronger niche player in the
financial services sector through focusing on the Group's target market segments and
concentrating on the provision of quality services, tailored to the needs of our target
customers and at competitive prices.

I wish to take this opportunity to express my sincere gratitude to our customers,
shareholders, staff and my fellow Directors for their loyalty and invaluable contributions
to the Group during the period.

By Order of the Board

The HKCB Bank Holding Company Limited
Dr Mochtar Riady

Chairman

15 August 2001
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