
 

Page | 1 | PHILLIP SECURITIES RESEARCH (SINGAPORE) 
MCI (P) 006/10/2019 
Ref. No.: SG2019_0163  

Singapore Exchange Limited 

Riding on the wave of structural global growth in derivatives 
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 Globally, derivative volumes have been growing at CAGR of 10% in the past 5 years.  
 FTSE China A50 Index Futures remain the main driver of SGX’s volume, accounting for 

44% of total trading volume in FY2019. 
 Diversification efforts have seen derivative volumes from non-equity - FX futures and 

Iron ore -grow from virtually non-existent in FY2014 to 15% of total volumes in FY2019.  
 HKEX’s launch of MSCI China A-share futures contract yet to be approved.  
 SGX and NSE to end arbitration, and launch IFSC-SGX Connect in GIFT City by end FY2020. 
 We maintain ACCUMULATE at a higher TP of S$8.60 (previously S$8.07). We peg our TP 

to 22x P/E, 0.5 SD below SGX’s 5-year mean (previously 21x). The higher TP is due to an 
upward adjustment in our FY20-21 DDAV forecast by +2% and +4% respectively.  

 
1. Structural growth in derivatives in Asia 
The rising popularity of derivatives is a trend observed in emerging markets in the Asia Pacific 
region (APAC) and not just in Singapore (Figure 1). In our opinion, the growth of derivatives 
will be sustained by ever-increasing interconnectedness and globalisation of markets, and 
institutions that require risk management and hedging tools. SGX’s diversified product suite 
allowed investors to access otherwise hard-to-reach onshore market in emerging markets, 
namely SGX’s India and China equity derivatives. 
  
Figure 1: SGX’s derivative volume growth will be underpinned by global demand. 

 
 

Figure 2: Trend of derivatives volume rising in line with total equity market capitalisation of 
APAC markets. 
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Figure 3: Total derivatives volume in Asia grew at CAGR of 23% between 2000-2018. 

 
Figure 4: Room for SGX’s interest, currency and commodities futures contracts to grow as 
compared to APAC in Figure 3. 

 
2. Derivatives the main contributor to SGX’s revenue 
Revenue contribution from derivatives grew from 30% in FY2014 to 51% in FY2019, while total 
revenue grew 32% during the same period (Figure 5). Derivatives revenue tripled to S$460mn in 
the last decade with CAGR of 11%. Ten years ago, securities dominated SGX’s revenues and 
accounted for 40% of revenue (FY19: 20%) (Figure 6).  
 
Figure 5: Revenue from derivatives surpassed all other segments in FY2019.  

 Source: SGX 
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Figure 6: Derivatives revenue tripled in 10 years and supported earnings when the securities 
business struggled. 

 
 

3. FTSE China A50 Index Futures still the main driver of SGX’s derivatives volume 
The FTSE China A50 Index Futures remain the main driver of SGX’s volume (Figure 5), accounting 
for 44% of total derivatives volume in FY19. It makes SGX vulnerable in the face of competition 
from Hong Kong Stock Exchange (HKEX)’s proposed MSCI A futures contract. A loss of revenue 
from China A50 has the potential to impact earnings. Among all of SGX’s equity index futures, the 
FTSE China A50 Index futures contributed the most - at 56% of total equity index futures in FY19, 
due to SGX being the only offshore futures contract tracking the China A-share market. 
  

Figure 7: SGX depends heavily on China futures 

 
(i) HKEX’s introduction of China A50 Index Futures 
In March 2019, HKEX announced plans to launch futures contracts on the MSCI China A Index. Till 
date, the China Securities Regulatory Commission (CSRC) has yet to approve the launch of 
futures contracts on the MSCI China A Index which was subject to regulatory approvals and 
market conditions. This makes SGX’s product the only A-share futures available for offshore 
investors currently.  
 
(ii) Difference between HKEX’s and SGX’s China A-shares futures products 
The FTSE China A50 index selects the 50 largest companies among all A-share stocks. On the 
other hand, the MSCI China A-share index will comprise 421 large and mid-cap China-listed A 
shares, representing Chinese companies whose principal business interest is on the mainland. 

Disadvantages 
 HKEX will be the preferred source for contracts for international investors in China given 

its proximity, giving it an advantage in gaining traction in volumes.  
 The MSCI A-share index is much more representative of the A-share market, giving HKEX 

an advantage in market share.  
 Potential pricing competition through aggressive rebates from HKEX during the initial 

period to ramp up volume.   
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Advantages 
 The constituents of the MSCI A-Index is subject to changes over time (e.g. changes in 

foreign ownership percentage) which creates uncertainty and risks for investors. 
 HKEX’s plans to create a larger ecosystem for China equity derivatives should deepen 

liquidity and generate additional volume with potential arbitrage between the two 
exchanges.  

 SGX offers margin offsets across correlated products, creating cross margining 
efficiencies. A vast majority of SGX’s clients trade a range of products and SGX expects 
its long track record to be strong enough to retain clients. 

 SGX’s contracts have a much longer history and deeper liquidity as the first mover. 
While HKEX will take months to build up liquidity and on-board its clients’ systems. 

 
Our View 
While we will keep an eye out on this new MSCI product, the threat and launch is not confirmed. 
Political considerations may add another layer of uncertainty. Hence, we are not too concerned 
on HKEX’s move to launch its China A products at the moment, with SGX having the upper hand 
as the first-mover in China futures contracts offerings with deep liquidity.  
 

 
Similar precedence – Nikkei 225 Index Futures 
A similar event occurred in 1986 when SGX was the first-mover to introduce the Nikkei 225 Index 
futures. Shortly after in 1988, OSE (Osaka Securities Exchange) introduced their own Nikkei 225 
Index futures for its domestic market. As seen from Figure 8, SGX managed to maintain a larger 
market share than OSE despite losing volumes at the start to OSE. In our view, we do not expect 
HKEX’s plans to have a significant impact on SGX in the near term for FY20. Absolute volume for 
China A50 to be impacted and market share may decrease in the initial stages but we expect a 
regain in momentum as the overall pie increases with HKEX as a competitor. 
 
Figure 8: SGX managed to maintain a larger market share and higher volume despite 
competition from OSE, who introduced its own Nikkei 225 Index futures a few years after SGX. 

 
 

 
4. Steady diversification in derivatives to offset competitive pressures 
SGX continues to diversify its revenue streams not just away from the securities business but 
within derivatives as well. While equity derivatives remain the heavy-weight, we see other 
segments catching up (e.g. FX Futures and Iron ore contributed 17% and 5% respectively to the 
growth in FY19). Derivative volumes from FX futures and Iron ore grew from virtually non-
existent in FY2014 to 15% of total volumes in FY2019 (Figure 9). Moving forward, top-line growth 
will largely depend on derivative product diversification. 
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Figure 9: Steady rise in diversification within the derivatives business offerings 
 

Source: SGX 

 
5. Other Updates  
(i) End of the spat between SGX and NSE  
In August 2019, SGX and NSE announced that they are discontinuing the arbitration. In the 
meanwhile, both parties agreed to jointly launch the trading of derivatives based on the Nifty 50 
stock index and its constituents at the Gujarat International Finance Tec-City (GIFT), through a 
platform called the NSE International Financial Service Centre (IFSC)-SGX Connect by end FY2020. 
The joint proposal will include a revenue-sharing model and more will be unveiled by end 
FY2020. Nifty 50 Index Futures accounted for 9% of total trading volume in FY19 (Figure 9). We 
expect minimal CAPEX of around S$5mn to operationalise the IFSC-SGX Connect to fall within the 
S$45-50mn guidance for FY2020. Assuming the IFSC-SGX Connect takes off with no hiccups by 
end FY2020, there is potential for the partnership to boost SGX’s Nifty 50 Index Futures volume.  
 
(ii) HKEX’s bid for London Stock Exchange (LSE) a potential negative for SGX 
HKEX’s bid to takeover LSE for US$36.6bn was contingent on LSE terminating its proposed 
US$27bn acquisition of financial data analytics provider, Refinitiv Holdings Ltd. LSE views 
Refinitive to be of high strategic merit as they aim to expand their financial data capabilities, and 
of lower risk as compared to the political risks that come with HKEX’s bid. In our view, given that 
HKEX’s move to takeover LSE came at a time of high tension in Hong Kong regarding China’s 
political influence, it could be subjected to a high level of political objection. A successful 
takeover of LSE by HKEX may not be good news for SGX as LSE owns the FTSE Indexes from which 
SGX licenses the FTSE China A50 Index Futures.  
 
(iii) SGX’s Organisational Restructuring  
On 27 June 2019, SGX announced a new business realignment that consists of four main business 
units. We do not expect the restructuring to be of significant change to business fundamentals. 
The new financial statement outlook will be implemented on 1 July 2019 and 1Q20’s financials 
will disclose the new outlook. The restructuring is not expected to incur additional costs nor 
disrupt staff headcount. Instead, it aims to achieve potential cost efficiencies. Efforts will be put 
into the DCI and FICC business units to double in size in the next 5 years.  
(i) Fixed Income, Currencies & Commodities (FICC) – Bond listing business and 

commodities, FX and Index derivatives.  
(ii) Equities (Cash & Equities Derivatives) – Equities will be focused as a single asset class to 

form an enlarged platform.  
(iii) Data, Connectivity and Indices (DCI) – Renamed from the old Market Data & 

Connectivity unit.  
(iv) Global Sales and Origination (GSO) – Combines the equities and debt capital markets.  
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Investment Actions 
We maintain ACCUMULATE at a higher TP of S$8.60 (previously S$8.07). We peg our TP to 22x 
P/E, 0.5 SD below SGX’s 5-year mean (previously 21x).  
 
The higher TP is due to an upward adjustment in our FY20-21 DDAV forecast by +2% (to 1,140k) 
and +4% (to 1,283k) respectively. Our new FY20 and FY21 DDAV forecasts represent growth of 
15% YoY and 13% YoY respectively, as compared to FY19’s 22% YoY.  
 
Figure 10: SGX’s 5 year P/E  

 
 
Rationale: We are positive that SGX’s diversified suite of derivative products will sustain growth 
in 2020. Some of the structural tailwinds SGX is benefiting includes the increased global flows 
into Asian equities, currency transaction moving into exchange platform and broader range of 
commodity futures products.  
 
Figure 11: SGX is superior in dividend yield and ROE 
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 Financials

Income Statement Balance Sheet

Y/E Jun, SGD mn FY17 FY18 FY19 FY20e FY21e Y/E Jun, SGD mn FY17 FY18 FY19 FY20e FY21e

Securi ties 205 221 182 174 173 ASSETS

Derivatives 303 340 460 549 620 PPE 80 72 61 42 40

Others 293 284 268 251 238 Software 159 174 182 197 201

Operating revenue 801 845 910 975 1,030 Intangible assets 64 61 58 56 56

Operating expenses 399 420 449 482 509 Goodwi l l 88 89 85 85 85

Operating profit 402 425 461 493 521 Others 37 39 169 169 169

Other ga ins/(losses) 6 11 13 16 18 Total non-current assets 429 435 555 550 552

Associates  & JVs 1 1 (2) (2) (2) Accounts  receivables 815 827 885 800 828

Profit Before Tax 409 437 473 508 537 Cash 736 772 607 711 878

Taxation (69) (74) (82) (88) (93) Securi ties  clearing funds 60 60 60 60 60

Net Income, reported 340 363 391 420 444 Others 1 22 25 25 25

Net Income, adj. 340 363 391 420 444 Total current assets 1,613 1,680 1,577 1,596 1,791

Total Assets 2,041 2,115 2,132 2,146 2,343

LIABILITIES

Accounts  payables 892 891 912 813 887

Others 82 95 90 90 283

Total current liabilities 973 986 1,001 903 1,170

Others 35 33 40 40 40

Per share data (SGD Cents) Total non-current liabilities 35 33 40 40 40

Y/E Jun FY17 FY18 FY19 FY20e FY21e Total Liabilities 1,009 1,019 1,041 943 1,210

EPS, reported 32 34 37 39 42

DPS 28 30 30 32 33 EQUITY

BVPS 92 96 102 102 112 Non-control l ing interests 0 0 0 0 0

Payout ratio 88% 88% 82% 80% 78% Shareholder Equity 1,033 1,096 1,091  1,199   1,131   

Cash Flow Valuation Ratios

Y/E Jun, SGD mn FY17 FY18 FY19 FY20e FY21e Y/E Jun FY17 FY18 FY19 FY20e FY21e

CFO P/E (X), adj. 26.7 25.0 23.2 21.6 20.4

Profit before tax and Assoc.&JV 407 436 474 509 539 P/B (X) 9.2 8.8 8.3 8.3 7.6

Depreciation & Amortisation 58 61 63 43 38 EV/EBITDA (X), adj. 10.6 10.0 9.3 8.9 8.5

WC changes (21) (7) (46) 2 18 Dividend Yield 3.3% 3.5% 3.5% 3.7% 3.8%

Others 3 2 (2) (6) (8) Growth & Margins

Cash generated from ops 447 492 490 548 587 Growth

Tax pa id (67) (65) (80) (88) (93) Revenue -2.1% 5.5% 7.7% 7.2% 5.6%

Cashflow from ops 380 427 410 461 494 EBITDA -2.0% 5.7% 7.8% 2.4% 5.8%

CFI EBIT -2.1% 5.5% 8.5% 7.0% 5.5%

CAPEX, net (60) (79) (47) (50) (50) Net profi t, adj. -2.7% 6.9% 7.7% 7.4% 5.8%

Others (87) (11) (41) 16 18 Margins

Cashflow from investments (147) (90) (89) (34) (32) EBITDA margin 57.4% 57.5% 57.5% 55.0% 54.2%

CFF EBIT margin 50.2% 50.3% 50.7% 50.6% 50.5%

Loans , net of repayments 0 0 0 0 0 Net profi t margin 42.4% 43.0% 43.0% 43.1% 43.1%

Dividends (300) (300) (401) (321) (337) Key Ratios

Others (9) (8) (10) 0 0 ROE 33.6% 34.1% 35.8% 36.7% 38.1%

Cashflow from financing (308) (308) (411) (321) (337) ROA 16.4% 17.5% 18.4% 19.6% 19.8%

Net change in cash (76) 29 (90) 106 126

CCE, end 736 832 667 711 802 Net Gearing (X) Net CashNet Cash Net Cash Net Cash Net Cash

Source: Company, PSR
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Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutra l 3
-5% to -20% Reduce 4
<-20% Sel l 5

We do not base our recommendations  entirely on the  above quanti tative 

return bands .  We cons ider qual i tative factors  l ike (but not l imited to) a  s tock's  

ri sk reward profi le, market sentiment, recent rate of share price appreciation, 

presence or absence of s tock price catalysts , and speculative undertones  

surrounding the s tock, before making our fina l  recommendation 
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under 
the Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from 
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express 
or implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in 
this report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or 
to supply any corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
without prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made 
available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or 
appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be 
suitable for all investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an 
independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product 
should not be considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading 
activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, 
employees or persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this 
report, and may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected 
to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided 
advice or investment services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or 
options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the 
foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between 
US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return 
of the investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, 
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons 
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this 
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or 
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of 
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a 
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the 
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.  

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities 
Research may determine in its absolute discretion. 
 
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note: 

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North 
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection 
with, the analyses or reports; and 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, 
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports. 

 
 


