
Thoughts on Hong Kong Situation 

The situation in Hong Kong has evolved significantly since our last letter. We have 
included our latest thinking for your reading pleasure.  

No Quick Resolution 

Let us be clear from the onset. The chances for a quick resolution to the Hong Kong 
situation is slim. Most of us tend to think of conflicts or events having a “one-off resolution” 
but in this case, the problems are more intractable and complex.  

The situation in Hong Kong is likely to resemble the political deadlock in Thailand over the 
last decade between the yellow shirts and red shirts or worst, the troubles in Northern 
Ireland which was a low-level conflict which resulted in numerous casualties. 

At the heart of the issue is a fundamental incompatibility between the “two systems” under 
one China. Under President Xi, China has taken a much more hard-line stance on many 
issues.  

Although Hong Kong did not enjoy the vote under the British, they still enjoyed significant 
liberties and freedoms which are now coming under threat (whether real or perceived). 
This naturally has produced significant concern among the population especially amongst 
the young who will spend a significant portion of their lives living in Hong Kong after the 
2047 deadline. 

Many of these concerns and worries have been articulated before through peaceful 
movements and the election of individuals which are hostile to Beijing. Suffice to say, 
Beijing did not take kindly to this and many of the individuals involved have been jailed or 
“silenced”. 

This was a major reason why the movement for the five demands morphed into such a 
violent movement with most people accepting that “peaceful protests” had no effect. This 
was exacerbated by the poor handling of the situation by Carrie Lam who wantonly 
ignored the popular mood of the time until it was far too late.  
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Relying on the police to deal with the situation made the situation far worst, leading to 
widespread alienation from the public who had no political view but suffered from police 
clearance actions that had significant collateral damage. Tear-gasing high density urban 
areas is hardly a way to win popular support. 

It goes without saying that the current movement has taken a much darker tone especially 
with the events that transpired at Hong Kong Polytechnic in November, which for many 
crossed the line into wanton violence. At the same time, it is extremely telling that much of 
the population still attributed significant amounts of the blame to the police force for using 
indiscriminate violence and the Government for not responding to the demands of the 
protestors. There is significant widespread support for an independent commission of 
inquiry which has not yet been met. 

The district election results that just finished is perhaps the best reflection of how the Hong 
Kong citizens feel. The district elections which are normally a placid affair, were intended 
to elect district councillors that focused on livelihood issues such as transport. Instead, it 
has morphed into a defacto referendum of the government.  

The results are stark – pro-Beijing groups were defeated completely and decisively 
across almost all districts. The opposition has won almost 90% of the district 
council seats with voter turnout at an all-time high. While the Pro-Beijing camp had 
certainly expected steep losses, this was essentially a full-scale rout. 

Is the issue high housing prices and inequality? 

A lot of foreign commentary has focused on income inequality and the cost of housing 
within Hong Kong. While there is some truth to this, much of it is off the mark. Beijing 
would certainly like to think that this is the case. In her policy address this year, Carrie Lam 
has announced multiple initiatives to address the current housing woes by increasing land 
supply significantly.  

The issues however are far more deep-rooted than that by this stage. Worryingly, they are 
issues that the government are unlikely to concede on given the current political climate. 
While this may change in the future, it is hard to see how an acceptable compromise can 
be reached between the two sides given how far they are from their ideological positions. 
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What does this mean for Hong Kong? 

There has a been a lot of doom and gloom regarding the future of Hong Kong especially 
given the prominence placed to places like Shanghai or Shenzhen. 

In that regard we are far less pessimistic. As we mentioned earlier, Hong Kong places a 
hugely outsized role given its size and GDP given its role in facilitating the inwards flow of 
investments into China.  

Offshore financial hubs require essential ingredients such as the free flow of information, 
capital, people and a robust independent judiciary to exist and thrive. It goes without 
saying that these things are not the current priority of the administration with regards to 
Shenzhen and Shanghai. It is important to note that we are referring here to the raising of 
offshore capital (non RMB investments) and not onshore capital.  

There is a strong case for relevancy in Hong Kong given its ability to act as a bridge 
between China and the world without China having to open up. Evidence of this can be 
seen in initiatives like the Shenzhen-Hong Kong Connect and the Shanghai-Hong Kong 
Connect. In addition, companies like Facebook have a significant presence in Hong Kong 
that serves China (to help Chinese companies market outwards into the world) with 
consultants and teams regularly flying in from Hong Kong to different cities in China. 

At the same time, it has become increasingly clear that Beijing remains reluctant to 
engage in a heavy-handed response given Hong Kong’s ability to continuing functioning as 
an offshore financial hub for it to raise foreign capital. This is especially important given its 
tense relationship with the United States and the ongoing trade war. It was just recently 
that rumours that the US was planning the forced delisting of Chinese companies listed in 
the United States appeared in the mainstream media. 

It is important to emphasise political conflict is a norm in many parts of the world outside of 
Singapore. What of course is not normal is the level of wanton violence on both parties 
especially seen in the previous weeks. 

In this regard, we are confident that Beijing will find some sort of compromise to 
deescalate the situation. The CCP is a remarkably flexible organisation that has proven 
itself adept at adapting and evolving to remain in power. One is hopeful that the recent 
district elections (of which results were not unexpected although its magnitude was) will 
lead to a new policy to return society to stability. This is after-all in the bests interest of 
China too. 
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Final Thoughts 

Certain industries will remain weak for the foreseeable future given their exposure to the 
recent and disturbing anti-China sentiment that was taken hold on the radical faction. It is 
hard to see how Hong Kong will be a preferred tourist destination in the next 1 to 2 years 
for Chinese tourists although these sentiments may fade with time as the political situation 
resolves itself.  

After all, it was not long ago that the Chinese were boycotting Japan and Korea because 
of historical conflicts. Today tourism to Japan from China is at an all-time high. 

There are other sectors that are far more resilient in light of this. Tellingly, Carrie Lam has 
already revealed the government’s plan to increase housing supply dramatically in the next 
few years to resolve the housing situation. This is not far off from what happened in 
Singapore after the PAP had the worst election result showing in history in 2011. A 
significant credit expansion would take place if they are to pull off their goal.  

Finally, it is worthwhile to note that while Hong Kong’s position as a pre-eminent offshore 
hub has certainly taken a hit, it still remains stunningly effective. It remains among the top 
league tables in terms of funds raised from IPO despite what has happened this year. The 
secondary listing of Alibaba raised $11 billion capped a bountiful year for them. 

There is much talk of Singapore replacing Hong Kong but such talk is hugely mistaken. 
Singapore serves the ASEAN region while Hong Kong serves China. These are hugely 
different geographical regions with different customs, languages and business practices. In 
Hong Kong, you can wake up and go to sleep thinking about China and China alone and 
forget that there is a whole world outside of it. That is the size of the market. 

It is for that same reason why OCBC acquired Wing Hang Bank (now OCBC Wing Hang 
Bank) – to seize growth opportunities in the Greater Bay Region which includes Shenzhen, 
Macau and Guangzhou which is unsurprising, given the importance of geographical 
proximity for businesses. DBS is actually the local bank which has the most exposure to 
Hong Kong with its local branch operations DBS (Hong Kong). 

Investors should look beyond the simple rhetoric that surrounds talk of China “crushing” 
Hong Kong. This would beyond be a self-imposed double whammy that would have hugely 
negative repercussions for the entire region for little gain. 
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In the old legend the wise men boiled down the history of mortal affairs into the single 
phrase, “This too will pass.” We believe that these words will likewise apply to Hong Kong 
in the time to come. 

DISCLAIMER: This document is for informational purposes only and does not constitute an offer or 
solicitation to sell shares or securities in any funds managed by Swiss-Asia Financial Services Pte Ltd., or 
any related or associated company. Any such offer or solicitation will be made only by means of the Funds 
Private Placing Memorandum and in accordance with the terms of all applicable securities and other laws. 
None of the information or analysis presented are intended to form the basis for any offer or 
recommendation, or have any regard to the investment objectives, financial situation or needs of any specific 
person. 
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