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How will the ongoing civil unrest in
Hong Kong impact its economy and
relationship with China?

The protests in Hong Kong first seen in March and April this year have escalated notably
since June. They are in response to a bill that would explicitly allow extraditions from
Hong Kong to Greater China - including the mainland, Taiwan and Macau.’

Hong Kong protestors are concerned that, should the extradition bill be made law, it
could change the “One country, two systems” policy (one of Deng Xiaoping’s
constitutional principles formulated in the 1980s) amid fears mainland authorities will
take the advantage to extradite Hong Kong residents.?

Over the last nine weeks the riots have grown in their intensity, with increasing acts of
vandalism and lawlessness. 3

We believe the situation could continue to escalate unless the Hong Kong authorities
can restore order. This weekend could be a key milestone as to whether the situation
begins to subside or worsen further.

We could still see some form of unrest until the National Day of the People’s Republic
of China on 1st October - the 70th Anniversary of the founding of the People’s Republic
of China.

Will China use military force? While many suspect China could use force to intervene,
we do not believe this is likely. 4 Economic action from China, such as banning Cathay
staff involved in the protests from flights to mainland China, can be more persuasive. In
our view, China does not want to be perceived as a military bully and it can use more
subtle methods of persuasion.®
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The Economic Impact on Hong Kong

Hong Kong derives 20% of its GDP from tourism and retail. ©
There were protests in 2014 when the “Occupy Hong Kong”
movement led to a disruption in retail for almost three months.
Even so, the economic impact during this period was minimal.”

Many commentators look back to 2014 to extrapolate the
potential impact of these protests. We believe the economic
impact may be far greater if the situation escalates. The
recent shut down of Hong Kong’s airport may result in the loss
of 13,863 tons of cargo transportation and around US$1.2bn
loss in value.® We have also seen a reduction in tourists to Hong
Kong, weaker retail sales and lower hotel occupancy rates. °

Thirty years ago, around the time of Hong Kong’s handover to
China, Hong Kong was an essential gateway to China which
needed it as a conduit. We believe today is different. Foreign
investors are now looking at entering China directly and it
appears Hong Kong’s importance to the West has diminished.

Conversely, we believe Hong Kong’s dependency on China has
increased and the autonomous region is relying more and more
on tourism and investment from China.

In a sense the economic dependence and blurring of lines,
where China ends and Hong Kong begins, speaks for itself.
Symbolic is the high-speed train from Hong Kong to China, the
huge “Greater Bay Area” investment programme of the
People’s Republic of China designed to develop increased
infrastructure and create a huge international trade/finance
hub of 50m residents around Hong Kong, Shenzhen, etc. 0

We believe the government will do all it can to preserve safety
and confidence in Hong Kong as a financial hub and we have
not seen any disruptions to our day-to-day trading operations
with Hong Kong based entities. However, with no current end
in sight to the protests, it is difficult to judge the long-term
effects on Hong Kong, both from an economic and political
perspective.
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