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The Hang Seng Index dropped 1.90% Monday, as Hong Kong’s “umbrella revolution,” which 
erupted over the weekend, gained strength. The protests represent an outpouring of pent-up 
frustration with the Hong Kong government and a manifestation of concerns that Hong Kong 
is losing control over its own future, and they will not end any time soon. At the very least, 
investors should expect high volatility on the exchange. 

Local fund managers don’t believe that China’s government intervened in the stock market to 
stabilize it; the prospect of the Hong Kong-Shanghai Connect may have prevented an even 
larger fall. The Shanghai Composite ignored the protests and was up 0.43%. This may be 
naiveté on the part of Mainland retail investors, or it may be that the Great Firewall was 
successful in stopping news flow. A potential left-field risk with very high impact would be 
sympathy building for the protests on the Mainland, leading to Mainland copycat protests; 
already, a group of sympathizers in Shanghai were photographed holding up placards in 
support. We are under no illusion that the Xi government would hesitate at violent 
repression.  

Although the protesters’ demands are currently focused on the resignation of Chief Executive 
CY Leung, widely disliked in Hong Kong and with only tepid support from his political patrons 
up north, we believe demands will gradually metastasize even if Leung steps down. 
Protesters want free elections for the territory’s executive, and Beijing is almost certain not 
to concede this point. 

What began as a student protest really flared up when the police started firing tear gas, 
galvanizing support for the protestors. A video also circulated on Facebook of an elderly 
protestor who was tapped on the back and then shot with pepper spray at point-blank range. 
Given that Hong Kong is so small, it wouldn’t be surprising if the police had been firing tear 
gas at their ex-classmates, friends, or relatives. The Mainland authorities clearly worry about 
the resolve of the Hong Kong police, as they have warned that they will send in Mainland 
paramilitary troops if the Hong Kong police do not “earnestly take care of it.” 

We walked around the area on Monday and took these photos: 
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Protestors at Admiralty. All photos by J Capital | September, 2014. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The People’s Liberation Army building at Admiralty – the main protest is meters away. 
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At Pacific Place and Queensway Plaza many shops were shut, including a number of luxury 
goods stores and banks. International corporations within the area have activated their 
Business Continuity Plans and many are working from home. 

We also went to Causeway Bay, where it was foot traffic only on Hennessy Road, the main 
drag. Like Admiralty, some MTR exits were shut and the one we passed had been barricaded. 
A range of pro-democracy banners had been unfurled by the protestors, including one saying 
“Don’t want a repeat of June 4th.” 

 

Banner at Causeway Bay: “Condemn the HK police” 
 

 

 

 

 

 

 

 

 

 

 
 
 

Left: banner at Causeway Bay: “Don’t want a repeat of June 4.” Right: Hennessy Road, Causeway Bay, September 
29, 1:30 pm. 
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The protests have occurred just as the Mainland Golden Week holiday has begun, and both 
the Hang Seng and Shanghai Composite will be closed on Wednesday and Thursday for the 
holiday, and the Shanghai exchange will remain closed through Tuesday next week. 

It is hard to be positive about Hong Kong’s long-term future. The Mainland downturn sits like 
a shadow on the city’s economy. Mainland Chinese visitors account for around one-third of 
Hong Kong’s retail sales, and retail sales have seen negative YoY growth for six months 
straight (though today’s just-released number does show a surprising 2.8% YoY increase for 
August) and retail sales are unlikely to recover.  

QE has also hit everyday Hong Kongers hard. Sky-high property prices from a combination of 
easy money and Mainland inflows are a constant gripe, as is the increasing cost-of-living. 

The daily revelations in the corruption trial of former Chief Secretary Rafael Hui have added 
further fuel to the fire, clearly showing that HK is an oligarchic economy run by a bunch of 
billionaires and their close government mates. The corruption extends all the way to the 
Mainland, with Hui recently admitting he had received a secret HKD 11 mln payment "from 
Beijing." 

The Hong Kong banking sector, which has historically been viewed as a defensive sector in 
Asia, is now heavily exposed to the Mainland. The Hong Kong Monetary Authority estimates 
that total HK bank exposure to the Mainland is HKD 3.6 tln, which is around 22% of HK’s 
system banking assets. We have done some checks with lending officers of HK banks in China 
and found that the lending appears to be mostly low-risk and short tenor. The HKMA also 
notes that foreign bank branches had the largest share of HK bank loans to the Mainland, at 
HKD 970 bln or 43%—so the HK bank exposure is not as high as the headlines suggest. 

Chart 1. Hong Kong bank exposure to Mainland China 

 

Source: HKMA, J Capital Research 

Current Mainland NPLs are also low for the HK banks, with most banks, except Dah Sing, 
reporting NPLs below 0.50%. Based on our checks it appears that NPLs are low because the 
nature and tenor of lending is relatively lower risk vs. the practices of Mainland banks.   

However, the issue remains that the future growth of the HK banks is reliant on the 
Mainland, so a severe slowdown in the Mainland is likely to hit the HK banks hard. 
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One difficulty for Mainland authorities is that, besides protesting, Hong Kong residents have 
the choice of emigration. A recent survey by the Chinese University of Hong Kong showed 
that one in five would consider emigrating. Hong Kong’s last major migration was prior to 
the 1997 handover, and a number of those families have since returned to Hong Kong, 
hedged by their Canadian, US or Australian passport. With increasing Mainland migration to 
Hong Kong, political instability, and the high cost-of-living, it looks like this insurance policy 
will increasingly be exercised. 

 

Protesters preparing more plancards. 
 

 

“We want real democracy.” 
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Several entrances to HK’s MTR are closed. 
 

 

Many Hong Kongers have organized to give free food and water to the protesters. 
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Disclaimer 
 
This publication is issued by J Capital Research (“J Capital”). This publication has been 
prepared for the general use of the clients of J Capital and unauthorized copying or 
distribution is prohibited. Nothing in this document shall be construed as a solicitation to buy 
or sell any security or product. In preparing this document, J Capital did not take into account 
the investment objectives, financial situation and particular needs of the reader. Before 
making an investment decision, the reader needs to consider, with or without the assistance 
of an adviser, whether the advice is appropriate in light of their particular investment needs, 
objectives and financial circumstances. J Capital accepts no liability whatsoever for any 
direct, indirect, consequential or other loss arising from any use of this publication and/or 
further communication in relation to this document.  
 


