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Foreword Margaret Franklin, CFA
President and CEO of CFA Institute

As the Chinese characters for “crisis” imply both a sense of danger and 

a crucial point when something changes, it is only apt that this book, 

Rise from Crises, comes as the pandemic lays bare humankind’s gravest 

problems, and galvanizes individuals, businesses, governments, and 

communities to act to address them with renewed urgency. A crisis 

can sometimes be the ideal opportunity to explore new approaches to 

PDQDJLQJ�RSHUDWLRQV��DQG�GH¿QLQJ�JRRG�SUDFWLFHV�WKURXJK�DQDO\VHV�DQG�
new perspectives. From this point of view, the voluntary contributions 

WKDW�PDNH�XS�WKLV�ERRN�SHUIHFWO\�DFKLHYH�WKDW�REMHFWLYH�E\�R̆HULQJ�D�UDQJH�
of timely perspectives on crisis management, and the lessons that have 

shaped Hong Kong over the past three decades.

The keen support from volunteers, including business luminaries and 

leading academics, to contribute to this book mirrors CFA Society Hong 

.RQJ¶V�LQFUHGLEOH�H̆RUWV�WR�LQFUHDVH�RXU�UHOHYDQFH�DQG�LQÀXHQFH�LQ�WKH�
investment management industry, expand the community that powers our 

mission, and diversify the ways we serve our members and the profession. 

CFA Society Hong Kong, with more than 6,000 members, has been an 

authoritative voice for Hong Kong’s investment professionals over the past 

30 years. It is inspiring to see how the Society has responded to adversity, 

not just by surviving, but thriving, and undertaking new programs and 

initiatives, all with the aim of reinforcing Hong Kong’s position as a leading 

LQWHUQDWLRQDO�¿QDQFLDO�KXE�

I wish you happy reading.
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Preface

In Confucius’s sayings, when people reach 30 years of age, they would 

stand on their feet and become measured in interacting with their 

surroundings (Analects, 2:4). In biblical verses, the 30th birthday heralds 

the arrival of mature adults with the necessary wisdom to pick up their 

ministries, as shown by Joseph, David, and, last but not least, Jesus (Gen., 

41:46; 2 Sam., 5:4; Luke, 3:23).

Therefore, it is appropriate that CFA Society Hong Kong (also known 

as The Hong Kong Society of Financial Analysts) marks its 30th 

DQQLYHUVDU\�ZLWK�D�ERRN�RI�RXU�ZULWLQJV�DQG�UHÀHFWLRQV��7KH�FROOHFWLRQ�
of essays, rounding up to 30, does not resemble the usual congratulatory 

M&A tombstones, the post-Sarbanes-Oxley disclosures, or post-Dodd-

Frank disclaimers. Instead, it is a compilation of critically appraised 

compositions and expositions. These include personal setbacks and 

growth, assessments of the crises in their circumstances, and resilience in 

seizing career opportunities. 

True to the heritage of Hong Kong as a place where East meets West, the 

OLQHXS�RI�WKH�FRQWULEXWRUV�LQ�WKLV�YROXPH�H[HPSOL¿HV�WKH�PXOWL�IDFHWHG�
forces of the Society. Under two-thirds of the contributors are CFA 

charterholders, half are non-Cantonese speakers, and one-third are female. 

The volume is also a testimony to the volunteerism of the CFA community. 

:H�GR�QRW�WDNH�¿QDQFLDO�VSRQVRUV�DV�FRQWULEXWLRQV�DUH�YROXQWDU\��ZKLOH�
CFA Institute and the Society provide crucial platform support. 

Margaret Franklin, CFA
President and CEO of CFA Institute



For a “party” of this size, analyses, narratives, and viewpoints will 

QDWXUDOO\�EH�GLYHUVL¿HG�DQG��DW�WLPHV��RSSRVLQJ��:H�PDLQWDLQ�WKDW�DOO�
FRQWULEXWLRQV�UHÀHFW�WKH�SHUVRQDO�RSLQLRQV�RI�WKH�FRQWULEXWRUV�DQG�VKRXOG�
not in any way be construed as the views of the Society. On a sad note, 

we write with deep sorrow that the late Peter Phillips, a contributor, 

and a long-time volunteer of the Society, passed away after completing 

his submission. We thank him and every contributor for their time and 

support. 

We also thank all the volunteers who have contributed to the founding and 

growth of the Society 30 YTD. Notable credits must go to George Long and 

Richard Mak, among others, for their helmsmanship, and, on occasion, 

SHUVRQDO�JXDUDQWHHV�DQG�FOXE�PHPEHUVKLSV�IRU�HYHQWV�DQG�ṘFH�H[SHQVHV�
the Society incurred. We look forward to another fruitful 30 years to come.  

Alvin Ho, Chief Editor

Alfred Lau and Felicia Wong, Editors



To Dad and Mom, for bringing and shaping me up; to Pheona 

for allowing me to indulge in my interest and hobbies with 

dubious NPVs—AH

To my peers, that we have learned together and helped each 

RWKHU�RYHU�WKH�SDVW�WZR�¿QDQFLDO�FULVHV²$/

To my family, who taught me to be resilient; to all who have 

inspired me along the way—FW

Dedication
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From a Fishing 
Village to the IFC Mall

Hong Kong famously came to be called the world’s freest economy by Nobel 

Laureate Milton Friedman, as Richard Wong, one of the leading Chicago 

disciples here, recounts recently (Wong, 2017, p. 3).1 However, debates have 

been around about what the “free-ness” of Hong Kong precisely means. 

Many, including Paul Krugman, another Nobel Laureate, see Hong Kong as 

part of the Asian “miracle,” spearheaded by Japan and later joined by the 

four Little Dragons, which employed a statist approach and drew “envy” 

(Krugman et al., 2018, p. 741-2). The future of Hong Kong has always been 

a subject of debates and conjectures, many sensational, some apocalyptic, 

but few prophetic.2

6RFLDO�&RQWUDFW�XQGHU�WKH�&RORQLDO�$GPLQLVWUDWLRQ  
As a colony ceded to imperialist Britain after the Opium War, the colonial 

administration ruled Hong Kong for about 150 years up to the return to 

China in 1997. Little was known about Hong Kong from the 1800s to the 

Second World War. Many British trading companies saw the colony as an 

entrepot to extract, trade, and export natural resources, including opium 

and other “illicit” products from China (Haggard, 1990, p. 116). After 1949 

DQG�WKH�.RUHDQ�:DU��+RQJ�.RQJ¶V�UROH�DV�D�WUDGLQJ�SRUW�GHFOLQHG�EULHÀ\�
because of the embargo employed by the U.S. against China. 

— Alvin Ho, CFA

1.1
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+RZHYHU��WKH�LQÀX[�RI�SHRSOH�IURP�6KDQJKDL�DQG�6RXWKHUQ�&KLQD�WR�+RQJ�
Kong provided the city with new inputs for growth: capital and cheap 

labor. Hong Kong soon turned from a village shelter for merely 600,000 

people in 1945 to an urban overcrowded city with a 2.3 million population 

in 1951, reaching over 7 million in the early 2010s (Wong, 2017, p. 22). 

In concurrence with the pattern of global trade, which the Cold War 

dramatized, Hong Kong and the other Little Dragons followed suit with 

-DSDQ�DQG�EHQH¿WHG�IURP�WKH�GHPDQGV�RI�WKH�SRVWZDU�ERRPV�LQ�GHYHORSHG�
countries. The rapid growth in light industries (textiles and electronics) in 

Hong Kong at the time maximized the transfer of private, mostly familial 

capital and technologies from Shanghai and other Chinese diasporas in the 

UHJLRQ�WR�FRQVWLWXWH�WKH�¿UVW�ZDYH�RI�LQGXVWULDOL]DWLRQ�RI�WKH�FLW\��

This rise of Hong Kong is characterized economically as export-led and 

laissez-faire. Politically, the role of the colonial government in many ways 

resembled that of Japan and the other Dragons. Near absolute political 

or governmental autonomy vis-a-vis the society, especially on economic 

policies, was entrenched and preserved. However, in the case of Hong 

Kong, the explicit exercise of that absolute power had been rare. Lau Siu-

Kai, a sociologist who later became a senior policy adviser, postulated a 

model of a “minimally-integrated social-political system” that underpinned 

the governance structure of the time (Vogel, 1993, p. 60-67, 80; Haggard, 

1990, p. 116-123; Lau, 1983, p. 545). 

The doctrine of positive non-interventionism described by the then 

Financial Secretary Philip Haddon-Cave in 1976 illustrates the have-the-

cake-and-eat-it playbook whereby the government might intervene where 

LW�VDZ�¿W�3�7KH�GRFWULQH�FDPH�RXW�RI�H[SHGLHQFH�IRU�WKH�VPDOO�FRORQLDO�ṘFH�
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ZLWK�OLPLWHG��WUXVWHG�H[SDWULDWH�VWD̆�DQG�IHZ�SROLF\�WRROV��+RZHYHU��WKH�
essence of this “self-proclaimed” overall non-intervention framework was 

that the government would actively or positively intervene where markets 

were considered to have failed. 

“The end of an era [of the economic miracle]” in the 1990s caused some to 

label the period a “myth” instead (Vogel, 1993, p. 94). However, Hong Kong 

was uniquely positioned when mainland China’s 1978 open-door policy 

EHJDQ�WR�IHHG�LWV�LPSDFW�¿UVW�WR�+RQJ�.RQJ�DQG�WKHQ�WR�WKH�JOREH��:KLOH�
Japan and the other Dragons each struggled with the changing demand 

DQG�VXSSO\�FRQGLWLRQV��+RQJ�.RQJ�EHQH¿WHG�IURP�WKH�RSHQLQJ�RI�WKLV�
massive hinterland. The city grew its manufacturing sector, albeit under 

D�PRGL¿HG�PRGHO��7KH�ODERU�LQWHQVLYH��OLJKW�LQGXVWULDO�EXVLQHVVHV�ZHUH�
UHORFDWHG�WR�6RXWKHUQ�&KLQD�ZKLOH�WKH�FLW\¶V�¿QDQFLDO��FOLHQW�IDFLQJ��DQG�
auxiliary service-oriented sectors prospered.  

The model was bolstered by a relatively clean government, a common law-

EDVHG�MXGLFLDO�V\VWHP��DQG�WKH�KLJK�ḢFLHQF\�RI�LWV�ZRUNIRUFH��FRPSRVHG�
of the post-war baby boomers of the 1950s. Maturing workers, executives, 

and business owners were just about to take up their roles in an economy 

migrating from primarily manufacturing activities to tertiary or service-

oriented business models. This “Second Reorientation,” underlined by 

the structural metamorphosis, propelled the city forward. These new 

immigrants gradually released substantial demands for housing, mortgage, 

DQG�RWKHU�¿QDQFLDO�VHUYLFHV��ERRVWLQJ�WKH�GHYHORSPHQW�RI�WKH�SURSHUW\�DQG�
banking sectors. 

This was when the service industries in the city began to emerge, get into 

VKDSH��DQG�SXW�WKHLU�VWDPS�RQ�WKH�JOREDO�WUDGH�ÀRZV��
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Passing the Batons from Hongs to Homegrown 
Capitalists with a Peg

Until the late 1970s, British trading companies, or hongs, and banks 

IURP�(QJODQG�GRPLQDWHG�+RQJ�.RQJ¶V�EXVLQHVV�DQG�¿QDQFLDO�VFHQHV��
These hongs controlled many aspects of the economy, from airlines and 

public transport, to telecoms, banks, and dairy products. Emerging local 

businessmen, however, took advantage of the shifting market forces of the 

city. Notably, some local industrialists emerged to seize the opportunity 

left open by some retreating foreign moguls. This was perhaps best marked 

by Cheung Kong’s HKD 639 million takeover of Hutchison Whampoa, a 

struggling British conglomerate held by Hong Kong Bank (which was later 

renamed Hong Kong and Shanghai Banking Corporation, or HSBC). 4

Together with a few visionary industrialists and property developers, 

this group of homegrown capitalists, some tracing their birthplaces to 

mainland China, grabbed control of such crown-jewel assets as Wheelock 

(property), China Gas (utility), and HK Electric (utility). 

Meanwhile, the city’s economic infrastructure and institutional set-up 

had evolved commensurate with its needs. Perhaps the most important 

was establishing the currency board system in 1983. It was a time when 

the protracted negotiations between the British and Chinese governments 

about the future of Hong Kong faced challenges. Amid a crisis in 

FRQ¿GHQFH��WKH�SHJJLQJ�RI�+RQJ�.RQJ�GROODUV�WR�WKH�8�6��GROODU�XQGHU�D�
linked exchange rate stabilized the scene. It helped the city to withstand 

repeated speculative attempts before the handover.5�7KH�XQL¿FDWLRQ�RI�
the stock exchange, the predecessor of the Hong Kong Stock Exchange, 

in 1986 also helped shore up the capital markets and consolidated the 

hitherto untidy listing venues and trading practices (Jao, 2001, p. 31-34, 
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74-82; Feng, 2017, 151-158, 276-287).6 With its relatively neat and small 

geography, the city became a contender to be one of the world’s major 

¿QDQFLDO�FHQWHUV��MRFNH\LQJ�SRVLWLRQV�ZLWK�1HZ�<RUN��/RQGRQ��DQG�RWKHUV��

Perhaps, the creation of the One IFC in 1998 can be called upon as an 

excellent witness to these developments.

First Crisis:7�+DQGRYHU�WR�WKH�$VLDQ�)LQDQFLDO�
Crisis (1997-98)

Deemed to have started on 2 July 1997, the Asian Financial Crisis of 1997-

98 (AFC) hurt businesses. It brought extreme public market volatility 

across the region from Thailand, Malaysia, and Indonesia to South Korea, 

ZLWK�ULSSOH�H̆HFWV�OLQJHULQJ�RQ�IRU�\HDUV��.UXJPDQ��������-DR��������
Napier, 2021). 

In Hong Kong, 13 months after the AFC began, the local government 

VWDJHG�DQ�XQSUHFHGHQWHG�LQWHUYHQWLRQ�WR�EX\�VKDUHV�SXEOLFO\�DQG�¿JKW�R̆�
short-sellers (Chan, 2019). It was a resounding success, despite the heavy 

criticisms from Alan Greenspan and Friedman. While Hong Kong’s real 

HFRQRP\�VX̆HUHG�IURP�WKH�$)&��D�SROLF\�WULOHPPD��RU�WKH�³LPSRVVLEOH�
trinity” (Mishkin, 2016, p. 519), restricted the government’s options. The 

mechanism that could adjust for such a regional slowdown and the U.S.-

led tightened interest rates would be the real economy. Hence, real and 

¿QDQFLDO�DVVHWV�VDZ�WKHLU�SULFHV�SOXPPHW�XQWLO������ZKHQ�6$56�KLW�+RQJ�
Kong hard. 

If the previous phase could be called the “Second Reorientation,” the 

SRVW�����V�ULVH�PD\�MXVWL¿DEO\�EH�WKH�WKLUG��7KLV�WLPH��WKH�VHUYLFH�VHFWRU��
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SDUWLFXODUO\�WKH�¿QDQFLDO�DQG�VHFXULWLHV�VHFWRUV��H[SHULHQFHG�D�QHZ�
iteration. With China’s entrance to the World Trade Organization in 2001, 

and the policy under which Premier Zhu Ronji advocated “state-retreat-

private-advance,” a vibrant private sector in the mainland emerged. Its 

hunger for overseas listings and funding came to the forefront. 

Street markets’ exuberance rivaled capital market buoyancy. The 

relaxation of travel policies between the borders of Hong Kong and 

Shenzhen brought substantial purchasing power from the mainland. The 

spending naturally spilled over to property and stocks, a classic double play 

of Hong Kong for decades.

Second Crisis: Tides of the Global Financial Crisis 
(2007-08) 8

:DUUHQ�%X̆HWW�KLW�WKH�QDLO�RQ�WKH�KHDG�E\�VD\LQJ��³,W¶V�RQO\�ZKHQ�WKH�
tide goes out that you discover who’s been swimming naked.” Therefore, 

when the tsunami waves broke, many bankers needed to borrow leaves 

(greenbacks) from central bankers to cover their exposed bodies. 

Quantitative Easing (QE) has thus become the hallmark of the decades 

since the Global Financial Crisis (GFC) occurred. 

Locally, the GFC hit Hong Kong with a variant of the subprime crisis. 

Structured products such as Lehman’s minibonds amounted to about HKD 

6 billion spread across over 6,000 bondholders (Feng, 2017, p. 405). Other 

derivative products like accumulators, colloquially dubbed as “I-will-kill-

you-later,” were reported to have an estimated outstanding balance of USD 

���ELOOLRQ��7KHVH�¿JXUHV�ZHUH�QDWXUDOO\�QRW�WRR�ELJ�WR�IDLO���

/   1.1 From a Fishing Village to the IFC Mall



In the U.S., the center of the storm, the root causes must be manifold 

for a crisis of this magnitude. The more lenient critics would cite 

³QRWRULRXV´�¿QDQFLDO�HQJLQHHULQJ��DGYHUVH�VHOHFWLRQV��DJHQF\�SUREOHP���
and asymmetric information of credit agencies as “causes,” leaving many 

actors as onlookers (Mishkin, 2016, p. 320-1). Across the Atlantic, some 

elected to defend the system or the relevant actors by citing the concept of 

“intellectual capture,” suggesting that regulators, bankers, economists, and 

analysts were intellectually blinded by the prevailing mathematical models 

(Kay, 2015, p. 236).

For others, the outbreak of the GFC was fundamentally a failure to 

supervise by the world’s only superpower. Regulators were “negligent 

in spotting the build-up of…toxic assets,” “failing to regulate…,” and 

³FRPSODFHQ>W@�́ �ZURWH�-XOLD�/HXQJ�ZKHQ�VKH�ZDV�EULHÀ\�DW�+DUYDUG��$W�WKH�
heart of the “comprehensive” solutions deployed to deal with the “disaster” 

was an inconvenient truth about a “policy particularism...the reality of…

reserve currency dominance.” 9

Perhaps in less overt terms, Liu He, then a researcher, wrote in a 2013 

comparative study that crises like the Great Depression and the GFC 

ZHUH�SUHFLSLWDWHG�E\�GLVUXSWLYH�WHFKQRORJLFDO�FKDQJHV��¿UVW�DQG�IRUHPRVW��
But then, Liu also drew on lax regulations and monetary policies, pre-

crisis income inequality, politicians who succumbed to populism, and the 

self-perpetuating crisis pathology as the distinctive features of the GFC. 

Therefore, Liu concluded with three “policy ponders.” Chief among them 

would be the changing opportunity set presented to China. Before the 

GFC, the set crystallized in exports and foreign investments. After the 

GFC, and especially with shrinking global demand, the set changed. On 

the one hand, China’s domestic markets would become a lever for global 
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recovery. On the other hand, opportunities for acquisitions in technology 

and overseas’ infrastructures would arise (Liu, 2013). These “ponders” are 

prescient, and may have irked many hawks in Liu’s future opposing ranks 

in bilateral trade negotiations. 

The post GFC rise of Hong Kong, unlike the one after the AFC, was very 

VZLIW��$V�DQ�RSHQ�HFRQRP\��LW�ZDV�RQH�RI�WKH�SULPDU\�EHQH¿FLDULHV�RI�4(�
and its many variants prescribed by actors across the globe. Bankers had 

seen IPO deals sealed quickly and unicorns sprung up from nowhere. 

However, torn between further relaxation (to stay competitive), vested 

interests and risk management, certain systemic weaknesses, such as land 

VXSSO\�DQG�JDWH�NHHSLQJ�IXQFWLRQV�RI�¿QDQFLDO�UHJXODWLRQV��SHUVLVWHG��

Third Crisis: Unprecedented Pandemic-led Crisis 
(2020-Present) 
:KLOH�HDV\�PRQH\�KDG�QXPEHG�LQYHVWRUV�WR�HFRQRPLF�RU�¿QDQFLDO�ULVNV��
near-invisible droplets caused a black-swan event that spoiled the party. 

First reported in Wuhan, China, COVID-19 quickly spread through the 

world despite the World Health Organization declaring the contagious 

disease a Public Health Emergency of International Concern in January 

2020 and a pandemic in March 2020. 

Globally, major indices invariably corrected “unprecedently,” as the crashes 

were unmatched by any previous events of a pandemic nature (Baker et 

al., 2020). Many studies pointed to the implementation of lockdown, social 

distancing, and other restrictive policies as the causes of the destructive 

force. Locally in Hong Kong, the pandemic came hard on the heels of 

nearly 18 months of upheavals described as “unprecedented pressure” 
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E\�WKH�FLW\¶V�OHDGHUVKLS�LQ�WKH������SROLF\�DGGUHVV��2̇FH�RI�WKH�&KLHI�
Executive, 2021). While the city’s bellwether Hang Seng Index did react 

negatively in July 2019, the tumble in March 2020 was twice as much. 

Major indices saw some swift rebounds as mainland China was seen at 

WKH�WLPH�WR�EH�WKH�¿UVW�WR�FRPH�RXW�RI�WKH�ZRRGV��:LWK�LWV�GLJLWDO�HFRQRP\�
WXUERFKDUJLQJ��DQG�H[SRUWHUV�EHQH¿WLQJ�IURP�LWV�YDVW�DQG�VWDEOH�VXSSO\�
FKDLQ��WKH�VWDWLVW�PRGHO�GUHZ�SUDLVH�DQG�HQY\�EULHÀ\��+RZHYHU�������VDZ�
D�VHULHV�RI�GRPHVWLFDOO\�GHULYHG�³LURQ�¿VW�SROLFLHV´�KLWWLQJ�PDQ\�EXVLQHVV�
forerunners whose shares were owned by international investors. These 

included the big-and-partially-failing property conglomerates and the tiny 

insect-like microlenders. The trends continued into 2022, when the return 

RI�LQÀDWLRQ�VXUSULVHG�D�IHZ�SHRSOH��
 

As events unfold, the city of Hong Kong, just like 180 years ago, sits right 

in the center of barters, exchanges, and diplomacy, on the one hand, guns, 

germs, and steel on the other. At this historic juncture for CFA Society 

Hong Kong, this volume aspires to serve one overriding objective—to tell 

our history and the rises, our ways. Each of the articles is written with 

reason, professionalism, and passion. They contain the stories we would 

save up and tell our grandchildren.  

6HFWLRQ�2XWOLQH
7KLV�YROXPH�FRPHV�LQ�¿YH�VHFWLRQV��6HFWLRQ���KHUH��DQG�DERYH��LV�D�
quick introduction. To further set the scene and exemplify the Society’s 

volunteerism, our volunteers have compiled a table of Hong Kong’s “then 

and now”:
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Surprised, hey?

Section 2 aims to provide the macro foundations on which the city of 

Hong Kong operates. In Chapter 2.1, Nick Pollard discusses his views 

on leadership and experience across crises interactively, including a 

FKDUWHUHG�ÀLJKW�UHVFXH�DFW�ZKHQ�+XUULFDQH�,YDQ�KLW�WKH�&DULEEHDQ�UHJLRQ��
Christine Loh, in Chapter 2.2, employs the lens of “One Country, Two 

Systems” to examine the evolving natures of Hong Kong’s governance 

and policy responses during the three crises, concluding with a touch on 

the HKD peg. In Chapter 2.3, Jim Walker draws on the experience of the 

AFC and GFC to advocate his Austrian economic view that these crises are 

themselves the recoveries, and that destruction and defaults are indeed 

part of the creative process. In Chapter 2.4, Rocky Tung, Wivinia Luk, and 

Joyce Lee will discuss their lessons learned and consider the impact of 

technology changes on current challenges. Chapter 2.5 contains extracts 

from Russell Napier’s 2021 book on the AFC, for which he prefaces and 

adds a new reference to how the errors of reasoning have shaped the crisis 

and the aftermath. Hongbin Qu, in Chapter 2.6, shifts the focus to the 

mainland and discusses how before the GFC, Premier Zhu Rongji’s bold 

Figure 1: 30 years of Hong Kong in Numbers

Source: Various as cited (complied by volunteer Daniel Chan, Alfred Lau and Felicia Wong. )
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Data

Index Performance
Dow Jones
S&P 500
Hang Seng Index
Shanghai Composite

Data: Big and Small
CFAHK membership
Transportation traffic numbers
Number of Regional Headquarters
Emissions
Price of  Baked Pork Chop Rice
HKEX’s average daily turnover

Unit of Measurements/Explanation

% From Peak to Bottom 
% From Peak to Bottom 
% From Peak to Bottom 
% From Peak to Bottom 

Numbers of members at year end
Daily Patronage (million)
# of firms
Kilotonnes CO2-e
HK$
HK$ (billion)

1997-98

-21.00%
-22.40%
-53.00%
-32.10%

337.0
10.3
819.0
36,000.0
21.0
10.7

2007-08

-47.50%
-53.00%
-66.60%
-72.80%

5,294.0
11.4
1,298.0
41,500.0
27.0
72.0

2019-21

-38.40%
-35.40%
-41.50%
-23.30%

6,661.0
8.9
1,504.0
33,800.0
44.0
166.0

                        Source

Bloomberg
Bloomberg
Bloomberg
Bloomberg

CFA Society Hong Kong
Census and Statistics Department 
Census and Statistics Department 
Hong Kong Government
Café de Coral, hk01.com
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engagement with SOEs and big banks during WTO entry helped to deepen 

China’s reform and indirectly cushioned Hong Kong from the global 

turbulence. In Chapter 2.7, Eric Lui charts and graphs the trajectories of 

JOREDO�¿QDQFH��VKRZLQJ�KRZ�WKH�³GRQ¶W�¿JKW�WKH�)HG´�PDQWUD�VHHPV�WR�KDYH�
UXQ�LWV�IXOO�FRXUVH��&ORVLQJ�WKH�VHFWLRQ�DUH�-H̆UH\�1J�DQG�.HYLQ�2Z�<RQJ��
who in Chapter 2.8 account for the pandemic tale of two cities in a revived 

duel between Hong Kong and Singapore.      

6HFWLRQ���FRPSULVHV�HVVD\V�WKDW�UHÀHFW�RQ�WKH�SURFHVV�RI�FDSLWDO�IRUPDWLRQ��
i.e., the ecosystem of the sellside. Leading the pack is Erwin Sanft, who 

in Chapter 3.1 recalls his lonely moments in tracking mundane, earthly 

PDWHULDOV�OLNH�FHPHQW�DQG�FRDO�EHIRUH�WKH�FRPPRGLW\�ERRPV�WRRN�R̆��+RW�
on his heels in Chapter 3.2 is Candy Wong, who, in addition to reliving 

her personal AFC diary, gives an account of how she sees HK will survive 

RU�VWUXJJOH�E\�¿UVWO\�ORRNLQJ�LQZDUGV�DW�WKH�FLW\¶V�SHQVLRQ�V\VWHP�DQG�
secondly by staying ultra-cost competitive. Water Cheung will follow up in 

Chapter 3.3 by recounting his crisis management in derivatives trading, 

structured credit products, and boutique merchant banking, concluding 

with four pairs of outs and ins. In Chapter 3.4, Mariana Kou presents in 

motion-picture style her roller coaster-like career in equity research from 

New York to Hong Kong, culminating in a switch to investment amid some 

sector upheavals. Striking a chord, David Ching, in Chapter 3.5, provides 

his witness statements on the lethal calls from HR at Lehman London and, 

more recently, the uneasy rhythms of the Fed’s interest rate maneuver, 

blockchain, and web3. It is Agnes Tai who, in Chapter 3.6, reminds us of 

the days when a premier Hong Kong investment bank rose above its global 

and local peers by, among other things, sleepless nights in Central, and 

GUDZV�WKH�FRPSDULVRQ�RI�WKH�WDOHQW�FULVLV��%ULQJLQJ�DQ�,QGRQHVLDQ�ÀDYRU�WR�
the volume, Simon Saputra, in Chapter 3.7, cites his early appreciation of 

living on the rich supplies of the “New York of Asia” and the similarity of 

Orang Kaya Baru to the Chinese new rich. 
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Section 4 has the shortest sectional word count, appropriate to the fact 

that it is coming from the buy side, or capital deployment in systemic 

WHUPV��.LFNLQJ�R̆�IRU�WKH�JURXS�LV�-DPHV�6RXWDU��ZKR�EH¿WWLQJO\�WDNHV�XV�
back to the closures of the stock exchange in 1987 and draws a comparison 

to the present-day COVID-19 prevention measures with unintended 

consequences in both episodes. In Chapter 4.2, Ronald Chan tells of an 

incident where investors’ forced liquidation turned out to be a blessing 

for the money manager in terms of performance and character building. 

From one incident to all seasons, Peter Phillips begins with a 45% drop 

in the HSI. He closes Chapter 4.3 by asserting, almost religiously, that a 

crisis of any magnitude will occur again, but the city of Hong Kong will 

manage. Sean Debow, who completed the CFA program in tandem with 

one of the editors here, adds rich anecdotes in Chapter 4.4, including the 

unsteady taxi ride to the Grand Hyatt Jakarta and the importance of on-

the-ground, in-the-heart-of-the-storm research capability for all styles 

of investment. Lin Ning goes for singularity rather than multiplicity by 

zooming into his moments on 12 September 2008, the last business day 

of Lehman Brothers. In a no-nonsense way, Alex Au writes in Chapter 

4.6 a mini random walk on Stanley Street, tracing the changing investor 

mix, the “A-share-rization” and the self-imposed high trading costs of the 

Hong Kong bourse, and closing his piece with some question marks. At 

the section’s end, Song Shuang provides a refresher by citing her recent 

involvement in a CFA Institute’s ethics campaign, highlighting a crucial 

¿GXFLDU\�DVSHFW�RI�PRQH\�PDQDJHUV�����

Section 5, the last section, addresses the in-trend alternatives that cover 

private assets, real estate, and ESG. In Chapter 5.1, Janet Li braces for the 

VWRUP�DQG�DSSUDLVHV�WKH�QHHG�IRU�GLYHUVL¿FDWLRQ��G\QDPLF�DVVHW�DOORFDWLRQV��
DQG�SRUWIROLR�EDVHG�OLIHORQJ�OHDUQLQJ��*RLQJ�LQWR�WKH�VSHFL¿F�DVVHW�FODVV��
Alvin Ho, in Chapter 5.2, dives into the 30-year deal havoc of private 
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equity in Greater China, where he sees Hong Kong as a center of gravity 

for capital in the past and a turbocharged connector going forward. This 

is expanded further by Scott Peterman, who in Chapter 5.3 discusses the 

untapped limits of the VC funding model, the broadening use of public 

markets, and the numerical and real potential of wealth management in 

the Greater Bay Area. In Chapter 5.4, Victor Yeung and Patrick Ma, in 

D�MRLQW�H̆RUW��SURYLGH�D�GHWRXU�WR�WKH�WKUHH�FULVHV�WKURXJK�WKHLU�XQLTXH�
REIT roadmap, commenting that as globalization has run its course, the 

search for new titans should have begun yesterday. In Chapter 5.5, Ace 

Liu plies his crisis management skills on high-yield bonds, an asset class 

VX̆HULQJ�KHDYLO\�IURP�UHDO�HVWDWH�UHWUHQFKPHQW�LQ�PDLQODQG�&KLQD��2Q�
D�GL̆HUHQW�QRWH��3UL\DQND�6DQFKDQLD��D�VWURQJ�DGYRFDWH�RI�(6*��GLVVHFWV�
in Chapter 5.6 opportunities arising from moving the measurements and 

motors of ESG closer to everyday actors in order to see the bangs for the 

buck. Closing the section is Ming Liang who in Chapter 5.7 provides an 

optimistic assessment of Hong Kong’s role in the internationalization of the 

RMB, a currency of growing importance.

The complementary nature of these articles highlights the contributors’ 

quality and shared passions. At the same time, the diversity in opinions 

and backgrounds speak volumes for the Society as a melting pot. We 

learned immensely from reading all the drafts and enjoyed corresponding 

with and, at times, hunting down the contributors, whether they were in 

Edinburgh, L.A., London, or Seoul. I cannot express my gratitude enough 

to each of them for their excellent and voluntary work.
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Notes

1 Friedman produced a TV series in the 1980s and spent an entire episode on the free market of Hong Kong. His open-

ing line was famous, “if you want to see how the free market really works, this is the place to come.” 

2  In June 1995, Fortune announced the “Death of Hong Kong.” The Economist reported on 29 June 2022 that Hong 

.RQJ�ORVW�RXW�LQ�WZR�RI�WKH�PDJD]LQH¶V�WKUHH�³PHDVXUHV´�RI�$VLDQ�¿QDQFLDO�FHQWHUV��7ZR�GD\V�ODWHU��RQ�WKH�FLW\¶V�
handover day, it postulated that Hong Kong is under “an anatomy of erasure.” It is so because, as it writes, the city is 

“seen ever less as an engine of growth.”  

3 Such doctrine could be a source of confusion to the public and observers (including perhaps the Nobel Laureate?) 

that the colonial administrators might appear to actively refrain from intervening in the market. This is “lost in 

translation,” wrote Anthony Cheung, a professor who had once joined the government (Cheung, 2021, p. 110).  

��7KH�VL]H�RI�WKH�SODVWLF�ÀRZHU�PDNHU��D�\RXQJ��OLVWHG�FRPSDQ\�RI�MXVW�+.'�����PLOOLRQ��HDUQHG�WKH�GHDO�VXFK�FRORUIXO�
acclaim as “snake swallowing elephant” by business historians. (Cheung and Wong, 2007, p. 368)

��+LVWRULDQV�FRXQW�WKDW�WKHUH�ZHUH�¿YH�VSHFXODWLYH�DWWHPSWV�EHWZHHQ������DQG�������DQG�PDQ\�RWKHU�UHJLRQDO�DQG�
JOREDO�¿QDQFLDO�FULVHV�KDG�UHSHUFXVVLRQV�LQ�+RQJ�.RQJ�EHIRUH�������)HQJ��������S��������

6 However, as some contributors of this volume will write, the 1987 stock market crash presented the city with a major 

crisis for its still nascent bourse.  

��7KH�ZRUG�³¿UVW´�LV�QHFHVVDULO\�FRQWH[WXDO�WR�WKLV�SXEOLFDWLRQ�RQO\��7KHUH�ZHUH�PDQ\�FULVHV��¿QDQFLDO�RU�RWKHUZLVH��WKDW�
took place before 1997, such as those in 1967, 1973, and 1987. 

8 The events in 2007-08 are also sometimes referred to as the Global Financial Tsunami. In this book, we adopt the 

more common contemporary usage.   

9 The consequence of this dominance, Leung commented, is that it is “[a]ble to print as much money…that no other 

FRXQWULHV«FRXOG�IROORZ�´�7KH�³VSLOORYHU�H̆HFWV�RI�«4(��DQG�4(�«RXWZHLJK�WKH�EHQH¿WV��DV�VXUJLQJ�FDSLWDO�LQÀRZV�
>WR�WKH�UHVW�RI�WKH�ZRUOG@�KDYH«GULYHQ�XS�GHEW�OHYHOV«DQG�WKHLU�GLVUXSWLYH�UHYHUVDOV�PD\�GHVWDELOL]H�¿QDQFLDO�PDU-
kets” (Leung, 2015, p. 13-24).
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During times of crisis, strong and agile leadership is necessary to help 

teams and organizations navigate through uncertainty. Successful leaders 

must be able to embrace fear and change, adapt quickly, and transform 

challenges into opportunities. Nick Pollard, Managing Director, Asia 

3DFL¿F��&)$�,QVWLWXWH��R̆HUV�LQVLJKWV�DQG�LQVSLUDWLRQ�RQ�KRZ�WR�DFFRPSOLVK�
this.

INTERVIEWER

POLLARD

Can you share some insights and ideas that can help 
leaders stay strong and resilient in times of great 
uncertainty?

I think crisis comes in all shapes and sizes. In 
situations that demand someone seizing control, 
you need to know who you have around you, and 
engage those people quickly, so that they have the 
ability to contribute; be as open as you possibly 
can with them; and communicate constantly. Find 
some unifying objectives that people can latch onto. 
In the aftermath of the Global Financial Crisis 
RI����������,�FDPH�RXW�WR�$VLD�3DFL¿F��,�ZRUNHG�
for an organization that was very client-centric, 
and had some very strong and longstanding client 
relationships. For us, that unifying objective 
was preserving the bank, and preserving the 
relationships we had with our customers. It begins 
E\�KDYLQJ�D�JUHDW�WHDP�DURXQG�\RX��¿QGLQJ�D�VKDUHG�
objective, and communicating all the time about the 
progress you’re making towards it.

Leading through Crisis: 
A Q&A with Nick Pollard

2.1

— Nick Pollard
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INTERVIEWER

POLLARD

INTERVIEWER

Who did you turn to for advice and counsel in 
crises? What lessons did you learn, and do you still 
apply them?

When the Global Financial Crisis of 2007-08 
happened, I was the managing director of the 
IURQW�ṘFH�RI�&RXWWV�LQ�/RQGRQ��,Q�WKDW�YHU\�¿UVW�
week, we organized two investment conferences 
LQ�RXU�ṘFHV��3HRSOH�ZHUH�DQJU\��DQG�VFDUHG��DQG�
many of them had a great deal of their wealth with 
us. A customer got particularly vociferous, and I 
was listening to this very aggressive question and 
thinking, “How am I going to answer this?” Before 
I did, another customer stood up and said, “I know 
we’re all scared, but these guys are here in the room. 
I have four other bank accounts. None of those 
bankers are talking to me. I have no idea what’s 
going on.” The magical impact of that was that it’s 
not me being defensive. It’s another customer saying 
how much they appreciate just the fact that we’re 
present and listening. It was a real turning moment 
in that conversation, and the mood in the room 
changed. The lesson from that is that you need an 
element of courage that you’re going to have to front 
up to what the challenges are.

Leaders or organizations handle crises with 
GL̆HUHQW�UHVXOWV��:KDW�GR�\RX�WKLQN�OHG�WR�WKHLU�
success or failure?
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POLLARD

INTERVIEWER

POLLARD

An aspect of crisis I like is the immediacy of 
decision-making. You’ve got to make a decision 
there and then to be able to get through this.

18 years ago, Hurricane Ivan hit the Caribbean 
UHJLRQ��LQFOXGLQJ�RXU�&D\PDQ�,VODQGV�ṘFH��
We decided we were going to send a plane to 
WKH�&D\PDQ�,VODQGV�WR�JHW�RXU�SHRSOH�R̆��,�
YROXQWHHUHG�WR�JR�DQG�PDNH�WKLV�KDSSHQ��,�ÀHZ�WR�
Fort Lauderdale and chartered a Boeing 737. Our 
businesses in the U.S. had also sent three trucks 
of clothing, food, and medical supplies, which we 
distributed to the locals in the Cayman Islands. 
When we landed there, about 100 people got on 
the plane. We still had 200 or 300 seats left, so we 
R̆HUHG�WR�WDNH�DQ\RQH�WKHUH�WR�0LDPL��DQG�DERXW�
another 100 people got on. It was that instant 
decision-making that I found totally liberating. 
It was exciting, swift, and there wasn’t a right or 
wrong. 

In what ways can the investment profession best 
serve their clients during times of crisis?

)LUVW�RI�DOO��\RX�QHHG�WDOHQWHG�DQG�WUDLQHG�VWD̆��7KH�
skills you learn as a CFA charterholder are going 
WR�EH�RQHV�WKDW�JLYH�FRQ¿GHQFH�WR�\RXU�FXVWRPHU�
that you know what you’re talking about. To help 
SHRSOH�WKURXJK�GL̇FXOW�WLPHV��\RX�QHHG�WR�SUHSDUH�
them for what those times may look and feel like. 
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INTERVIEWER

POLLARD

The Global Financial Crisis was a bit of a shock. I 
think people are a lot more informed now about 
why that happened, and their banks have told them 
about why that happened. Do they feel any more 
comfortable that it won’t happen again? Probably 
not. But at least they have an idea of what they may 
go through. Really good organizations also educate 
WKHLU�FXVWRPHUV��DV�PXFK�DV�WKH\�WUDLQ�WKHLU�VWD̆�

What changes do you expect to see in leadership 
post-COVID-19? Why?

Communication, because it’s not all going to be face-
to-face in the way that it was. Travel, in my view, is 
not going to go back to what it used to be, because 
we proved that we don’t need it. We’re all going to 
learn to communicate better. From a working-from-
home perspective, we’ve learned that you can do so 
much by working remotely, but nothing supplements 
that kind of conversation in the pantry that you just 
can’t do when you’re at home.

33

/   2.1  Leading Through Crisis: A Q&A with Nick Pollard

33



Anatomy of Three Crises 
and “One Country, Two Systems”

— Christine Loh

,QWURGXFWLRQ
While the Basic Law provides the framework for how the Hong Kong 

Special Administrative Region (HKSAR) is to function from 1 July 1997, it 

QHHGHG�DFWXDO�VLWXDWLRQV�IRU�GHWDLOV�WR�EH�¿OOHG�RXW��$�UHFXUULQJ�TXHVWLRQ�
before and after 1997 is whether Hong Kong would “survive” under Chinese 

sovereignty. The concern was that the mainland would “interfere” even 

though Article 22 of the Basic Law provides an explicit policy of non-

interference. Now that the HKSAR has been in existence for 25 years, it 

has become clearer that the notion of “non-interference” as the yardstick 

to measure the potentials of the HKSAR doing well, is overly simplistic, 

because the world does not stand still and the reality of constant change 

requires adaptation. This essay looks at three episodes that Hong Kong 

experienced as part of larger regional and global crises. They are analysed 

from the perspective of the evolution of the “one country, two systems” 

principle and what observations could be made about Hong Kong’s 

survivability as a part of China.

2.2
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D��7KH�$VLDQ�)LQDQFLDO�&ULVLV��������
Trouble had been brewing in the background before the storm hit in 

mid-1997. Asian economies were overheated and had overborrowed. 

Currencies were overvalued. These conditions created vulnerabilities 

that international speculators sought to exploit. The crisis started in 

Thailand in May 1997, when traders and hedge funds betted against the 

Thai baht, which was pegged to the U.S. dollar. As pressure mounted, 

Thailand was forced to unpeg its currency on 2 July 1997, which led to a 

massive devaluation of the baht. Traders made speculative attacks on other 

currencies too that rocked the economies of Indonesia, Malaysia, South 

.RUHD��DQG�WKH�3KLOLSSLQHV��6WRFN�PDUNHWV�FROODSVHG��DQG�FDSLWDO�ÀRZHG�
out of Asia. Most memorable was Malaysia imposing capital control. It may 

be said that Asia was unready at the time for “liberalized” capital markets, 

where hot money could sweep in and out.

Hong Kong was not spared. Real estate prices had ballooned, and stock 

SULFHV�ZHUH�LQÀDWHG��,QWHUQDWLRQDO�VHQWLPHQWV�ZHUH�DJDLQVW�+RQJ�.RQJ�
surviving well as a part of China. As Hong Kong watched the crisis unfold 

in Asia, speculative activities started to focus on the city in August 1997, 

DQG�SUHVVXUH�LQWHQVL¿HG�LQ�2FWREHU��7R�GHIHQG�WKH�+RQJ�.RQJ�8�6��GROODU�
pegged exchange rate system, interest rates had to be raised. Financial 

professionals will remember Black Thursday, 23 October 1997, when 

the overnight HIBOR shot up to 300%. Raising interest rates did stop 

speculative activities for a time but it was not possible to keep interest rates 

high as the cost to the whole economy would be considerable. Speculators 

returned in 1998 with a new strategy – they were determined to test the 

+RQJ�.RQJ�V\VWHP��7KH\�¿UVW�WDONHG�GRZQ�PDUNHW�VHQWLPHQWV�EHIRUH�
attacking the currency and stocks at the same time. Trading volumes and 

stock market values started to drop, creating a double whammy for Hong 

Kong.
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+RQJ�.RQJ¶V�¿QDQFLDO�UHJXODWRUV�FDPH�XS�ZLWK�D�VWUDWHJ\�WR�GHIHQG�WKH�
Hong Kong system that the market did not expect. On 14 August 1998, the 

government entered the market to buy HSI constituent stocks and futures. 

Having a buyer immediately buoyed the market. No one knew the identity 

of the buyer until it was revealed by the Financial Secretary, Donald Tsang, 

and the head of Hong Kong Monetary Authority, Joseph Yam, after the 

market closed that day. The government continued to buy over the next ten 

trading days, ending on 28 August, accumulating tens of billions of U.S. 

GROODUV¶�ZRUWK�RI�VWRFNV��7KLV�KDG�WKH�GHVLUHG�H̆HFW�±�VSHFXODWRUV�ZHQW�
away licking their wounds; they realised they could not break Hong Kong. 

5HÀHFWLRQV�RQ�WKH���������FULVLV
With the passage of time, we can see the “Big Picture” more clearly:

The health of the Hong Kong dollar is an important indicator of 

political and socio-economic stability. The peg system was created 

LQ������WR�SURYLGH�FRQ¿GHQFH�LQ�WKH�IXWXUH�RI�WKH�FLW\�DQG�KDG�WR�EH�
defended at all costs. This was vitally important in 1997-98.

Beijing backed Hong Kong in an existential crisis. The then premier, 

Zhu Rongji, told local regulators that the mainland’s foreign 

exchange reserves would stand behind Hong Kong.

The “free market” could not be used as a guise for wanton 

destruction, and governments have a duty to intervene in the public 

interest. 

1.

2.

3.
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Hong Kong’s critics included major international opinion leaders at 

the time, such as Nobel Laureate economist, Milton Friedman, and the 

then chairman of the U.S. Federal Reserve, Alan Greenspan. A major 

VSHFXODWRU�DW�WKH�WLPH�ZDV�¿QDQFLHU�*HRUJH�6RURV�DQG�KLV�4XDQWXP�
Fund. Soros admitted some years later that Hong Kong did a good job to 

WKZDUW�KLV�H̆RUWV�WR�XQGHUPLQH�WKH�FXUUHQF\�DQG�VWRFN�PDUNHW��DOWKRXJK�
he insisted that he had the right to do so. Greenspan wrote in 2001 that 

Hong Kong made the right call in 1998. Joseph Yam explained that, 

³¿QDQFLDO�JOREDOL]DWLRQ��ZKLOH�HQDEOLQJ�WKH�LQWHUQDWLRQDO�GLYHUVL¿FDWLRQ�RI�
investments, has its ugly side. Free markets are not markets to be freely 

manipulated.” 

The Global Financial Crisis in 2007-08 showed why Hong Kong made the 

right call a decade earlier. Many of the critics of intervention in 1997-98 

supported bank bailouts and asset/deposit guarantees a decade later when 

WKH\�FRXOG�VHH�WKH�ULVNV�WR�WKHLU�RZQ�¿QDQFLDO�V\VWHPV�DQG�HFRQRPLHV��
The immediate cause of the crisis was the collapse of subprime mortgage 

market in the United States, but it could also be said that it was greed and 

longstanding regulatory failure that permitted the massive build-up of bad 

mortgages that led to the crisis that rocked America. The bailouts included 

huge government purchases of “toxic assets” and shares. The spillover 

H̆HFW�KDG�D�ELJ�LPSDFW�RQ�D�QXPEHU�RI�(XURSHDQ�HFRQRPLHV�

In 2018, some hedge funds shorted the Hong Kong dollar, believing 

that the HKSAR’s foreign exchange reserves were low. Their attack was 

XQVXFFHVVIXO�RQFH�PRUH�DQG�VX̆HUHG�PDMRU�ORVVHV��
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E��5HPHPEHULQJ�WKH�6$56�(SLGHPLF�LQ������
6$56��6HYHUH�$FXWH�5HVSLUDWRU\�6\QGURPH��ZDV�WKH�¿UVW�HSLGHPLF�
outbreak of the 21st century. Hong Kong had just about recovered from 

the Asian Financial Crisis. The economy was chugging along when SARS 

spilled over from Guangdong Province in February 2003. Hong Kong was 

seen as the epicenter of SARS because, as an open society, news circulated 

freely, much of which spelt “doom and gloom,” encouraging yet another 

“end of Hong Kong” narrative. 

The World Health Organization (WHO) imposed a travel advisory on 2 

April 2003 covering Hong Kong and Guangdong. Hong Kong became a 

“ghost town” – Fitch Ratings downgraded its sovereign outlook from stable 

to negative, Malaysia imposed a travel ban on Hong Kong, a university 

in America would not accept summer students from Hong Kong, Hong 

Kong exhibitors could not participate in a trade show in Basel, a trade 

show in Las Vegas had reservations about allowing participation of Hong 

Kong exhibitors, and Hong Kong athletes were banned from the Special 

Olympics World Summer Games. The travel ban was short-lived, and 

decisions were subsequently reversed for the Las Vegas trade show and 

Special Olympics, but in totality, the SARS experience made Hong Kong 

people feel like pariahs, putting enormous emotional strain on them. 

SARS killed 299 people and hospitalised over a thousand people in Hong 

Kong. Nevertheless, Hong Kong’s scientists played a major role in the 

LGHQWL¿FDWLRQ�RI�WKH�6$56�FRURQDYLUXV��6$56�ZDV�FRQWDLQHG�DIWHU�VHYHUDO�
months. While the sudden freeze in economic activities was disconcerting, 

especially for the travel and hospitality sector, the Hong Kong economy 

recovered quickly. 
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1RQ�LQWHUIHUHQFH�DV�D�VWUXFWXUDO�ZHDNQHVV
The experience of SARS showed the policy of non-interference between the 

mainland and Hong Kong presented a structural weakness of “one country, 

two systems” that needed to be corrected. There was no structure in place 

for public health communication between Guangdong and the HKSAR. 

1R�RQH�RQ�HLWKHU�VLGH�KDG�LGHQWL¿HG�DW�WKH�WLPH�WKDW�WKHUH�FRXOG�EH�SXEOLF�
health emergencies when the two sides would need to cooperate. The level 

RI�ULVN�DSSUHFLDWLRQ�IRU�LQIHFWLRXV�GLVHDVHV�D̆HFWLQJ�WKH�UHJLRQ�ZDV�ORZ�

When SARS emerged, the HKSAR authorities tried unsuccessfully 

to contact their counterparts in Guangdong in February 2003 before 

asking Beijing to help but to little avail. It wasn’t until 11 April that an 

agreement was reached between Hong Kong and Guangdong to exchange 

information about diseases, cooperate on medical issues, create a disease 

QRWL¿FDWLRQ�V\VWHP�DQG�VHW�XS�D�ERUGHU�TXDUDQWLQH��7KLV�JURXQGEUHDNLQJ�
agreement was important because Hong Kong had little previous contact 

DQG�NQRZOHGJH�DERXW�WKH�V\VWHP�RQ�WKH�PDLQODQG��DQG�PDLQODQG�ṘFLDOV�
were not supposed to, and did not have the habit of, reaching out to their 

Hong Kong counterparts. The SARS outbreak was therefore an episode 

in the ongoing transition for Hong Kong to be a part of “one country” 

that nevertheless functions as a highly autonomous second system. The 

OHVVRQ�ZDV�KRZ�WR�FUHDWH�VWUXFWXUHV�DQG�UHODWLRQV�WKDW�HQDEOHG�H̆HFWLYH�
communication and cooperation in a public health crisis. Beijing needed 

to play an overarching role to bring the authorities in Guangdong and the 

HKSAR together, which it eventually did in mid-April with President Hu 

Jintao’s visit to Shenzhen. Since SARS, mainland and Hong Kong scientists 

have been cooperating more intensely in conducting research on infectious 

diseases. Moreover, the mainland further relaxed tourist visits to Hong 

Kong, especially residents of Guangdong, as a measure to help boost the 

post-SARS economy. 
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F��3DQGHPLF�OHG�&ULVLV��������1RZ
At the time of writing, the world has yet to fully come out of the COVID-19 

pandemic. SARS 2003 was like a test run for Hong Kong of what to do in 

an infectious disease outbreak. The reaction from the local authorities was 

fast when news emerged that there was a new disease in Wuhan. While the 

Wuhan and Hubei authorities were at fault for not coming clean about the 

emerging outbreak immediately, the central authorities took control on 

20 January 2020 and mobilzed massive resources that contained the new 

coronavirus on the mainland by April-May 2020.

When much of the world was locked down in 2020, Hong Kong was a 

safe haven where life continued, albeit with various masking and social 

distancing restrictions. However, the inability to travel became a major 

inconvenience, especially for international business that use Hong Kong 

as an operating base, as other jurisdictions started to relax restrictions 

towards the latter part of 2021. Critics argued that Hong Kong’s strict 

WUDYHO�FXP�TXDUDQWLQH�UXOHV�FRXOG�SXW�+RQJ�.RQJ¶V�LQWHUQDWLRQDO�¿QDQFH�
center standing at risk, given that the competition—Singapore, London, 

and New York were “living with COVID” as their vaccination rates rose. 

It did not help that Hong Kong had high infection rates and numerous 

fatalities from the highly transmissible Omicron in early 2022. An 

alarming aspect was the rapid escalation in the daily COVID death rate 

to one of the highest levels in the world. By early February 2022, the 

Hong Kong authorities had to ask the mainland for help in dealing with 

the massive surge in cases. The mainland responded by providing wide-

UDQJLQJ�DVVLVWDQFH�WR�WKH�+.6$5��:KLOH�LW�ZDV�¿JKWLQJ�D�VXUJH�RI�2PLFURQ�
cases in various locations on the mainland, the authorities sent experts to 

Hong Kong to understand the situation and provided advice. The mainland 

also sent manpower to help with testing services and at care homes, while 

ensuring that food and medical supplies were delivered to Hong Kong. The 

40
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high infection rate had depleted local manpower for in health and cross-

boundary transport services. 

Betwixt and between 

COVID-19 provides an important picture of “one country, two systems.” 

China’s approach to the pandemic has been and remains unique in the 

world. Its early lockdown of Wuhan and Hubei crushed the virus in 2020. 

As COVID-19 swarmed the world, China was able to relax restrictions by 

April 2020, although travel in-and-out of the mainland remains restricted 

even today, including from Hong Kong. China had developed a zero-COVID 

policy that involved mass testing, tracing, and quarantining. It started to 

vaccinate people in 2021 when a local vaccine using traditional technology 

became available. When the highly transmissible but milder Omicron 

variant appeared, Western countries shifted to “living with COVID” as 

vaccination rates were high, and hospitals could cope. China continued 

WR�¿JKW�&29,'����WKURXJK�DJJUHVVLYH�WHVWLQJ�WR�LGHQWLI\�WKH�VRXUFHV�RI�
infection and with targeted lockdowns. China is not yet ready to “live with 

COVID” as its healthcare system would be unable to cope if infections 

spread as predicted by epidemiological modelling although by late August 

2022, the mainland was beginning to show a measure of relaxation even 

though there were outbreaks here and there.

Hong Kong stands betwixt and between the mainland zero-COVID 

VWUDWHJ\�DQG�SUHVVXUH�WR�RSHQ�XS�WUDYHO�DV�DQ�LQWHUQDWLRQDO�¿QDQFH�FHQWHU�
and business hub. The challenge for both Hong Kong and the mainland is 

to do much better with vaccinating the elderly, who are more vulnerable to 

infection. It is a critical step to further relaxation. Hong Kong could well 

EH�WKH�¿UVW�SDUW�RI�&KLQD�WR�GR�VR��VWHSV�DUH�XQGHUZD\�DW�WKH�ZULWLQJ�RI�WKLV�
essay), and yet, Hong Kong should not be a source of infection leakage to 
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the mainland. What is comforting is that should the Hong Kong system be 

overwhelmed by an emergency, the much larger mainland system would 

provide a backstop to provision of food and essential supplies, including 

manpower. 

&RQFOXVLRQ�
The three examples noted in this essay enable us to draw several broad 

observations. 

Firstly, the successful implementation of “one country, two systems” is an 

on-going process of adjustment for both the HKSAR and the sovereign 

power in Beijing. The national government has an interest in the HKSAR 

doing well under the “one country, two systems” principle and would come 

to its aid when needed. While the HKSAR exercises day-to-day autonomy 

LQ�WKH�PDQDJHPHQW�RI�ORFDO�D̆DLUV��LW�PDNHV�VHQVH�IRU�WKH�+.6$5�DQG�WKH�
mainland to strengthen communication and cooperation in areas that 

could have regional or national impacts.

Secondly, the notion of “interference/non-interference” as the yardstick 

to measure Hong Kong’s survivability was always overly simplistic—every 

society must adapt to constant change. Hong Kong itself must adapt to not 

only change within its own society but also rapid change on the mainland. 

It is a relatively new experience for Hong Kong people to be part of a large 

nation that is reforming at speed across the board. To see Hong Kong’s 

future through a narrow lens of “interference/non-interference” would 

limit thinking about both risks and opportunities. 
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7KLUGO\��ZKLOH�WKH�8�6��GROODU�SHJ�KDV�KHOSHG�WR�PDLQWDLQ�FRQ¿GHQFH��
it forces Hong Kong to cede monetary policy to the Federal Reserve. 

In 2022, Hong Kong has had to intervene in a major way to support 

the peg. The economic cycles of America and Hong Kong are not 

always in sync, which means Hong Kong could not use monetary 

tools to suit its own needs, which is why there are periodic debates 

about whether Hong Kong might consider alternatives. This debate 

will continue, and Beijing will presumably have a view on this 

important issue.

Lastly, there are circumstances in geopolitics and geoeconomics that 

DUH�H[DFHUEDWHG�E\�PDQ\�FRPSOLFDWHG�IRUFHV�WKDW�D̆HFW�+RQJ�.RQJ�
and the world, such as the Russia-Ukraine crisis, and rising tensions 

ZLWK�UHVSHFW�WR�8�6��&KLQD�UHODWLRQV��HVSHFLDOO\�DV�LW�D̆HFWV�7DLZDQ��
The governance of the HKSAR requires having a heightened sense of 

such risks to our economy. 

Hong Kong needs to develop local talent and competence to be able 

to assess risks and to have strategies to deal with them, as well as 

to recognize and capture opportunities. This essay provides three 

H[DPSOHV�LQ�WKH�KRSH�WKDW�WKH\�PLJKW�HQDEOH�GHHSHU�UHÀHFWLRQ�RQ�WKH�
implementation of “one country, two systems.”
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A Tale of Two Crises

— Jim Walker

“In short, and this is a highly important point to grasp, the depression is 

the ‘recovery’ process, and the end of the depression heralds the return to 

QRUPDO��DQG�WR�RSWLPXP�ḢFLHQF\�́
ȸ�0XUUD\�1��5RWKEDUG��$PHULFD¶V�*UHDW�'HSUHVVLRQ

The accepted wisdom among mainstream economists is that the boom 

which follows crisis is the recovery. That is not the case in my world of 

Austrian economics. In that world, it is the crisis itself that is the recovery 

process. It is the “destructive” part of Joseph Schumpeter’s famous creative 

destruction process. It is an essential feature of the boom-bust cycle 

which removes bad companies from the system, increases bad debts in 

the banking sector, and lays the groundwork for a sustainable recovery. 

+XPDQ�QDWXUH�EHLQJ�ZKDW�LW�LV��LQFUHDVLQJ�EDG�GHEWV�LQ�WKH�¿QDQFLDO�VHFWRU�
are not viewed positively and policymakers try to avoid them at all costs. 

But as history would show, this is the only way that debt disappears—

through default, not repayment. 

Moreover, each new boom is equally unsustainable. They sow the seeds 

of their own downturn as overexuberance and policy mistakes lead to 

a renewed buildup of debt. Booms and busts are just an integral part of 

the capitalist system. Again, this is where Austrian economics further 

2.3
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1997: The Asian Phoenix
7ZHQW\�¿YH�\HDUV�DJR��RQ���-XO\�������WKH�HUD�RI�WKH�$VLDQ�0LUDFOH�FDPH�WR�D�
FUXQFKLQJ�HQG�ZKHQ�WKH�7KDL�EDKW�ZDV�IRUFHG�R̆�LWV�GH�IDFWR�SHJ�WR�WKH�8�6��
GROODU��7KH�UDPL¿FDWLRQV�RI�DEDQGRQLQJ�WKH�SHJ�ZHUH�LPPHGLDWH�DQG�VHYHUH�
for Thailand, but soaring interest rates, currency instability, economic 

distress, and, in one instance, political upheaval, then spread around the 

region. By the end of the year, Asian currencies had been trashed, and 

recessions were under way in Hong Kong, Korea, Indonesia, Malaysia, and 

Thailand. The Asian Tigers’ teeth had been pulled. 

departs from the mainstream: economic cycles are internally generated 

(in economics jargon, they are “endogenous”) and not at all reliant 

on “exogenous” events like the COVID-19 pandemic, Ukraine war, or 

unusually large movements in oil prices. 

,Q�WKH�$XVWULDQ�HFRQRPLF�F\FOH��LW�LV�WKH�VTXHH]H�RQ�SUR¿WV��W\SLFDOO\�
WKH�UHVXOW�RI�WRR�PXFK�FUHGLW�EHLQJ�SRXUHG�LQWR�WKH�V\VWHP�LQ�VSHFL¿F�
areas such as housing, that naturally brings the boom to an end. When 

WKDW�KDSSHQV��UHFHVVLRQV�IROORZ�EHFDXVH�SUR¿WV�GULYH�LQYHVWPHQW��DQG�
investment, not consumption, drives the economic cycle. 

But not all crises are the same, even though they are usually generated 

by the same factors. Let us look at two that have taken place over the last 

WZHQW\�¿YH�\HDUV�WR�VKRZ��D��KRZ�WKH�V\VWHP�FDQ�EH�FOHDQVHG�DQG�UHERRWHG��
and (b) how the original crisis can just keep on rolling because of policy 

mistakes. 
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The warning signs had been on the wall for some time. The Mexican 

peso crisis of late 1994 was the canary in the coal mine for emerging-

PDUNHW�TXDVL�¿[HG�H[FKDQJH�UDWHV��7KH�ERRP�LQ�LPSRUW�GHPDQG�FDXVHG�
by an overvalued currency resulted in a balance of payments crisis and, 

ultimately, the collapse of the peso and widespread Mexican debt default. 

This prompted us to write a report at CLSA entitled, “Could A Mexico 

Happen In Asia?” The sub-title was, “Not Likely, For Now,” but we warned 

that a crisis would probably take place within two to three years if policies 

weren’t changed. We singled out Thailand as the weak link. 

At the beginning of 1995, Asian economies looked relatively healthy. 

,QÀDWLRQ�ZDV�PRGHUDWH��FXUUHQW�DFFRXQWV�ZHUH�LQ�VXUSOXV�DQG�HFRQRPLHV�
ZHUH�ERRPLQJ��%XW�WKH�¿[HG�H[FKDQJH�UDWH�GDQJHU�ZDV�FOHDUO\�WKHUH��7KH�
Mexico outcome could have been avoided by active policy management 

but that would have required lower growth and more currency volatility. 

Central banks were keen to keep the “miracle” going and, as a result, they 

IDLOHG�WR�DSSUHFLDWH�WZR�WKLQJV��¿UVW��WKDW�IRUHLJQ�FDSLWDO��HVSHFLDOO\�RI�
WKH�SRUWIROLR�VRUW��FRXOG�EH�¿FNOH��DQG��VHFRQGO\��JLYHQ�WKH�RSSRUWXQLW\��
businesses will borrow at the cheapest interest rates available (surprise, 

surprise). That is especially the case if there is a divergence in local and 

LQWHUQDWLRQDO�LQWHUHVW�UDWHV�ZKLOH�DQ�H[FKDQJH�UDWH�LV�SHUFHLYHG�WR�EH�¿[HG��

During 1995 and 1996 the Asian boom continued. It had been on the go for 

fully six years by that time. We were told, as analysts worried about rising 

LQÀDWLRQ�DQG�RYHUKHDWLQJ�VLJQDOV��WKDW�WKHUH�ZDV�QR�QHHG�WR�IUHW��7KH�TXDVL�
pegs (and currency board in Hong Kong) had been around for a decade 

and they had delivered unprecedented economic growth, not to mention 

stability. The problem was that local interest rates had to rise to address 

WKH�KLJKHU�FRQVXPHU�SULFH�LQÀDWLRQ�EXW��LQ�WXUQ��WKH�¿[HG�H[FKDQJH�UDWHV�
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encouraged businesses to borrow in U.S. dollars. The credit boom, always 

an accompaniment to crisis, was not damped by higher domestic rates but 

IHG�E\�FKHDS��R̆VKRUH�ERUURZLQJ�

However, that was not what caused the bust. As always, the bust arrived 

EHFDXVH�FRUSRUDWH�SUR¿WDELOLW\�EHJDQ�WR�IDLO��5LVLQJ�FRVWV��LQ�UHVSRQVH�WR�
ORFDO�LQÀDWLRQ��VTXHH]HG�PDUJLQV��DQG�WKH�RQJRLQJ�ERRP�HQFRXUDJHG�PRUH�
and more companies to enter the red-hot sectors in the various economies, 

mostly property. With rising competition for resources and increased 

VXSSO\�UHODWLYH�WR�GHPDQG��SUR¿WV�ZHUH�KXUW�HYHQ�PRUH��/RFDO�EDQNV�
belatedly recognized that corporates were in distress and began to pull 

ORDQV��7KDW�H[DFHUEDWHG�WKH�GLVWUHVV�DQG��WKH�¿QDO�QDLO�LQ�PRVW�HPHUJLQJ�
market crises, encouraged savvy local businesspeople exit the domestic 

currency and “diversify” into overseas assets.

Foreigners (speculators) are often blamed for triggering the Asian 

Financial Crisis of 1997-98, but that is quite wrong. It is always domestic 

actors that precipitate crises because they are much better informed about 

WKH�GL̇FXOWLHV�WKDW�FRPSHWLWRUV��VXSSOLHUV��¿QDQFLDO�FRPSDQLHV�DUH�IDFLQJ��
DQG�WKH\�KDYH�PRUH�DVVHWV�LQ�GRPHVWLF�FXUUHQFLHV�WKDQ�IRUHLJQHUV��2̆VKRUH�
investors are usually the last to sell the currency in crises. 
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Rising from the Ashes
The economic downturn reached its peak in 1998. The International 

Monetary Fund (IMF) was called in to assist Thailand, Korea, and 

Indonesia. (Malaysia refused its help and instead imposed capital 

controls). As in Mexico, currencies corrected dramatically, and with the 

global economy in good shape —the U.S. and EU were both growing at 

3-4% annually in real terms—Asian exports began to recover sharply. 

Capital spending was still subdued, property sectors were still in deep 

distress, but manufacturing industries and the services sector, especially 

related to tourism, boomed. 

By 2003 Thailand had fully repaid its IMF loan. Indonesia and Thailand in 

particular—although the Philippines also followed a similar path—adopted 

VWULFW�¿VFDO�GH¿FLW�DQG�JRYHUQPHQW�GHEW�OLPLWV��7KRVH�UHPDLQHG�LQ�SODFH�
until the outbreak of COVID-19 in 2020. Exchange rates were allowed to 

¿QG�WKHLU�RZQ�OHYHO�DQG��DSDUW�IURP�+RQJ�.RQJ��KDYH�ÀRDWHG�LQ�$VLD��LQ�D�
managed way, for the last 25 years. 

The 5-7% real GDP growth rates of the pre-Crisis period have long gone, 

but solid performances across most of the region, and the rise of China as 

an alternative market to the West, have buoyed economic activity in East 

and Southeast Asia for the last two decades. When the Global Financial 

&ULVLV�KLW�LQ�������QRW�D�VLQJOH�$VLDQ�¿QDQFLDO�LQVWLWXWLRQ�FDPH�XQGHU�
pressure. Exports stuttered but economies were resilient, and the only 

question we have had over the last decade was why the word “Global” was 

used to describe a peculiarly Western and advanced economy problem?

Hard lessons were learned in the Asian Crisis: companies went bust, debts 

ZHUH�GHIDXOWHG�RQ��DQG�ODERU�IRUFHV�DFURVV�WKH�UHJLRQ�VX̆HUHG��7KH�ORQJ�
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term government of President Suharto in Indonesia fell amid social unrest 

and violence, but by and large most Asian institutions and governments 

survived intact. Sadly, learning from crises is not a universal trait.

2008: The Western Leopard
Following the terrorist attacks on the U.S. on 11 September 2001, the 

Federal Reserve took the extraordinary measure of cutting the Fed funds 

target rate to 1.75%, its lowest level ever. (The target rate was introduced 

in 1982). It continued to cut rates through 2002 and 2003, stopping only 

at 1%. That rate was held steady, against all expectations, until mid-2004. 

Thus, the seeds of the U.S. sub-prime property explosion, and property 

and credit booms throughout Europe, were sown. As ever, excessively 

cheap credit and a policy encouragement for bankers to lend, lend, lend, 

were the makings of the next bust.

,Q�'HFHPEHU������ZH�SXEOLVKHG�WKH�¿UVW�RI�RXU�VHULHV�RI�³$SRFDO\SVH´�
reports at CLSA. They were not popular internally (equity markets 

boomed for another ten months) and most clients thought we were talking 

nonsense (although some didn’t put it as kindly as that). 

Warning signals such as the inversion of the U.S. Treasury yield curve 

ZHUH�LJQRUHG�DQG��LQ�RXU�H\HV��ṘFLDO�WROHUDQFH�RI�WKH�8�6��SURSHUW\�EXEEOH�
smacked of extreme complacency, if not arrogance. Anyway, as with all 

booms, this one ended in bust—but a bust that nearly took the whole 

¿QDQFLDO�V\VWHP�ZLWK�LW��0RUWJDJH�FRPSDQLHV�DQG�RULJLQDWRUV�RI�PRUWJDJH�
backed securities, mostly Wall Street stalwarts, failed to appreciate that 

house prices could go down as well as up. Their fellow bankers in Hong 

Kong could have taught them otherwise. But the experience of the last 
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60 years in the U.S. suddenly reversed. The collateralized debt obligation 

models couldn’t cope with a negative price input. Large swathes of 

mortgage-backed assets became worthless. 

By 2007 the U.S. was in recession but the worst of the crisis, which had 

then spread to Europe, hit in 2008. Unlike the Asian Crisis, though, 

there was no IMF discipline imposed on recalcitrant Western central 

bankers. Instead, the response to crisis was to bail out the system, not 

with penal interest rates like those applied in Mexico, Asia, Russia, Brazil, 

and Argentina in the previous decade, but with the cheapest money ever 

produced. Moreover, central banks didn’t wait for low interest rates to 

encourage new loan demand: they just printed money out of thin air 

(quantitative easing) and bought government and other assets to “liquify” 

the system. Self-awareness and acceptance of error are not a feature of 

Western central bank policymaking.

But this was an entirely new response to economic crisis. The old notion of 

commercial banks being bailed out, but only with penal interest rates and 

severe strings attached, was jettisoned unceremoniously. Instead, it was 

VDYHUV�WKDW�ZHUH�DEDQGRQHG��7KRVH�RQ�¿[HG�LQFRPHV�ZKR�KDG�VDYHG�IRU�ROG�
DJH�IRXQG�WKHPVHOYHV�ZLWK�QR�LQFRPH�ÀRZ�DV�EDQN�GHSRVLW�UDWHV�GURSSHG�WR�
]HUR��7KULIW�DQG�FDUHIXO�¿QDQFLDO�SODQQLQJ�ZHUH�GHHPHG�WKH�HQHP\��6DYLQJ�
was bad, borrowing was good. Fiscal discipline was out, risk taking was in.

The advanced economies recovered from the 2008-09 recession—although 

the role of China in producing much of the demand for that recovery is 

conveniently ignored nowadays—and pushed corporate and government 

debt levels to new highs in the aftermath (further reducing the ability of 

central banks to normalize interest rate policy). There were hiccups along 
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the way, especially in southern Europe, but the process seemed to be 

relatively seamless and, apart from those pesky savers, relatively painless. 

The promise at the outset of the era of extraordinary easy monetary policy 

was that central bank balance sheets would return to pre-crisis levels when 

“the time is right.” It turns out that over the course of the last 14 years, 

the time was never right. As soon as central banks began to “normalize” 

monetary policies, strains in the system appeared quickly. Instead of the 

Fed’s balance sheet shrinking, new rounds of quantitative easing were 

required to keep the system from imploding. A good primer on what has 

gone on behind the scenes in private equity and the repo market in the last 

few years is the book by Christopher Leonard, The Lords of Easy Money. It 

is well worth a read. 

And as close-to-zero interest rates have persisted, the rise of zombie 

companies has become global. By 2016 the Bank for International 

Settlements (BIS) estimated that 15% of companies listed on advanced 

HFRQRP\�VWRFN�PDUNHWV�HDUQHG�OHVV�LQ�DQQXDO�SUR¿WV�WKDQ�WKH�LQWHUHVW�
payments on their debt. Research undertaken by the Organisation for 

Economic Co-operation and Development (OECD) has shown that zombie 

FRPSDQLHV�VWLÀH�HFRQRPLF�YLEUDQF\�E\�KRDUGLQJ�ODERU��XVLQJ�UHVRXUFHV��
and accessing capital through the banking system to the detriment of 

potential startups. Both economic growth and investment spending are 

reduced as a result. The long-term consequences of avoiding a shakeout 

in the recovery phase of the cycle, i.e., the crisis, was lower growth, lower 

productivity, and lower company formation rates. 
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New Spots Now?
7KH�HFRQRPLF�DQG�¿QDQFLDO�FULVLV�RI���������KDV�QHYHU�EHHQ�WUXO\�
addressed. The world has moved from easy money policies to ultra-

easy money policies, and then, in a coup de grace, to the response to the 

COVID-19 pandemic. Buoyed by the experience of the 12 years following 

WKH�FULVLV�ZKHQ�FRQVXPHU�SULFH�LQÀDWLRQ²DOWKRXJK�QRW�DVVHW�SULFH�
LQÀDWLRQ²KDG�UHPDLQHG�DW�ED\��FHQWUDO�EDQNV�DQG�JRYHUQPHQWV�WKRXJKW�
they could continue to tempt fate. In 2020 central bank balance sheets 

H[SORGHG�WR�QHZ�KLJKV��¿VFDO�GH¿FLWV�DOVR�KLW�UHFRUGV��DQG�LQWHUHVW�UDWHV�
were pushed towards negative territory in Europe (following Japan’s lead 

and experience—which could hardly have been taken as a positive by any 

VDQH�SHUVRQ���$V�ZH�DOO�QRZ�NQRZ��FRQVXPHU�SULFH�LQÀDWLRQ�UHVSRQGHG�WKLV�
time round, well and truly accommodated by the money printed by the 

central banks. 

As a result, interest rates have been forced up and the Federal Reserve 

promises that it will deliver on quantitative tapering. The jury is still out on 

whether it will be able to deliver in that regard. The lesson is clear: markets 

are nervous about any sustained monetary policy tightening because they 

know that the debt overhang of 2008 has never been addressed; in fact, it 

has worsened. 

Asian countries in 1997 were forced to take the hard medicine of IMF 

conditionality, austerity, recession, and cleansing. They have been the 

better for it in the last two decades, and remain some of the soundest 

countries in the world as regards government debt and growth potential.
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Western countries, following the Financial Crisis, took every step possible 

to avoid pain and the “recovery” that Rothbard described as depression. 

This has placed them in the unenviable position of being unable to 

restart the creative destructive process without extreme pain. The Global 

Financial Crisis was an opportunity missed in the West. The “rise” from 

that crisis is likely to produce one of the worst global depressions in the 

last 100 years in 2023 and 2024. 

/   2.3  A Tale of Two Crises
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&KDQJH�LV�WKH�RQO\�FRQVWDQW²LW�LV�DOPRVW�D�FOLFKp��EXW�LW�LV�DOVR�D�XQLYHUVDO�
truth.

:LWK�LWV�ZHOO�HDUQHG�UHSXWDWLRQ�DV�RQH�RI�WKH�ZRUOG¶V�PRVW�LQÀXHQWLDO�
¿QDQFLDO�FHQWHUV��+RQJ�.RQJ�DFWLYHO\�EXLOGV�RQ�LWV�FRPSHWLWLYHQHVV�DQG�
strength to ensure its spot as a leader. While Hong Kong continues to stand 

at the time of writing as one of the top three leaders in the Global Financial 

Centre Index (HKSAR, 2022) 2 , the past 30 years included many ups and 

downs amid the success of the city.

The development of Hong Kong is unique. Riding and thriving on its 

unrivalled advantage as the gateway to and from the mainland China 

PDUNHW��WKH�FLW\�KDV�HYROYHG�IURP�LWV�KXPEOH�URRWV�DV�D�¿VKLQJ�YLOODJH��LQWR�
a thriving port, a manufacturing powerhouse, and, now, a world-class 

LQWHUQDWLRQDO�¿QDQFLDO�KXE��7KH�URDG�WR�VXFK�YDOXH�DGG�HQKDQFHPHQW��
however, has not been linear.

2.4



RISE FROM CRISES

6XFFHVV�)RUPXOD��$JLOLW\�DQG�5HVLOLHQFH
,W�LV�XQGHQLDEOH�WKDW�WKH�¿QDQFLDO�ZRUOG�KDV�HYROYHG�GUDPDWLFDOO\�RYHU�
the past three decades. From key events such as the burst of the dotcom 

bubble in the early 2000s and the meltdown of economies amid the 

Global Financial Crisis (GFC), to the lingering challenges presented 

E\�WKH�3DQGHPLF�OHG�&ULVLV�EHJLQQLQJ�LQ�������+RQJ�.RQJ¶V�¿QDQFLDO�
services sector has faced many challenges. Coupled with the advent of 

new phenomena and developments, such as the increasing connectivity 

EHWZHHQ�PDLQODQG�&KLQD�DQG�RWKHU�LQWHUQDWLRQDO�¿QDQFLDO�PDUNHWV��WKH�
accelerated adoption and advancement of technology, and the emergence of 

QHZ�RSSRUWXQLWLHV�DURXQG�VXVWDLQDELOLW\�DQG�¿QWHFK�UHODWHG�PDWWHUV��WKHVH�
H[SHULHQFHV�KDYH�VKDSHG�DQG�UHVKDSHG�WKH�ZRUOG�DQG�WKH�¿QDQFLDO�VHUYLFHV�
industry, including that of Hong Kong, multiple times.  

While these events and challenges might have brought severe and 

QHJDWLYH�LPSDFWV�RQ�RXU�HFRQRP\�DW�GL̆HUHQW�WLPHV��WKH\�DOVR�WDXJKW�XV�
a few lessons and showcased Hong Kong’s agility and resilience as our 

strengths. It was exactly Hong Kong’s agility and resilience, together with 

LWV�VROLG�¿QDQFLDO�IRXQGDWLRQ��WKDW�OHG�WKH�FLW\¶V�UHVXUJHQFH��UHERXQG��DQG�
emergence from adversity time and again. 

The challenges we faced were indeed the agents of change, catalysing the 

advancement of our market in many ways. For instance, as a result of the 

GFC, governments and regulators around the world have put stronger 

emphasis on investor education and information disclosure, which has 

since led to enhanced sophistication of clients (Klapper, Lusardi & Panos, 

2012).3 Businesses and practitioners, on the other hand, might not be 

so welcoming to such changes, given the added cumbersome and costly 

administrative burden. This explains why we are of the view that serious 

considerations should be given to the design of regulatory frameworks. 
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,Q�VKRUW��VWULNLQJ�D�¿QH�EDODQFH�EHWZHHQ�PDUNHW�GHYHORSPHQW��
innovativeness and investor protection—no matter that they do not appear 

to be mutually exclusive—is necessary, for it can keep a market’s agility 

and resilience intact.

Lessons from the GFC: 
:HLJKWLHU�5HJXODWRU\�%XUGHQ�RQ�%XVLQHVVHV
$V�D�UHVXOW�RI�¿QDQFLDO�FULVHV²PRVW�QRWDEO\�WKH�UHFHQW�*)&²WKHUH�KDV�
been a proliferation of measures with the aim of preventing negative events 

IURP�KDSSHQLQJ�LQ�WKH�IXWXUH��$�ZLGH�UDQJH�RI�LQWHUQDWLRQDO�¿QDQFLDO�
regulatory reforms have been introduced, such as Basel III and the 

International Financing Reporting Standard 9 (Borio, Farag & Tarashev, 

2020).4�:LWK�WKH�LQWHUFRQQHFWLYLW\�RI�WKH�¿QDQFLDO�ZRUOG��PDUNHWV�DURXQG�
the world have acted accordingly and collectively. 

*LYHQ�LWV�VWDWXV�DV�WKH�OHDGLQJ�LQWHUQDWLRQDO�¿QDQFLDO�FHQWHU�LQ�WKLV�WLPH�
zone, Hong Kong is no exception. Local regulators followed the global lead 

RQ�PLWLJDWLQJ�¿QDQFLDO�ULVNV�DQG�VWUHQJWKHQLQJ�UHJXODWRU\�UHVSRQVH�WR�QHZ�
¿QDQFLDO�WUHQGV��7KH�LQWURGXFWLRQ�RI�WKH�SURIHVVLRQDO�LQYHVWRU�UHJLPH�LQ�
Hong Kong to ensure safeguards for retail investors, for instance, was a 

convenient example. A more recent illustration would be the Anti-Money 

Laundering and Counter-Terrorist Financing (Amendment) Bill (2022)5 

gazetted this year, aiming to ensure adequate investor protection for 

virtual asset investors.

Well-intended as they are, these new regulations have undoubtedly added 

administrative burdens and compliance costs to businesses operating 

LQ�HYHU\�PDUNHW��&XVWRPHUV�IRU�¿QDQFLDO�VHUYLFHV�QHHG�WR�HQGXUH�PRUH�
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cumbersome, undesired, and, at times, redundant and repetitive 

DGPLQLVWUDWLYH�SURFHGXUHV��,QYHVWRUV�LQ�VXFK�¿UPV�KDYH��WKHUHIRUH��EHHQ�
hurt with lower potential return, ceteris paribus. These are just some 

XQLQWHQGHG�VSLOO�RYHU�H̆HFWV�

We, as policy research professionals, call for proper regulatory impact 

assessment to be in place. While a well-thought-out regulatory and 

supervisory framework is recognized as the key to minimising damage 

from a crisis to the real economy, the need of maintaining market 

resilience should not be compromised (Liang, 2022). 6

7HFKQRORJ\��$�%OHVVLQJ�RU�D�&XUVH"
In recent years, digital transformation has become a major emerging 

WUHQG�LQ�WKH�¿QDQFLDO�VHUYLFHV�LQGXVWU\��:KLOH�WKH�QHW�LPSDFW�RI�WHFKQRORJ\�
advancement on the industry tends to be positive, the potential negative 

shocks to the economy should also be studied.

Rogers (2003)7�H[SODLQV�WKLV�E\�WKHRUL]LQJ�LW�DV�WKH�'L̆XVLRQ�RI�
,QQRYDWLRQV�IUDPHZRUN��WKDW�¿UPV�DQG�LQGLYLGXDOV�DGRSW�WHFKQRORJLHV�DW�
GL̆HUHQW�SKDVHV�IRU�D�YDULHW\�RI�UHDVRQV��$FFRUGLQJ�WR�7XQJ���������8
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5RJHUV��������LGHQWL¿HG�WKH�IRXU�NH\�HOHPHQWV�RI�DQ�LQQRYDWLRQ�
as the perception of innovations, communication channels, time, 

and social systems. As a long-standing theoretical framework, the 

GL̆XVLRQ�RI�LQQRYDWLRQV�WKHRU\�PDNHV�WKUHH�GLVWLQFW�FRQWULEXWLRQV�
LQ�WKH�DUHD�RI�VRFLDO�FKDQJH���D��GH¿QLQJ�WKH�DWWULEXWHV�RI�VXFFHVVIXO�
LQQRYDWLRQ�DGRSWLRQ���E��KLJKOLJKWLQJ�WKH�VLJQL¿FDQFH�RI�QHWZRUNV�
and peer-to-peer communications, and (c) comprehending 

GL̆HUHQW�QHHGV�RI�YDULRXV�XVHU�VHJPHQWV���S�����



Some may argue that the silver lining of the Pandemic-led Crisis is 

the expedited adoption of various technologies—from the skyrocketed 

popularity of videoconferencing to the rising global adoption of retail 

faster payment systems (BIS, 2021).9 Hong Kong, for instance, saw a total 

of 10.6 million registrations on the Faster Payment System, with a total 

HKD 32 million total turnover value in June 2022.10

To be sure, technology and innovation have brought a mix of 

XQSUHFHGHQWHG�RSSRUWXQLWLHV�DQG�FKDOOHQJHV�WR�WKH�¿QDQFLDO�VHUYLFHV�
industry. The growth of technology companies has caused seismic shifts 

for business operations, listing landscapes, and investment appetites. 

Notably, deal activities have been dominated by industries related to 

¿QWHFK��DUWL¿FLDO�LQWHOOLJHQFH��GLJLWDO�KHDOWKFDUH�DQG�PHGLFDO�GHYLFHV��
7DNLQJ�WKH�VFHQH�LQ�+RQJ�.RQJ�DV�DQ�H[DPSOH��LQ�WKH�¿UVW�KDOI�RI�������RI�
the total fundraising amount (HKD 17.8 billion) on the Stock Exchange of 

Hong Kong, 51% was contributed by tech, media and telecommunications, 

and healthcare/ life sciences companies (KPMG, 2022).11 The tech industry 

also averaged more than double the cross-industry average in terms of 

total shareholder return in 2021, according to BCG (2022).12

Even before the pandemic, with investors placing their bets on these 

companies, public concern over the implications of these businesses had 

heightened, particularly in relation to overvaluation of the sector (Dong, 

Hirshleifer & Teoh, 2017).13 Ultimately, any reversal of investor sentiment 

WRZDUGV�WKLV�VHFWRU�FRXOG�OHDG�WR�D�NQRFN�RQ�QHJDWLYH�ZHDOWK�H̆HFW��

Notwithstanding the implied risks, the pivotal role of these tech giants 

in expediting growth in our economy should be acknowledged. From our 

perspective, to ensure that growth of the sector will remain sustainable—
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WKDW�LV��WKDW�VXFK�LQQRYDWLYH�¿UPV�FDQ�FRQWLQXH�WR�GUDZ�LQYHVWPHQW�LQWHUHVW�
from long-term investors, which will directly or indirectly ensure that the 

FRVW�RI�¿QDQFLQJ�ZLOO�EH�PDQDJHDEOH²PHDQLQJIXO�SROLF\�H̆RUWV�VKRXOG�
FRPH�LQWR�SOD\�WR�ULQJIHQFH�LQYHVWRU�FRQ¿GHQFH��:KLOH�FRPSURPLVLQJ�WKH�
development of a value-adding sector should not be an option, potential 

GLVUXSWLRQ�WR�WKH�¿QDQFLDO�V\VWHP²WKH�OLIHEORRG�RI�WKH�UHDO�HFRQRP\²
should also be mitigated.

Preparing and Staying Ahead
&KDQJHV�DUH�LQHYLWDEOH��:KHQ�JOREDO�H̆RUWV�DUH�PRRWHG�WR�PDNH�FKDQJHV�
WR�WKH�UHJXODWRU\�IUDPHZRUN��LQYHVWRUV�DQG�SURIHVVLRQDOV�LQ�WKH�¿HOG�
are required to adapt swiftly. CFA Society Hong Kong, representing the 

CFA charterholders, one of the prominent groups of professionals who 

FRQWULEXWH�WR�WKH�XOWLPDWH�EHQH¿W�RI�VRFLHWLHV�ORFDOO\�DQG�JOREDOO\��VKRXOG�EH�
well prepared to adjust to these challenges and uncertainties.  

Be prepared and plan for the potential risks—crises happened in the 

past are good case studies. Government and individual attempts to 

meaningfully improve the resilience of economies and reduce the exposure 

to risks ahead of crises could thereby minimize the cost, impact, and 

duration of the crises (Rhee & Posen, 2013).14  To name a few, possible 

impacts that could lead to reciprocal impacts include, immediate reduction 

LQ�PDUNHW�OLTXLGLW\��DQG�ORVV�RI�FRQ¿GHQFH�LQ�WKH�FDSLWDO�KHOG�E\�¿QDQFLDO�
institutions. 

Be aware of the recurrence of crises, keeping abreast of market trends and 

VHFXODU�GHYHORSPHQWV²³:KDW�ZH�NQRZ�DERXW�WKH�JOREDO�¿QDQFLDO�FULVLV�LV�
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that we don’t know very much”, Paul Samuleson once said (The Globalist, 

2001).15  While we are no experts in dealing with these crises, the need 

to look beyond forecasts and to emphasize understanding and mitigating 

risks is critical (Kenny and Morgan, 2011).16  Spotting the early warnings, 

and reacting promptly and collectively, could be the best solution in 

achieving optimal results. 

In the evolving socioeconomic environment, the complexity of these 

challenges is aggravated. Good stewardship and high ethical standards 

are important at all times to secure trust and validate ambiguities. It is 

essential to recognize the legitimacy and limits of real-time assessment, 

and to adapt to changes through continuous innovation and learning. 

Against this backdrop, it is encouraging to see that CFA Society Hong Kong 

has been leading the industry and market practitioners to be prepared for 

the paradigm shifts of investing and adapting to disruption. For instance, 

WKH�FROODERUDWLRQ�ZLWK�&)$�,QVWLWXWH�WR�LQWURGXFH�WKH�³&HUWL¿FDWH�LQ�(6*�
Investing” in Hong Kong in 2021 is a remarkable support for members to 

better embrace changes and stay at the forefront. 

These are the crises of our time. Going from strength to strength, we shall 

continue to deliver the highest standards of excellence and empower the 

investment industry to realize the greatest potential of Hong Kong and the 

world.
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,QWURGXFWLRQ
Investors, whether professional or amateur, who lived through the Asian 

Financial Crisis were viscerally impacted by the experience. The loss of 

value of investments is common but this was more than that despite being 

a very large loss of value. The MSCI Asia ex-Japan index fell 70% in USD 

terms. From 1995, belief in an Asian Economic Miracle was replaced by 

the fact of an Asian Financial Crisis and a condemnation, particularly by 

foreign investors, of something they now called “crony capitalism.” If truth 

be told, nothing had changed very much in how Asia worked, but foreign 

investors’ perceptions had been transformed from one form of illusion 

to another. Such a scale of transformation is not supposed to happen in 

FDSLWDO�PDUNHWV��$�WUDGLWLRQDO�HGXFDWLRQ�LQ�¿QDQFH�LV�EDVHG�XSRQ�D�EHOLHI�
LQ�D�KLJK�GHJUHH�RI�ḢFLHQF\�LQ�FDSLWDO�SULFLQJ��LI�QRW�FRPSOHWH�ḢFLHQF\��
However, there was little that was rational about the boom that pushed 

PRVW�$VLDQ�DVVHW�SULFHV�VKDUSO\�KLJKHU�LQ�WKH�¿UVW�KDOI�RI�WKH�����V��7KHUH�
was little that was rational about the willingness of investors to see only 

structural ruin in Asia in the summer of 1998 and sell assets at what 

turned out to be ridiculously low valuations. My book The Asian Financial 

Crisis 1995-98: Birth of The Age of Debt maps the crisis, but importantly, 

in my opinion, maps the change in consensus opinions over the period. 

+LVWRU\�UDUHO\�UHFRUGV�WKH�HUURUV�RI�UHDVRQ�E\�WKRVH�ZKR�ORVH�LQ�¿QDQFLDO�
markets, yet it is mistakes about the future that result in the overvaluation 

and undervaluation of equities. In the following extracts from the book, 

you will get some feeling for the scale of errors involved as a miracle 

became a bust, and also the hysteria that ensues when to some “the sky is 

falling.” They don’t tell you about the screaming on the roller coaster that is 

D�PDMRU�HTXLW\�EHDU�PDUNHW�LQ�¿QDQFLDO�WH[WERRNV��<RX�ZLOO�KHDU�VRPH�RI�LW��
however, in the extracts from The Asian Financial Crisis 1995-98: Birth of 

The Age of Debt that now follow: 
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**********************************************************************

The end of the so-called Asian economic miracle and the events of 

the Asian Financial Crisis were about much more than money. They 

ZHUH�DERXW�D�FRQÀLFW�EHWZHHQ�YHU\�GL̆HUHQW�VRFLHWLHV�IRXJKW�RQ�WKH�
EDWWOHJURXQG�RI�FDSLWDO�PDUNHWV��,W�ZDV�WKH�¿UVW�PDMRU�EDWWOH�LQ�D�ZDU�WKDW�
continues to this day and will shape the rest of the 21st century. It is a 

war that was instigated by a Thatcher/Reagan revolution that launched 

a new form of capitalism that sought to change the world, armed with 

H[FHVVLYH�DPRXQWV�RI�GHEW��LQ�SXUVXLW�RI�SUR¿W��:KLOH�LQLWLDOO\�LW�ORRNHG�
like an old form of what might be called laissez-faire capitalism, it very 

TXLFNO\�EHFDPH�D�QHZ�IRUP�RI�FDSLWDOLVP�SUREDEO\�EHVW�ODEHOOHG�¿QDQFLDO�
capitalism. It was a form of capitalism that combined individualism 

with the aggressive use of balance sheet management for primarily 

SHUVRQDO�SUR¿W��$V�HDUO\�DV�������0LFKDHO�0LONHQ�ZDV�KHOSLQJ�FRUSRUDWH�
America supercharge returns through the issuance of a record amount 

RI�VSHFXODWLYH�FUHGLW�LQVWUXPHQWV�NQRZQ�DV�MXQN�ERQGV��7KH�SDUWLFXODU�
EHQH¿FLDULHV�RI�WKLV�IRUP�RI�¿QDQFLDO�HQJLQHHULQJ�ZHUH�FRUSRUDWH�
management and incentives were soon put in place, primarily in the 

form of stock options, to incentivize such behavior. The world has seen 

speculative corporate debt binges before, but this one was launched in 

D�SHULRG�ZKHQ�LQWHUHVW�UDWHV�KDG�MXVW�EHJXQ�D�GHFOLQH�WKDW�ZRXOG�ODVW�
40 years. The heady mix of ever cheaper debt combined with ever more 

VWRFN�RSWLRQV�LQFHQWLYL]HG�FRUSRUDWH�PDQDJHPHQW�WR�H[SRUW�¿QDQFLDO�
capitalism to the world. A simple narrative developed that it would sweep 

all before it.

7KH�ULVH�RI�¿QDQFLDO�FDSLWDOLVP�RFFXUUHG�DV�WKH�%HUOLQ�:DOO�IHOO�DQG�
Communism collapsed. It was widely assumed that the rest of the world 

ZRXOG�DGDSW�WR�D�FDSLWDOLVW�V\VWHP�DQG�WKH�QHZ�¿QDQFLDO�FDSLWDOLVP�
IRXQG�LWVHOI�ZLWK�D�VHHPLQJ�P\ULDG�RI�RSSRUWXQLWLHV�IRU�SUR¿W�DQG��LW�ZDV�
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argued, only weak competition. The fact that many stock markets across 

the world, closed primarily by Communist regimes, had reopened was 

one signal that the change to a more capitalist structure was underway. 

However, these were dangerous surface signals because in many societies 

the new form of capitalism spreading from the U.S. was incompatible 

with local societal beliefs and structures. Each society in Asia was 

GL̆HUHQW�LQ�LWV�RZQ�ZD\��EXW�LQ�1RUWK�$VLD�LQ�SDUWLFXODU��WKHUH�ZDV�D�PXFK�
more communal approach to societal organization that could not and has 

QRW�EHHQ�UHFRQFLOHG�ZLWK�¿QDQFLDO�FDSLWDOLVP��7KLV�ERRN�FKDUWV�WKH�EDWWOH�
EHWZHHQ�WKH�QHZ�¿QDQFLDO�FDSLWDOLVP�DQG�WKH�YDULRXV�RWKHU�IRUPV�RI�
capitalism that existed then and still exist across Asia.

7KH�$VLDQ�)LQDQFLDO�&ULVLV�ZDV�IRU�PDQ\�D�YLFWRU\�IRU�¿QDQFLDO�
capitalism over the various forms of Asian capitalism. This book will 

explain why in fact there was no such victory. Asian capitalism adapted 

EXW�IXQGDPHQWDOO\�GLG�QRW�FKDQJH��,Q�1RUWK�$VLD�LQ�SDUWLFXODU��WKHLU�IRUP�
of social capitalism was strengthened by the confrontation in 1998 that 

OHIW�WKHP�ZLWK�VLJQL¿FDQWO\�XQGHUYDOXHG�H[FKDQJH�UDWHV�DQG�EHQH¿WLQJ�
from the new debt-charged consumption growth of the developed 

world. The Asian Financial Crisis set the scene for an age of debt in the 

developed world and this brought crises that have forced developed 

JRYHUQPHQWV�WR�FRQIURQW�¿QDQFLDO�FDSLWDOLVP�LQ�WKHLU�RZQ�EDFN\DUGV��
7KH�UHVXOW�LV�WKDW�WKH�DJH�RI�¿QDQFLDO�FDSLWDOLVP�LV�HQGLQJ�DQG�VRPHWKLQJ�
more akin to the social capitalism of Asia is being created. This book 

looks at that battle fought in the capital markets in Asia in 1998 and 

explains how a seemingly lost battle set the scene for the dangerous 

RYHUH[WHQVLRQ�RI�¿QDQFLDO�FDSLWDOLVP��,Q�WKDW�RYHUH[WHQVLRQ��¿QDQFLDO�
FDSLWDOLVP�UHDFKHG�H[WUHPHV�WKDW�OHG�WR�¿QDQFLDO�FROODSVH�DQG�VRFLHWDO�
repercussions that were ultimately unacceptable to both peoples and their 
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political representatives. When the history of the 21st century is written, 

it will begin with the Asian Financial Crisis of 1998, which created 

JOREDO�¿QDQFLDO�FRQGLWLRQV�WKDW�FUHDWHG�WKH�DJH�RI�GHEW�DQG�WULJJHUHG�D�
structural shift to a new form of social capitalism in the developed world. 

The repercussions from events in Asia in 1998 have been and will be much 

ZLGHU�WKDQ�PHUHO\�¿QDQFLDO�

**********************************************************************

,Q�+RQJ�.RQJ�DW�PLGQLJKW�RQ����-XQH�������WKH�IRUPHU�FRORQ\�ZDV�KDQGHG�
back to China. I attended a party in a hotel suite with a view across 

Victoria Harbor. We watched the ceremony live on television and for me 

the most dramatic moment was when members of the PLA, now based 

MXVW�D�IHZ�EORFNV�DZD\�IURP�ZKHUH�,�VWRRG��PDUFKHG�RQWR�WKH�VWDJH�RI�WKH�
Hong Kong International Convention Centre.

7KH�QH[W�GD\«�WKH�7KDLV�FKRVH�WKH�HDUO\�PRUQLQJ�RI���-XO\�WR�DQQRXQFH�
the devaluation of their currency.

It was a very strange feeling when I heard the announcement. In some 

ways it was a vindication of opinions I had held for the past few years. 

However, it was also clear that the economic, social and political 

consequences of the move would be terrible for the people of Thailand, not 

MXVW�IRU�LQYHVWRUV�LQ�WKH�7KDL�VWRFN�PDUNHW��,W�ZDV�QRW�DV�LI�WKLV�PRYH�E\�WKH�
Thais meant a victory lap and retirement, it meant even more work.

The end of certainty produces volatility. When historical relationships 

EUHDN�GRZQ��PDUNHW�SDUWLFLSDQWV�¿QG�WKHPVHOYHV�ZLWKRXW�JXLGDQFH�DQG�
looking for the new relationships which are the new certainties. In the 

LQWHUYHQLQJ�SHULRG�RI�ÀX[��PRVW�HVWDEOLVKHG�UHODWLRQVKLSV�DUH�OLNHO\�WR�
be challenged. At some stage there will appear to be few certainties, and 

great opportunities are created.
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7KDW�SURYHG�WR�EH�DQ�DFFXUDWH�VWDWHPHQW��EXW�WKH�SUREOHP�ZDV�WKDW�P\�MRE�
ZDV�WR�¿QG�VRPH�RI�WKRVH�³QHZ�UHODWLRQVKLSV´�DQG�WR�ULQJ�WKH�EHOO�ZKHQ�
WKRVH�³JUHDW�RSSRUWXQLWLHV´�PDWHULDOL]HG��:KLOH�VRPH�RI�WKH�ROG�VNLOOV�,�
had learned could be useful, there were new skills to be learned if I was to 

have any chance of advising institutional investors what was to happen 

after ‘The End of Certainty’. So far all we had come up with was some 

basic discount analysis that suggested the Southeast Asian markets were 

grossly overvalued. However, the two key inputs in those calculations, the 

discount rate and corporate earnings growth rates, were themselves now 

VXEMHFW�WR�KXJH�XQFHUWDLQW\�
**********************************************************************

2QH�GD\��*DU\�&RXOO�FDPH�WR�P\�ṘFH�DQG�VDLG�WKDW�LI�,�UHDOO\�EHOLHYHG�
this so strongly, I should write an article for the South China Morning 

Post, explaining my reasoning. The article I wrote was published by 

the South China Morning Post on 27 October, the same day the Dow 

-RQHV�,QGH[�SRVWHG�LWV�ODUJHVW�HYHU�SRLQWV�GHFOLQH�WR�WKDW�GDWH��GULYHQ�
by expectations of further exchange rate devaluations in Asia, and the 

consequences for both global credit quality and economic growth:

The six million people of Hong Kong represent the services 

economy of 1.2 billion people of China. That hinterland is 

still the home of the world’s cheapest labor. Following the 

recent adjustments in Southeast Asia the hourly wages of 

Shanghai are 90 U.S. cents per hour, still only half that of 

Indonesia and a third that of Thailand… It seems to be going 

largely unnoticed that one of the world’s great economic 

powers has just altered its macroeconomic policy with the 

aim of supporting a minor currency. We are talking about 

the decision by China to reduce interest rates and stimulate 

//
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7KDW�DUWLFOH�ZDV�ZHOO�WLPHG��DQG�E\����2FWREHU��WKH�6RXWK�&KLQD�0RUQLQJ�
3RVW�GHFODUHG�³%XOOLVK�EURNHUDJHV�IXHOOHG�EXQJHH�UHERXQG�́ �FLWLQJ�WKDW�
���2FWREHU�DUWLFOH�DPRQJ�RWKHU�VLPLODU�RSWLPLVWLF�FRPPHQWDU\��%\����
October, the overnight deposit rate in Hong Kong was back to where it 

KDG�EHHQ�RQ���2FWREHU��YHU\�FORVH�WR�8�6��OHYHOV��7KLV�¿UVW�VHULRXV�EDWWOH�WR�
defend the peg had been successful, but there was to be another and much 

more serious battle in the summer of 1998.

I had noted in this article in the South China Morning Post that a key 

reason to invest in Hong Kong was that China was cutting interest rates 

to stimulate growth in China and to support growth in Hong Kong. That 

this would not lead to a devaluation of the renminbi did not seem to be 

an outlandish forecast, as China already had a large stockpile of foreign 

reserves and a current account surplus that was 4% of its GDP.

68

demand to support the Hong Kong dollar. China’s aggressive 

FXW�LQ�OHQGLQJ�UDWHV�VKRZV�WKH�SROLWLFDO�ZLOOLQJQHVV�WR�UHÀDWH�
and the belief in the need for easy money… In this rich man’s 

panic nobody seems prepared to ask: ‘What happens if the 

foreign investor stops selling?’ The answer is that we probably 

revert to net buying of Hong Kong dollars as the proceeds 

from the labor of Hong Kong’s seven million mainland 

HPSOR\HHV�FRQWLQXH�WR�ÀRZ�LQWR�+RQJ�.RQJ�GROODUV�«�,Q�D�
ZRUOG�ZKHUH�GHÀDWLRQ�ORRPV��VKRXOGQ¶W�\RX�DOLJQ�\RXU�ZHDOWK�
ZLWK�WKRVH�FRPSDQLHV�ZKR�EHQH¿W�IURP�DFFHVV�WR�WKH�ZRUOG¶V�
FKHDSHVW�ODERU"�7KH�FRPPDQGLQJ�KHLJKWV�RI�WKH�¿QDQFLDO�
capital of these 1.2 billion people are now going for a song.

³+.�HFRQRP\�LV�OLYLQJ�LQ�D�GL̆HUHQW�ZRUOG�́ �6RXWK�&KLQD�

0RUQLQJ�3RVW�����2FWREHU�����
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11 February 1998, Hong Kong

Seasons come and seasons go...However, I continue to 

encounter among investors a deep lurking fear which appears 

to be almost primordial in its origins. There is a belief in 

a werewolf, a bogeyman, a banshee who will prevent such 

stability. While those were some of his guises in previous 

generations, today he is called the hedge fund manager…

This is a modern myth. Hedge fund managers go to great 

lengths to conceal their movements from their competitors, 

like any other investor. They are market participants like 

others and thus they do get it wrong. They buy as well as sell. 

Most crucially, they exploit fundamental weaknesses to move 

PDUNHWV�DQG�JDLQ�SUR¿WV��7KHLU�ELJJHVW�FRXSV�KDYH�DOO�EHHQ�
based upon the probing and revealing of such weaknesses…

The weakness has been exploited and the currency board 

system is now working to produce an increased position of 

strength. This return to strength will also be based on capital 

LQÀRZV��,W�LV�P\�EHOLHI�WKDW�WKLV�VWUHQJWK�ZLOO�EH�VLJQL¿FDQWO\�

//
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&KLQD�ZDV�LQ�D�YHU\�GL̆HUHQW�SRVLWLRQ�IURP�ZKHQ�LW�KDG�ODVW�GHYDOXHG�
its exchange rate. However, as the October 1997 crisis passed and 1998 

wore on, investors began to lose faith that China could provide economic 

stimulus while also maintaining a stable exchange rate. That change in 

RSLQLRQ�ZDV�WR�SURGXFH�DQRWKHU�PDMRU�VXUJH�LQ�+RQJ�.RQJ�LQWHUHVW�UDWHV�
DQG�DQRWKHU�PDMRU�GHFOLQH�LQ�WKH�SULFH�RI�+RQJ�.RQJ�HTXLWLHV��(YHQ�IURP�
LWV�ORZV�LQ�2FWREHU�������WKH�+DQJ�6HQJ�,QGH[�ZDV�WR�IDOO�D�IXUWKHU�����
EHIRUH�LW�ERWWRPHG�RQ����$XJXVW�������:K\�LW�ERWWRPHG�RQ�WKDW�)ULGD\�LQ�
August was one of the greatest surprises of the entire crisis.

**********************************************************************



There was in fact very good reason to fear the reaper in the form of the 

KHGJH�IXQG�PDQDJHU��(YHQ�ZLWK�D�PDMRU�LPSURYHPHQW�LQ�+RQJ�.RQJ¶V�
external accounts under way, the hedge funds did return both to short 

the Hong Kong dollar and to short Hong Kong equities simultaneously. 

By doing this they drove up interest rates, and this pushed the price of 

Hong Kong equities lower—a mechanism they had seen in action both in 

2FWREHU������DQG�LQ�-DQXDU\������

,�FRQWLQXHG�WR�WKLQN�WKDW�LW�ZDV�³OXQDWLF´�WR�VKRUW�WKH�+RQJ�.RQJ�GROODU��
given the rapid improvement in Hong Kong’s external accounts, but I did 

QRW�FRQVLGHU�WKDW�WKLV�VKRUW�ZRXOG�MXVW�EH�D�PHFKDQLVP�WKURXJK�ZKLFK�
SUR¿WV�ZHUH�PDGH�HOVHZKHUH��7KH�VR�FDOOHG�³GRXEOH�SOD\´�RI�VKRUWLQJ�
ERWK�WKH�+RQJ�.RQJ�GROODU�DQG�WKH�+DQJ�6HQJ�,QGH[�FUHDWHG�SUR¿WV�IURP�
shorting equities as interest rates soared, as the currency board system 

acted to ensure the stability of the exchange rate.

A devaluation of the Hong Kong dollar did not have to be forced to create 

D�SUR¿W�IURP�WKH�³GRXEOH�SOD\�́ �+RZ�WKH�³GRXEOH�SOD\´�ZDV�HYHQWXDOO\�
WKZDUWHG�E\�JRYHUQPHQW�LQWHUYHQWLRQ�VWXQQHG�WKH�ZRUOG�RI�¿QDQFH�
**********************************************************************

ERRVWHG�QH[W�PRQWK�DV�=KX�5RQJML�FODUL¿HV�KLV�SRVLWLRQ�RQ�
infrastructure spending, low-cost housing investment and 

easier monetary policy. Then the foreign investor will see 

a political commitment to sustaining and in due course 

boosting economic growth in China…Weakness comes and 

weakness goes. “Seasons don’t fear the reaper.”

µ'RQ¶W�)HDU�WKH�5HDSHU¶��7KH�6ROLG�*URXQG�1HZVOHWWHU�����

)HEUXDU\�����
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After a mild contraction in late 1998, the boom in Chinese exports 

FRQWLQXHG�WKURXJK������DQG�LQWR�������:KHQ�&KLQD�ZDV�DOORZHG�WR�MRLQ�
the World Trade Organization (WTO) in December 2001, the export boom 

accelerated even further. The capitalists of Hong Kong played a huge role 

in funding and managing that boom, and local mainland business owners 

were soon as adept, if not more so, in the game of investing capital to 

maximize returns.

17 March 1998, Regional 

…As with the collapse of Rome, even the very heartland of 

capitalism…saw an eradication of free market capitalism 

during these ‘dark ages’. However, free market capitalism 

was not eradicated. It survived at the fringes of the global 

economy. Eventually, following decades of disorder, new 

disciples for free market capitalism appeared. One such 

disciple, Milton Friedman, claimed in his treatise Right To 

Choose that he had discovered the last working remnant 

of free market capitalism on a little island called Hong 

Kong….one man is widely credited with the preservation of 

the laissez-faire system in this colonial outpost: Sir John 

&RZSHUWKZDLWH��¿QDQFLDO�VHFUHWDU\�����������7R�TXRWH�
Professor Alvin Rabhushka, Sir John was: [b]rilliant, 

well-trained in economics…I will raise a glass to Sir John 

&RZSHUWKZDLWH��WKH�JUHDW�UHXQL¿FDWLRQ�DQG�WKH�EUHDNWKURXJK�
to Northumberland. 

µ6DLQW�3DWULFN��6LU�-RKQ�&RZSHUWKZDLWH�DQG�WKH�

%UHDNWKURXJK�WR�1RUWKXPEHUODQG¶��³7KH�6ROLG�*URXQG�

1HZVOHWWHU �́����0DUFK�����

//
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7KH�³JUHDW�UHXQL¿FDWLRQ´�GLG�RFFXU��EXW�LW�ZDV�EHWZHHQ�+RQJ�.RQJ�DQG�
&KLQD��6LU�-RKQ�&RZSHUWKZDLWH¶V�OHJDF\��ZKLFK�FUHDWHG�D�FRORQ\�ZLWK�
OLPLWHG�JRYHUQPHQW�LQWHUIHUHQFH�LQ�EXVLQHVV��ZDV�WR�KDYH�D�PDMRU�LPSDFW�
in speeding up the economic development of China. That Hong Kong 

ZRXOG�EH�WKH�PDMRU�EHQH¿FLDU\�IURP�WKH�FRQWLQXHG�HFRQRPLF�UHIRUP�LQ�
China was really not questioned by anyone in 1998, but it did not stop the 

GUDLQ�DQG�WKHQ�ÀRRG�RI�FDSLWDO�IURP�WKH�6$5�WKURXJK�WKH�HQG�RI�VSULQJ�
and into summer 1998.

Investors were convinced that the devaluations elsewhere in Asia had left 

the Hong Kong dollar very overvalued, and this consideration more than 

RXWZHLJKHG�WKH�SRVLWLYHV�WKDW�ÀRZHG�WR�WKH�6$5�IURP�LWV�OLQNV�WR�&KLQD��$V�
spring turned to summer, investors increasingly thought the unthinkable: 

that China, far from being an asset for Hong Kong, was a huge liability, 

as it would have to devalue the renminbi.

**********************************************************************

From the end of August 1998 interest rates had been ticking up again in 

Hong Kong. It was widely understood that this was the result of what was 

NQRZQ�DV�WKH�³GRXEOH�SOD\´�«

I had argued from September 1997 that such a play would not be 

attempted because it would fail... It was clear that some investors 

disagreed with my prognosis that the improvement in Hong Kong’s 

external accounts made further attacks on the currency board system 

IXWLOH��DQG�E\�$XJXVW������WKH�³GRXEOH�SOD\´�ZDV�EDFN�RQ��,W�LV�QRW�FOHDU�
MXVW�KRZ�PXFK�PRQH\�ZDV�ERUURZHG�WR�DFKLHYH�WKH�DLP�RI�SXVKLQJ�
interest rates higher by selling Hong Kong dollars, but it was enough to 

SXVK�LQWHUHVW�UDWHV�KLJKHU�DQG�E\����$XJXVW�WKH\�ZHUH�����ES�KLJKHU�WKDQ�
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8�6��UDWHV��7KH�WDFWLF�ZDV�ZRUNLQJ��EHFDXVH�LQ�WKH�¿UVW�QLQH�WUDGLQJ�GD\V�
of August the Hang Seng Index had fallen by 16%. 

Sometime in that period Gary Coull came to see me and said that someone 

connected with the government had asked if we might have any ideas 

DERXW�ZKDW�FRXOG�EH�GRQH�WR�FRXQWHUDFW�WKH�VR�FDOOHG�³GRXEOH�SOD\�́ �,�RQO\�
had one idea, and that was that China could announce it was diversifying 

some of its U.S. dollar foreign exchange reserves into Hong Kong dollars. 

7KH�SURVSHFW�RI�VXFK�LQÀRZ�LQWR�WKH�+RQJ�.RQJ�GROODU�ZRXOG��,�DUJXHG��
PRUH�WKDQ�GHWHU�FDSLWDO�RXWÀRZ��NHHS�LQWHUHVW�UDWHV�ORZ�DQG�SUHYHQW�DQ\�
SUR¿WV�EHLQJ�PDGH�LQ�VKRUWLQJ�WKH�+DQJ�6HQJ�,QGH[«�,�ZURWH�D�EULHI�
paper on that idea which went to Gary, and that was the last I heard of 

that. Somebody, though, did have an idea that was to be actioned, and 

WKDW�DFWLRQ�UHDOO\�KRUUL¿HG�PDQ\�SHRSOH�LQ�WKH�¿QDQFLDO�PDUNHWV��LQ�+RQJ�
Kong and well beyond. 

On the morning of Friday 14 August, representatives of the SAR’s three 

largest stockbrokers were called to a breakfast meeting at the China 

Club in Hong Kong. They were invited by the local government’s Finance 

%XUHDX��EXW�ZHUH�VXUSULVHG�ZKHQ�WKH\�DUULYHG�WR�PHHW�1RUPDQ�&KDQ�RI�
the Hong Kong Monetary Authority (HKMA), the body that operated the 

currency board system. The HKMA placed large buy orders for Hong 

Kong equities that morning. Those purchases were to be carried out in 

secret that day, and the buying was to last for ten days. The plan was 

WR�GHSULYH�WKH�VSHFXODWRUV�RI�WKH�SURVSHFW�RI�SUR¿WLQJ�IURP�WKHLU�VKRUW�
position on the Hang Seng Index, and thus nullify their prospects of 

SUR¿WV�IURP�WKH�GRXEOH�SOD\²WKHLU�FRVW�RI�ERUURZLQJ�+RQJ�.RQJ�GROODUV�
had already risen to make one part of the trade less attractive. If the plan 

worked, the speculators would be forced to close down their shorts on 

both the Hong Kong dollar and the Hang Seng Index, and interest rates 
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would return to normal. It worked, and the Hang Seng Index rose that 

day, and so far it has never returned to the levels witnessed at the height 

RI�WKH�³GRXEOH�SOD\�́ �7KH�+DQJ�6HQJ�,QGH[�URVH������WKDW�)ULGD\��DQG�
after the close the Hong Kong government announced the plan. There 

ZDV�LQVWDQW�RXWUDJH��SDUWLFXODUO\�IURP�WKH�¿QDQFLDO�FRPPXQLW\��,W�ZDV�
seen as the end of Hong Kong by many. This was clearly the end of the 

³SRVLWLYH�QRQ�LQWHUYHQWLRQLVP´�WKDW�6LU�-RKQ�&RZSHUWKZDLWH�DQG�RWKHUV�
had bequeathed to Hong Kong. It was a sign that the state would be 

allocating resources and not the private sector. Alan Greenspan criticized 

WKH�DFWLRQ�DQG�0LOWRQ�)ULHGPDQ�FDOOHG�WKH�DFWLRQ�³LQVDQH�́ �&DSLWDO�RXWÀRZ�
from Hong Kong accelerated as this fear of what the apparent end of 

laissez-faire policies meant for the future of the SAR. So, while the Hang 

Seng Index continued to rise, Hong Kong interest rates went even higher 

and closed at a peak of 19% on 28 August.

7KHUH�ZHUH�PDQ\�LQ�¿QDQFLDO�PDUNHWV�ZKR�WKRXJKW�WKDW�WKLV�LQWHUYHQWLRQ�
would mean the end of the currency board system…

… I went downstairs and walked through Admiralty and stopped at 

HYHU\�EDQN�,�FRXOG�¿QG��:KDW�,�VDZ�ZHUH�LQGHHG�WKH�ODUJH�TXHXHV�RI�
people that I had been told about… However, there were also plenty of 

local people who were switching from U.S. dollars to Hong Kong dollars, 

JLYHQ�WKH�YHU\�DWWUDFWLYH�LQWHUHVW�UDWHV�WKHQ�RQ�R̆HU��,�FRXOG�VHH�WKH�
¿QDQFLDO�FRPPXQLW\�SDQLFNLQJ��EXW�,�GLG�QRW�VHH�WKH�SHRSOH�RI�+RQJ�.RQJ�
SDQLFNLQJ�DQG�WKH�FXUUHQF\�ERDUG�KHOG�¿UP��DQG�DV�RI�������WKH�+RQJ�
Kong dollar remains pegged to the U.S. dollar at its 1998 level.

74



RISE FROM CRISES

On 17 August Russia devalued the ruble, and on 19 August it defaulted 

on its foreign currency debt. Investors had bet against the exchange rate 

value of the Hong Kong dollar, but had bet big on the stability of the ruble 

EHFDXVH�5XVVLD�ZDV�³WRR�QXFOHDU�WR�IDLO�́ �,W�ZDV�D�EDG�PRQWK�WR�EH�LQ�WKH�
currency speculation business. When shocks of this magnitude occur 

and gearing is high, there is likely to be a casualty. It was the scale and 

SURYHQDQFH�RI�WKH�FDVXDOW\�WKDW�ZDV�WR�VKRFN�¿QDQFLDO�PDUNHWV�

**********************************************************************

With so much nonsense currently talked about in reference 

to Hong Kong’s structure, it is worthwhile returning again 

to the role which net buying or selling of the Hong Kong 

dollar plays in determining all the other key factors which 

set Hong Kong’s asset prices. Recently I read an article on 

Bloomberg by David De Rosa, stating that Hong Kong had 

joined Malaysia in choosing the road of the isolationist as 

the way forward. When people start describing Hong Kong 

as isolationist, yet presumably laud the free market approach 

of European nations such as France, it is time to get back to 

the very basics. For almost all of its history, Hong Kong has 

operated a currency board system. It continues to do so. Thus, 

asset prices will be determined for the net demand for the 

Hong Kong dollar. It really couldn’t be simpler… This analyst 

believes that the destructive market forces in Hong Kong have 

run their course.
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…A few weeks later though, I wrote the following:



The key legacy of the Asian Financial Crisis is that Asian nations did 

consider that the wealth of their nations could only be secured by the 

mercantilist policy perhaps still best summed up by the title of Thomas 

Mun’s 1664 mercantilist classic, Treasure by Foreign Trade. It is a 

treasure supposed to defend Asian nations from a crisis and the external 

imposition of a form of capitalism local policymakers regard as inimical 

to their own values. It has been a pursuit of treasure that has created a 

GHHSO\�XQVWDEOH�JOREDO�¿QDQFLDO�DUFKLWHFWXUH�SURQH�WR�FROODSVH��DQG�KDV�
led to wealth inequality and deep political divides.

The Asian Financial Crisis created a scramble for foreign reserves in 

the region that was permitted because it was much easier to permit it 

WKDQ�RSSRVH�LW��7KDW�LW�EURXJKW�QHDU�WHUP�EHQH¿WV�WR�ERWK�$VLD�DQG�WKH�
developed world helped politicians to accept that it was an acceptable 

policy. However, the consequences of those easy political decisions, made 

in the aftermath of the crisis, have created the unstable non-system 

WKDW�ZLOO�FRQWLQXH�WR�GHOLYHU�WKH�HFRQRPLF��¿QDQFLDO��VRFLDO�DQG�SROLWLFDO�
instability that has already plagued the 21st century.

The age of debt was birthed in the crisis described in this book. How it 

GHYHORSHG��KRZ�LW�ZLOO�HQG�DQG�ZKDW�\RX�FDQ�GR�DERXW�LW�ZLOO�EH�WKH�VXEMHFW�
of the next book.

&RQFOXVLRQ
$�QHZ�JOREDO�¿QDQFLDO�DUFKLWHFWXUH�ZDV�FUHDWHG�DIWHU�WKH�$VLDQ�)LQDQFLDO�
Crisis and that, in my opinion, was even more important, in shaping our 

future, than the crisis itself. Today there is much focus on the so-called 

Global Financial Crisis (GFC), and the shadow of its legacy that continues 
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to change the political and geopolitical future. However, that crisis itself 

came from somewhere. If you want to understand where it came from and 

how the clash between the various Asian forms of capitalism and the U.S. 

form of capitalism will play out, there are few better places to start than 

with an understanding of the Asian Financial Crisis. 



How Zhu Rongji’s Reforms 
Transformed the Mainland 
and Helped the City to 
Withstand Crises — Hongbin Qu

,QWURGXFWLRQ
China is facing multiple challenges including a shrinking labor force 

and slowing growth. What can, and likely will, China do to meet these 

FKDOOHQJHV"�7R�¿QG�DQ�DQVZHU��RQH�PXVW�UHDOL]H�WKDW�WKLV�LV�QRW�WKH�¿UVW�
time the country has faced daunting challenges. Back in the 1990s, the 

economy faced even bigger challenges, such as loss-making state-owned 

enterprises (SOE) and mounting non-performing loans (NPL) in the 

banking system. Taking a quick review of what Beijing did to tackle these 

issues may shed some light on possible solutions to the problems today. 

Under the leadership of Premier Zhu Rongji, the authorities launched 

a series of radical reform programs to sustain economic growth. Chief 

among them were SOE reforms, banking restructuring, and reforms 

associated with World Trade Organization (WTO) entry.
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62(�5HIRUPV
In the early 1990s, SOEs accounted for over 60% of industrial output 

and more than 70% of total urban employment in China. But the lack of 

market-based incentives and autonomy in determining what to produce 

OHG�WR�ORZ�ḢFLHQF\��$URXQG�����RI�62(V�ZHUH�PDNLQJ�D�ORVV��WKUHDWHQLQJ�
economic stability. To tackle the problem, Premier Zhu introduced a 

radical reform program that had the following two main components: 

3ULYDWL]LQJ�VPDOO�62(V
The overall reforming and opening-up policy started in 1978 had led to 

rapid changes in market conditions and consumer demand. But SOEs, 

especially smaller ones, were unable to make the necessary adjustments 

and produce the products the consumers wanted. Many of them could only 

survive by relying on government subsidies and protections. Realizing this 

ZRXOG�QRW�RQO\�FXUE�SURGXFWLYLW\�JURZWK�EXW�DOVR�PHDQW�D�KXJH�¿QDQFLDO�
burden for the government, Premier Zhu decided to let the really bad 

ones go under, or sell most of them to the management team or outside 

investors. This was indeed one of the most radical reforms in four decades, 

EHFDXVH�LW�FDXVHG�RYHU�WHQ�PLOOLRQ�62(�ZRUNHUV�WR�EH�ODLG�R̆�GXULQJ�WKH�
process. To cushion the social impact, Beijing also provided both basic 

ZHOIDUH�DQG�WUDLQLQJ�VXSSRUW�IRU�WKHVH�ODLG�R̆�ZRUNHUV��0RUH�LPSRUWDQWO\��
WKH�SURJUDP�QRW�RQO\�UHGXFHG�WKH�JRYHUQPHQW¶V�¿VFDO�EXUGHQ��EXW�DOVR�
revitalized these privatized SOEs by improving their corporate governance 

DQG�PDNLQJ�WKHP�SUR¿W�GULYHQ��0DQ\�RI�WKHP�VRRQ�EHFDPH�LQGXVWULDO�
leaders, contributing to the country’s transformation into the world’s 

IDFWRU\�ÀRRU�
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&RUSRUDWL]DWLRQ�RI�ELJ�62(V�
 Unlike wholesale privatization in many East European economies in 

the 1990s, Beijing’s SOE reform plan was designed on the principle of 

“grasping the large, letting go of the small” (zhuada fangxiao). Up to 

1,000 large SOEs were retained. However, the policymakers realized 

WKH�QHHG�WR�GR�VRPHWKLQJ�WR�LQFUHDVH�WKHVH�ELJ�62(V¶�ḢFLHQF\��)LUVWO\��
making these SOEs commercially-driven by resetting KPIs for SOE 

PDQDJHUV��DQG�VHSDUDWLQJ�WKHLU�VRFLDO�ZHOIDUH�ḊOLDWHV��VXFK�DV�KRVSLWDOV�
and kindergartens from the core business. Secondly, restructuring big 

SOEs’ corporate governance through corporatization and listing on 

stock markets. Almost all the big SOEs were corporatized in the period 

1995-2003. To increase transparency and impose market discipline on 

SOE managers, Beijing pushed some big SOEs to list in stock markets, 

both local and overseas, kickstarting a decades-long boom of IPOs 

of Chinese enterprises in both local and overseas markets. Boosting 

and diversifying their capital base aside, the stock market listing also 

increased transparency and made SOE management more accountable to 

shareholders. 
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%DQNLQJ�5HVWUXFWXULQJ�
+HDYLO\�EXUGHQHG�E\�SROLF\�OHQGLQJ�WR�LQḢFLHQW�62(V��WKH�FRXQWU\¶V�
EDQNLQJ�V\VWHP�ZDV�DW�WKH�HGJH�RI�FULVLV�LQ�WKH�PLG�����V��2̇FLDO�
estimates suggested that non-performing loans reached around 30% of 

total loans, or about 20% of GDP. Private sector analysts indicated that the 

ratio would be higher if international accounting standards were applied. 

To prevent this NPL problem from dragging down the overall economy, 

Premier Zhu had no choice but to take bold actions to restructure the 

¿QDQFLDO�V\VWHP���

7KH�¿UVW�PRYH�ZDV�WR�LQWURGXFH�WKH�FRXQWU\¶V�¿UVW�&HQWUDO�%DQN�/DZ�
and Commercial Bank Law to establish a legal framework for a modern 

¿QDQFLDO�V\VWHP�LQ�������7KH�IRUPHU�FRQ¿UPHG�WKH�3HRSOH¶V�%DQN�RI�&KLQD�
(PBoC) as the country’s central bank, executing both monetary policy 

and regulation of the banking system (the PBoC’s banking regulation 

GHSDUWPHQW�ZDV�VSXQ�R̆�LQ������WR�FUHDWH�D�VHSDUDWH�DJHQF\��WKH�&KLQD�
Banking and Insurance Regulatory Commission); while the later laid the 

foundation for transforming state banks from policy lending agencies into 

commercial banks. Meanwhile, the government also established three 

major policy lending banks to take over the policy lending responsibility 

from the state banks. 

The second step taken was the abolition of the long-standing credit quota 

system, under which the PBoC set an annual credit quota for each sector 

and banks were asked to lend out to SOEs according to these quotas. 

7KLV�PRYH�JDYH�EDQNV�PXFK�PRUH�ÀH[LELOLW\�LQ�OHQGLQJ��WKRXJK�WKHLU�
total lending was still guided by the regulation of loan/deposit ratios and 

monetary policy targets. 

/   2.6  How Zhu Rongji’s Reforms Transformed the Mainland and 
Helped the City to Withstand Crises



Then came the hard part—tackling the NPL problem. Beijing’s plan had 

two key components: one was to clean up the existing NPLs and the other 

was to prevent new NPLs. Four state asset management companies (AMCs) 

were set up in 1999 to purchase bad assets from the big four state banks 

and to gradually dispose of and recover these assets in over ten years. The 

four AMCs bought over RMB 1.4 trillion in bad assets or around 15% of the 

total loans from the big four state banks from 1999 to 2000, and another 

50%�RQH�WULOOLRQ�IURP������WR�������PDLQO\�¿QDQFHG�WKURXJK�$0&�
bonds, borrowing from the PBoC and equity funding from the Ministry 

of Finance. Then these AMCs gradually disposed of the distressed assets 

through various tools including debt/equity swaps, M&A, and management 

UHVKẌHV��,QIRUPDWLRQ�RQ�WKH�RYHUDOO�UHFRYHU\�UDWLR�LV�QRW�DYDLODEOH��\HW�D�
36% recovery ratio in the initial years was indeed a hard-won achievement.  

To improve the management of state banks to prevent new NPLs from 

rising, all major state banks were restructured and progressively listed 

in Hong Kong and Shanghai. Beijing policymakers saw stock market 

listing more as a tool to reform state banks than anything else, aiming at 

improving corporate governance, incentive structure, risk management 

capability, and accounting standards. Indeed, there is some hard evidence 

VXJJHVWLQJ�WKHVH�ELJ�EDQNV�VDZ�WKHLU�SUR¿WDELOLW\�DQG�DVVHW�TXDOLW\�
LPSURYH�VLJQL¿FDQWO\�SRVW�LQLWLDO�SXEOLF�R̆HULQJ��6LQFH�ELJ�VWDWH�EDQNV�
ZHUH�GRPLQDQW�SOD\HUV�LQ�WKH�FRXQWU\¶V�¿QDQFLDO�V\VWHP��WKHVH�UHIRUPV�
ODLG�D�IRXQGDWLRQ�IRU�PDLQWDLQLQJ�¿QDQFLDO�VWDELOLW\�DQG�SURYLGLQJ�IXQGLQJ�
support to fast economic growth in the following decades.



RISE FROM CRISES

:72�(QWU\
On top of market-oriented reforms, Premier Zhu had also taken some 

major steps toward integrating China into the global economy. Chief 

among them was pushing through a comprehensive reform package for 

the trading system, industrial policies, and regulatory regime to join the 

World Trade Organization (WTO). Chinese leaders also saw WTO entry as 

means to accelerate economic reforms. Indeed, to meet the requirement of 

WTO membership, China would have to bring its trade regulations closer 

WR�LQWHUQDWLRQDO�VWDQGDUGV��7DUL̆�DQG�QR�WDUL̆�SURWHFWLRQV�IRU�GRPHVWLF�
¿UPV�DOVR�QHHGHG�WR�EH�UHGXFHG��IRUFLQJ�ORFDO�¿UPV�WR�FRPSHWH�LQ�WKH�
world market. The government’s preferential policies for SOEs would 

KDYH�WR�EH�JUDGXDOO\�HOLPLQDWHG�WR�OHYHO�WKH�SOD\LQJ�¿HOG�IRU�DOO�¿UPV��
Meanwhile, key service sectors also needed to be liberalized gradually to 

introduce competition from both domestic private and foreign players. 

Unlike previous opening-up policies that mainly focused on special 

economic zones and other coastal cities, reforms associated with WTO 

entry had essentially integrated both interior and coastal regions into 

WKH�JOREDO�WUDGH�DQG�LQYHVWPHQW�V\VWHP��$V�D�UHVXOW��DQQXDO�LQÀRZV�RI�
foreign direct investment surged from around USD 50 billion in 2001 to 

RYHU�86'�����ELOOLRQ�LQ�������0HDQZKLOH��EHQH¿WLQJ�IURP�WKH�DFFHVV�WR�
DGYDQFHG�WHFKQRORJ\�DQG�PDUNHWV��GRPHVWLF�SULYDWH�¿UPV�DOVR�H[SDQGHG�
their business rapidly. By 2010, China’s share of global exports had reached 

over 10%, more than doubling the pre-WTO level, making the country the 

world’s export champion. So the WTO accession was not only instrumental 

LQ�WUDQVIRUPLQJ�&KLQD�LQWR�WKH�ZRUOG¶V�IDFWRU\�ÀRRU��EXW�DOVR�ODLG�WKH�
foundation for China to achieve average GDP growth of over 10% from 

2001-11, the golden period of fast and high-quality growth.
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Figure 2.6.1: The rise of a global trade titan

 “The Listing of Chinese State-Owned Banks and their Path to Banking and Ownership Reform,” The China 

Quarterly, 201, 125-155.
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Impact on Hong Kong
7KHVH�EROG�UHIRUPV�LQ�WKH�PDLQODQG�DOVR�KDG�D�KXJH�VSLOORYHU�H̆HFW�
on Hong Kong through two main channels. First, as a key ingredient 

for SOE reforms, Beijing encouraged quality SOEs to list in both 

domestic and overseas stock markets, with Hong Kong being 

chosen as the main platform for overseas listing. This kickstarted a 

decades-long boom of IPOs in Hong Kong, with over 1,350 mainland 

companies listed in the stock markets in Hong Kong since the early 

1990s. This has not only boosted the Hong Kong stock market’s 

attractiveness to global investors but also laid a foundation for 

IXUWKHU�H[SDQVLRQ�RI�¿QDQFLDO�LQWHJUDWLRQ�EHWZHHQ�WKH�PDLQODQG�DQG�
Hong Kong in the bond and currency markets in recent years. All 

WKLV�KDV�ERRVWHG�+RQJ�.RQJ¶V�UROH�LQ�WKH�JOREDO�¿QDQFLDO�V\VWHP��

The second main channel through which the reforms in the 

PDLQODQG�D̆HFWHG�+RQJ�.RQJ�ZDV�WUDGH��$V�GLVFXVVHG�LQ�WKH�
previous section, Zhu Rongji’s bold reforms, especially the WTO 

entry, were instrumental to the transformation of the mainland from 

a rural economy to the factory of the world. As a result, cross-border 

WUDGH�DQG�LQYHVWPHQW�ÀRZ�LQ�WKH�PDLQODQG�VXUJHG��$V�WKH�WUDGH�
DQG�LQYHVWPHQW�JDWHZD\�RI�WKH�PDLQODQG��+RQJ�.RQJ�KDV�EHQH¿WHG�
enormously from this in the past decades. In recent years, growth in 

re-exporting business in Hong Kong has slowed partly due to further 

strengthening of the direct links between the manufacturers in the 

mainland with global markets. But Hong Kong remains the gateway 

for the mainland’s both inward and outward direct investment, 

and plays an increasingly important role in facilitating the trade of 

services in the mainland.  
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&RQFOXVLRQV
With many SOEs making losses and the banking system’s NPL ratio 

topping 30%, China’s economy faced daunting challenges in the 

1990s. To prevent an economic crisis, Premier Zhu started a series 

of market-oriented reforms. His SOE reforming program not only 

UHGXFHG�WKH�JRYHUQPHQW¶V�¿VFDO�EXUGHQ�RI�VXSSRUWLQJ�ORVV�PDNLQJ�
SOEs but also revitalized many big and privatized small SOEs. 

The banking reform measures resolved the mounting NPLs and 

VLJQL¿FDQWO\�LPSURYHG�WKH�SHUIRUPDQFH�RI�VWDWH�EDQNV��,Q�DGGLWLRQ��
UDGLFDO�UHIRUPV�DVVRFLDWHG�ZLWK�:72�HQWU\�H̆HFWLYHO\�LQWHJUDWHG�
both interior and coastal regions into the global economy. All 

these reforms not only dealt with the challenges but also boosted 

productivity, leading to over 9.5% average annual economic growth 

IURP�WKH�HDUO\�����V�WR�������+RQJ�.RQJ�ZDV�D�EHQH¿FLDU\�WKHQ�DQG��
not least, now.  
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What Lessons Have We Learned 
from the 2008 GFC?

— Eric Lui

0\�/LIH�DQG�WKH�(FRQRPLHV�
My life and my work are so intertwined it’s hard to go a couple of my 

ZDNLQJ�KRXUV�ZLWKRXW�WKLQNLQJ�DERXW�¿QDQFH�DQG�WKH�JOREDO�HFRQRP\��
After all, the last two decades of my life were spent analyzing the markets 

and making sense of what to a layman was a random set of data. Behind 

the façade of information and numbers lies a story or stories that the 

evidence is trying to tell (or scream in some cases) to humanity. I am both 

privileged and humbled by my expertise or abilities to be able to form that 

picture, before explaining to the general public what the data, evidence, 

and trends foreshadow and what is lurking around the corner. With my 

skills, I feel obligated to warn investors ahead of time, in order for them to 

brace themselves and react before what is for sure to come and hit them 

smack in the face. There are times when I wish I was wrong because some 

RI�WKH�¿QGLQJV�DQG�RXWFRPHV�,¶YH�UHDFKHG�IURP�P\�REMHFWLYH�DQG�QHXWUDO�
analysis yield results that send chills down my spine.
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/   2.7  What Lessons Have We Learned from the 2008 GFC?

The 2008 Global Financial Crisis should still be fresh in most people’s 

recent memories given the impact it has on the world. The former Fed’s 

president, Alan Greenspan, calls it a once-in-a-century crisis, while others 

see it as something unprecedented. According to the calculations of the 

International Monetary Fund (IMF) at the time, the estimated losses 

on U.S. loans and securitized assets were as high as USD 1.4 trillion.1 

If combined with the evaporation of the value of the stock market and 

SURSHUW\�DW�WKH�WLPH��WKH�¿JXUHV�ZRXOG�HYHQ�EH�PRUH�PLQG�ERJJOLQJ���

Here we are at the time of writing in 2022 with lives seemingly back to 

normal without seeing another “tsunami” hitting the market after 2008, 

yet one ought to ask what lessons have people learned from the GFC. I 

personally believe the answer is a simple “nothing,” especially from the 

point of view of monetary policies after the GFC. History will once again 

repeat itself. As the Fed starts reversing its course of monetary policy, the 

next tsunami can be just around the corner and it’s closer than anyone 

anticipates, just as was the case in the months leading up to the 2008 

crisis.  

7KH�8OWLPDWH�&DXVH�RI�WKH�*)&
7KHUH�DUH�PDQ\�FDXVHV�EHKLQG�WKH������FULVLV��7KH�¿UVW�WULJJHU�SRLQW�
PLJKW�KDYH�EHHQ�WKH�VXESULPH�SUREOHP�RU�WKH�IDLOXUH�RI�WKH�8�6��¿QDQFLDO�
institution Lehman Brothers, but with all things considered, the ultimate 

FDXVH�WKDW�VHW�R̆�D�FKDLQ�RI�UHDFWLRQV�DQG�VHQW�WKH�PDUNHW�LQWR�D�GRZQZDUG�
spiral of no return must have been the credit bubbles.  



Before the subprime crisis in July 2007, the Fed intervened between 2001 

and 2003 responding to the bursting of the TMT bubble in early 2000, by 

cutting rates a total of 13 times, and reduced the target Fed funds rate from 

6.5% to a record low of 1.0%. Subsequently, in an environment where the 

FRVW�RI�IXQGV�ZDV�H[WUHPHO\�ORZ��D�ODUJH�DPRXQW�RI�OLTXLGLW\��IXQGV��ÀRZHG�
LQWR�WKH�¿QDQFLDO�PDUNHWV��$FFRUGLQJ�WR�WKH�%ORRPEHUJ�8�6��)LQDQFLDO�
Conditions Index (an index to measure the availability of liquidity in 

the U.S. market; the rise of the index means that the market liquidity is 

becoming more relaxed, and vice versa), the index rose from about -2.4 to 

a record high of +2 at that time, which is signal of unusually loose liquidity 

(Figure 2.7.1).  

Figure 2.7.1: Bloomberg United States Financial Conditions Index Plus

Source: Bloomberg Finance LP. 09/2022
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However, the abundant liquidity of the market coupled with an 

environment of abnormally low interest rates led to substantial funds 

LQÀX[�LQWR�GL̆HUHQW�DVVHWV��ZKLFK�UHVXOWHG�LQ�WKH�VXEVHTXHQW�SURSHUW\�
market bubble and the stock market asset bubbles. Therefore, when the Fed 

began to gradually raise interest rates during 2004-06, the market’s loose 

liquidity began to reverse and the aforementioned Bloomberg Financial 

Conditions Index also slowly fell from the high point. Consequently, 

liquidity gradually tightened and a credit crunch followed, which in turn 

evolved into the 2008 crisis that everyone knows about. In hindsight, the 

root cause of the GFC was a result of the central bank’s implementation of 

DQ�XQXVXDOO\�ORRVH�PRQHWDU\�SROLF\�DQG�H[FHVVLYH�FUHGLW�LQÀDWLRQ��

Fed’s Response to the GFC
In response to the GFC in 2008, the Federal Reserve adopted an ultra-

loose monetary policy; namely, quantitative easing (QE). Through large 

scale purchase of treasury bonds (and MBS) programs, injecting massive 

amounts of liquidity into the market, the QE policy did save the depressed 

8�6��HFRQRP\�DQG�WKH�FROODSVLQJ�¿QDQFLDO�V\VWHP��,Q�RWKHU�ZRUGV��XOWUD�
ORRVH�PRQHWDU\�SROLF\��D�N�D��4(��GHIXVHG�WKH�¿QDQFLDO�FULVLV��1RQHWKHOHVV��
while the spate of crises in 2008 was resolved, the Fed and the world’s 

major central banks seemed not to learn a lesson from the crises.  

Ironically, they all went back to printing money (the QE policy) and letting 

WRPRUURZ�GHDO�ZLWK�LWVHOI��7KH\�EHFDPH�DGGLFWHG�WR�WKH�TXLFN�¿[�DQG�
cure-all of QE for solving all problems from market shocks to economic 

slowdowns, to even the Covid-19 pandemic, just to name a few. 
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It’s worth noting that the Bloomberg Financial Conditions Index tumbled 

LQ�HDUO\������ZKHQ�WKH�SDQGHPLF�KLW�WKH�ZRUOG��7KDW�UHÀ�HFWV�D�VLJQL¿�FDQW�
tightening of the market liquidity conditions at the time. The tightening 

was only second to the GFC. However, the Fed then pushed a new round of 

even larger scale QE, which led to a V-shaped rebound in the Bloomberg 

Financial Conditions Index. The index soared to a record high of nearly 

6.0 in September of the following year. That is a good indicator the market 

liquidity conditions have tightened from the previous extreme and moving 

to the other extreme of exceptional easing. The scale of the easing (QE4) is 

even larger than the total of three rounds of previous QEs.

The Fed’s assets have risen from less than USD 1 trillion in 2008 to nearly 

USD 9 trillion in 2022 after executing four rounds of QE. Moreover, the 

scale of QE3 between 2012 and 2014 and QE4 in 2020 is larger each time 

than QE1 in 2008 (Figure 2.7.2).  The size of any QE is always larger than 

WKH�SUHYLRXV�4(��,W�LV�DOVR�ZRUWK�QRWLQJ�WKDW��GXH�WR�PXOWLSOLHU�H �̆HFW��WKH�
actual credits released by QE are a few times the QE’s scale. 

Figure 2.7.2: Total assets of federal reserve since 2007

Source: Bloomberg Finance LP. 09/2022
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:KHQ�/LTXLGLW\�)ORZV�5HYHUVH
,W�LV�LQFRQFHLYDEOH�WKDW�WKH�)HG�VKRXOG�NHHS�IUDQWLFDOO\�ÀRRGLQJ�WKH�PDUNHW�
ZLWK�OLTXLGLW\��,W¶V�DV�LI�WKH�)HG�KDV�QR�RWKHU�H̆HFWLYH�PRQHWDU\�SROLF\�
options. The Fed has kept interest rates way too low for an extended period 

RI�WLPH�DQG�KDV�NHSW�FUHGLW�H[FHVVLYHO\�LQÀDWHG��7KHVH�FRPELQH�WR�FDXVH�
the irrational performance of many assets and the formation of bubbles. 

When monetary policy reverses, as it is currently, market liquidity begins 

to tighten and a credit crunch will ultimately emerge. A new vicious cycle 

RI�VKRFNV�RQFH�DJDLQ�¿QGV�LWV�ZD\�EDFN�LQWR�WKH�¿QDQFLDO�PDUNHWV���

The issue is that the U.S. arbitrary pouring out liquidity such as for the 

*)&�LV�PRUH�OLNHO\�WKDQ�DQWLFLSDWHG�WR�KDYH�H̆HFWV�ZHOO�EH\RQG�LWV�ERUGHUV��
particularly in the emerging markets including Hong Kong. Two reasons 

are:

)LUVW��WKH�FRQWLQXRXV��XQFKHFNHG�TXDQWLWDWLYH�HDVLQJ�KDV�ÀRRGHG�WKH�
world with credit, especially emerging markets. According to the Bank 

IRU�,QWHUQDWLRQDO�6HWWOHPHQWV��WKH�RYHUDOO�FUHGLW�OHYHO�RI�QRQ�¿QDQFLDO�
institutions quadrupled between 2008 and 2021 in emerging markets, a 

jump from USD 20 trillion to nearly USD 80 trillion.  

Hong Kong is especially in a vulnerable position. The fact that the Hong 

Kong dollar is pegged to the U.S. dollar puts Hong Kong in a passive role, 

in the sense that Hong Kong pursues the Linked Exchange Rate system, so 

WKDW��FRXSOHG�ZLWK�WKH�IUHH�ÀRZ�RI�IXQGV��LW�ZLOO�QDWXUDOO\�IHHO�WKH�PDVVLYH�
LQÀX[�RI�FDSLWDO�ZKHQ�WKH�8�6��RSHQV�WKH�4(�ÀRRGJDWHV��,Q�IDFW��WKH�+RQJ�
.RQJ�PRQHWDU\�EDVH�KDV�VN\URFNHWHG�PRUH�WKDQ�¿YHIROG�VLQFH�������
just following closely the patterns and footsteps of the U.S. situation. 

Figure 2.7.3 shows the two economies are in fact very much in sync with 
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one another. In other words, when a large amount of liquidity pours into 

emerging markets, the level of leverage continues to rise, thereby forming 

bubbles in assets such as the property market in Hong Kong. Hong Kong 

SURSHUW\�SULFHV�KDYH�ULVHQ�E\�DERXW������VLQFH�������DOEHLW�R̆�WKH�SHDN�
for months. The risk lies in the time when the U.S. tightens the constant 

streams of capital injections that have been propping up the markets 

previously. The pressure then formed from credit contractions in emerging 

markets cannot be underestimated. 

Figure 2.7.3: Monetary base of the U.S. and Hong Kong

Source: Bloomberg Finance LP. 09/2022

Second, the strength of the U.S. dollar is directly proportional to the extent 

of QE. It is an interesting phenomenon to see the U.S. dollar strengthening 

instead of weakening in the past decade or so despite the GFC and the 

continuous QE exercises. This is especially evident in the last rounds of QE 

due to the outbreak of the pandemic in early 2020. That is, the more money 

is printed, the more valuable the U.S. dollar is (Figure 2.7.4). 
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Figure 2.7.4: The U.S. Dollar Index and QE

Source: Bloomberg Finance LP. 09/2022

%HVLGHV�PDMRU�FHQWUDO�EDQNV�IROORZLQJ�VXLW�DQG�R̆VHWWLQJ�WKH�SUHVVXUH�RQ�
the U.S. dollar, this phenomenon may be related to rising asset prices along 

the course of QE, attracting more funds to actively absorb U.S. treasuries 

and stocks, thus supporting the dollar. Moreover, in the wake of the Asian 

Financial Crisis of 1997-98, many emerging countries and regions in Asia 

including Hong Kong have actively strengthened their external reserve 

bases to enhance their greater defensive readiness in anticipation of 

another major market adjustment. Therefore, after the Asian Financial 

Crisis, both the central bank’s forex reserves and the level of U.S. 

treasuries have shown a persistent upward trend until recently (Figure 

2.7.5 & 2.7.6). Of course, the regional economy gradually recovered after 

WKH�$VLDQ�¿QDQFLDO�WXUPRLO��ZKLOH�&KLQD¶V�DFFHVVLRQ�LQWR�WKH�:72�LQ������
ERRVWHG�IRUHLJQ�WUDGH�VLJQL¿FDQWO\��DW�WKH�VDPH�WLPH�LQFUHDVLQJ�WKH�OHYHO�RI�
foreign exchange reserves.  
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Figure 2.7.5: Change of Forex Reserve since 1999

Source: Bloomberg Finance LP. 09/2022; Note: 12/31/1999 = 0%

Figure 2.7.6: Change of U.S. treasury bond hold by foreigners since 2008

Source: Bloomberg Finance LP. 09/2022; Note: 12/31/2008 = 0%
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Figure 2.7.7: Credit growth and change in dollar index

Source: Bloomberg Finance LP. 09/2022

:KHQ�WKH�HPHUJLQJ�PDUNHWV�DUH�VZHOOHG�ZLWK�FUHGLWV�IURP�WKH�LQÀX[�RI�
capital, the level of leverage increases remarkably. However, when the 

“tide” recedes, interest rates will rise together with the U.S. dollar. It 

LV�QRWHZRUWK\�WKDW�WKH�\HDU�RQ�\HDU�FKDQJH�LQ�FUHGLWV�WR�QRQ�¿QDQFLDO�
institutions in emerging markets is closely related to the change in the 

8�6��GROODU��7KDW�LV��ZKHQ�FUHGLWV�LQ�HPHUJLQJ�PDUNHWV�ULVH��IXQGV�ÀRZ�
from the United States to emerging markets, keeping the U.S. dollar stable. 

However, when the U.S. holds back QE, the dollar begins to rise because of 

deleveraging in the emerging markets (Figure 2.7.7). Either way, the dollar 

appears to be unbreakable.  

On the contrary, when emerging markets deleverage and repay their debts, 

they tend to be trapped by the strong U.S. dollar and the jacked-up interest 

rates at the same time. It is a double whammy for emerging markets. It 

explains also why, when the Fed enters the interest rates hike cycle and 
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gradually tightens market liquidity, the pressure on emerging markets 

including Hong Kong is a force to be reckoned with. 

Contrary to popular belief, the Fed continued with a near-zero interest 

policy for a long period after the GFC. The policy has distorted the dollar 

interest rate and has heated asset prices in an irrational manner. Currently, 

we are living with asset bubbles in credits, stock market, properties, bonds, 

HWF��DQG�WKH�¿QDQFLDO�PDUNHWV�DUH�PXFK�PRUH�YXOQHUDEOH�DQG�XQVWDEOH�WKDQ�
people are aware of.  

7KLV�7LPH�,V�'L̆HUHQW«�
:LOO�WKLV�WLPH�EH�GL̆HUHQW"�&UHGLW�EXEEOHV�DUH�WKH�PRWKHU�RI�DOO�FULVHV��
:KHQ�WKH�WLGH�UHFHGHV�DQG�ZKHQ�WKH�SUHYLRXV�VHHPLQJO\�IUHH�LQÀRZ�RI�
capitals slows down or even comes to a halt, the burst of credit bubbles 

can be catastrophic, given the more than a decade of unscrupulous 

lending. Can the Fed push QE5 and save the day? How big is the collapse 

this time? Nobody knows for certain but any educated guess would put 

WKH�VL]H�RI�WKH�QH[W�¿QDQFLDO�ZDYH�DV�QRWKLQJ�OHVV�WKDQ�WKH�RQH�EHIRUH�LQ�
2008 if not bigger in multiples! A new term has to be coined to match the 

VFDOH�RI�LW�EHFDXVH�¿QDQFLDO�FULVLV�GRHVQ¶W�GR�LW�MXVWLFH�DQ\PRUH��)LQDQFLDO�
Armageddon may just appropriately describe the extent of the next global 

crisis.

Last but not least, two more thoughts worth sharing. First, how did the 

GFC change my view of my endeavors? 

Newton’s third law—for every action, there is a reaction—is not only 

DSSOLFDEOH�WR�SK\VLFV��7KH�¿UVW�VLJQV�RI�LQÀDWLRQ�LQ������DUH�KLQWV�WKDW�WKH�



RISE FROM CRISES

magic potion is watered down, and the rounds after rounds of QE rescues 

DUH�ORVLQJ�WKHLU�ḢFDF\��6WHSSLQJ�LQWR�������H[WUHPHO\�KLJK�LQÀDWLRQ�GXH�
to the problems with supply chains and high energy prices force the Fed 

(and other central banks in many countries) to reverse its longstanding QE 

SROLFLHV��4(�KDV�FKDQJHG�WKH�ODQGVFDSH�RI�WKH�JOREDO�¿QDQFLDO�PDUNHW�E\�
rattling investors’ psyche. Weak economic data and forecasts, for example, 

would otherwise be interpreted as negative sentiments for stock market 

performance, but since anticipation for the Fed’s intervention is high, the 

news is now seen by many as not necessarily bad or seen even as good 

news. Any analysis by any economist, well known or not, done without 

regard to the QE situation as the key determining factor is simply not 

meaningful nor realistic.

$Q�ROG�:DOO�6WUHHW�PDQWUD��³GRQ¶W�¿JKW�WKH�)HG�́ �KDV�WDNHQ�D�UHYLYDO�VLQFH�
the GFC. The phrase succinctly describes the cure-all panacea of bill-

printing kneejerk reaction by the Fed and central banks to “bandage” 

ZKHUHYHU�KDSSHQV�WR�³EOHHG�́ �$V�D�PDWWHU�RI�IDFW��WKH�FXPXODWLYH�H̆HFWV�
from the incessant bailing out of QE is so startling since 2008 that the 

analytical outcomes are sometimes rendered erratic or derailed under 

traditional analytical market interpretation. 

Secondly, it’s only logical to ask just how much longer will Hong Kong stick 

WR�WKH�VWDWXV�TXR�RI�LWV�¿QDQFLDO�VWUXFWXUH�LQ�UHODWLRQ�WR�WKH�8�6��GROODU�WKDW�
puts Hong Kong in a passive and vulnerable position as aforementioned. Is 

the hinge to USD something to be kept alive for the HKD, or something to 

EH�HQGHG�IRU�RXU�HFRQRP\�WR�WDNH�EDFN�FRQWURO�RYHU�RXU�¿QDQFLDO�ZHOO�EHLQJ�
and reclaim our autonomy once and for all?! 

/   2.7  What Lessons Have We Learned from the 2008 GFC?

Notes

1  IMF, Global Financial Stability Report, October 2008. 



A Pandemic Tale of Two Cities

— Jeffrey Ng and 
     Kevin Ow Yong, 
     CFA

,QWURGXFWLRQ
The outbreak of the Pandemic-led Crisis in 2020 severely hampered 

international trade and investment activities. Although both Hong Kong 

DQG�6LQJDSRUH�DUH�PDMRU�¿QDQFLDO�KXEV��WKH\�QDYLJDWHG�DQG�DGGUHVVHG�WKH�
FKDOOHQJHV�RI�WKH�&29,'����SDQGHPLF�DQG�WKH�JOREDO�VORZGRZQ�GL̆HUHQWO\��
CFA Society Hong Kong and CFA Society Singapore have two of the largest 

charterholder membership bases in Asia. Over 4,000 CFA charterholders 

are in the Singapore Society, while the Hong Kong Society has 1.5 times 

more charterholders, with over 6,000 members. 

Recently, the fund management and banking industries have witnessed an 

H[RGXV�RI�WRS�¿QDQFLDO�WDOHQW�RXW�RI�+RQJ�.RQJ��)RU�H[DPSOH��DFFRUGLQJ�WR�
WKH�(XURSHDQ�8QLRQ�2̇FH�WR�+RQJ�.RQJ�DQG�0DFDR��DURXQG�����RI�(8�
citizens living in Hong Kong have left the city in the past year, and growing 

numbers of employees, including bankers, have asked to be relocated.1

2.8
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Figures from the Census and Statistics Department show that the city has 

also seen a net total of close to 120,000 residents leaving Hong Kong this 

year.2 This number of departures was nearly 1.3 times higher than that 

from mid-2020 to mid-2021, when around 89,000 residents left Hong 

Kong for elsewhere. 

In the 31st edition of the Global Financial Centres Index, produced by the 

China Development Institute in Shenzhen and the London think tank Z/ 

Yen Partners, and published on 24 March 2022, Singapore was ranked 

VL[WK�DPRQJ�JOREDO�¿QDQFLDO�FHQWHUV�DQG�+RQJ�.RQJ�WKLUG�3 Although Hong 

.RQJ�KDV�FRQVLVWHQWO\�EHHQ�$VLD�H[�-DSDQ¶V�WRS�¿QDQFLDO�KXE�IRU�PDQ\�
years, it ranked fourth in the most recent (32nd) edition of the semi-

annual Global Financial Centres Index, published on 22 September 2022. 

In contrast, Singapore improved its ranking to the third most important 

FLW\�IRU�JOREDO�¿QDQFH��DIWHU�1HZ�<RUN�DQG�/RQGRQ��4

:H�EHOLHYH�WKDW�ERWK�FLWLHV�FRQWLQXH�WR�GHPRQVWUDWH�WUHPHQGRXV�¿QDQFLDO�
strength and resilience. Both Hong Kong and Singapore underwent very 

impressive economic transformations over the last 30 years. Both also 

face similar challenges in terms of an increasing cost of living, an ageing 

SRSXODWLRQ�DQG�ORZ�SURGXFWLYLW\��:H�EHOLHYH�WKDW�ERWK�¿QDQFLDO�KXEV�KDYH�
numerous potential avenues for growth in the years ahead.

7KH�(FRQRPLF�*URZWK�RI�+RQJ�.RQJ�DQG�6LQJDSRUH 
The growth of China’s economy over the last 30 years has been a driving 

IRUFH�EHKLQG�+RQJ�.RQJ¶V�ULVH�DV�D�OHDGLQJ�JOREDO�¿QDQFLDO�FHQWHU��0RUH�
than a thousand Chinese companies are listed on Hong Kong’s stock 

H[FKDQJH��+RQJ�.RQJ�FDPH�¿UVW�LQ�,32�IXQGUDLVLQJ�IRU�IRXU�RI�WKH�ODVW�



VHYHQ�\HDUV��,W�LV�DOVR�WKH�ODUJHVW�R̆VKRUH�UHQPLQEL��50%��KXE��DQG�LW�SOD\V�
D�PDMRU�UROH�LQ�50%�LQWHUQDWLRQDOL]DWLRQ�DQG�WKH�H[SDQVLRQ�RI�R̆VKRUH�
RMB businesses. 

At least two factors play into Hong Kong’s international success. The 

¿UVW�LV�LWV�SUR�EXVLQHVV�HQYLURQPHQW��ZKLFK�LQFOXGHV�D�ORZ�WD[�UHJLPH��
ḢFLHQW�¿QDQFLDO�UHJXODWRU\�IUDPHZRUN��DQG�RQH�RI�WKH�PRVW�HFRQRPLFDOO\�
free markets in the world. The second is its increasingly close economic 

relationship with mainland China. We believe that both these factors 

will be fundamental in maintaining Hong Kong’s competitiveness as an 

LQWHUQDWLRQDO�¿QDQFLDO�FHQWHU�

Like Hong Kong, Singapore has evolved into a developed economy over 

WKH�ODVW����\HDUV��,W�LV�QRZ�D�JOREDO�¿QDQFLDO�DQG�WUDQVSRUWDWLRQ�KXE��
and the preferred location for the regional or global headquarters of 

PDQ\�PXOWLQDWLRQDO�FRUSRUDWLRQV��6LQJDSRUH¶V�¿QDQFLDO�VHFWRU�SHUIRUPHG�
strongly throughout the COVID-19 pandemic and registered robust growth 

in the banking, insurance, asset management, and payment services 

sectors. Singapore has also grown steadily as a leading fund management 

hub. In terms of wealth management, Singapore’s family business 

ecosystem helps wealthy Asian families professionalize their wealth 

management as wealth transfers from one generation to the next. 

Singapore’s competitive edge lies in the Asian growth story. As long as Asia 

FRQWLQXHV�WR�JURZ��6LQJDSRUH¶V�¿QDQFLDO�FHQWHU�LV�ZHOO�SRVLWLRQHG�WR�GR�WKH�
same. The Asian Development Bank estimates that strong exports and 

domestic demand will drive Asia’s growth to more than 5% per annum in 

WKH�FRPLQJ�\HDUV��%RWK�LQIUDVWUXFWXUH�LQYHVWPHQW�DQG�SURMHFW�¿QDQFH�DUH�
expected to continue double-digit growth. Overall, Singapore’s economy 
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remains on track to grow by 3-5% in 2022, barring a worsening external 

environment. 

Challenges Faced by Hong Kong and Singapore 
'XULQJ�WKH�3DQGHPLF
The COVID-19 pandemic introduced several external shocks to Hong 

Kong’s economy. First, it halted all economic activity globally, with the 

tourism, hotels, aviation, catering, and retail industries being the hardest 

hit. In addition, deglobalization led to a worsening of China-U.S. trade 

frictions, which had a huge impact on Hong Kong’s exports and re-exports. 

Hong Kong is driven by external demand and therefore is highly 

VXVFHSWLEOH�WR�JOREDO�HFRQRPLF�ÀXFWXDWLRQV��7KH�SHUFHSWLRQ�WKDW�+RQJ�
Kong is converging towards China could lead investors to classify the 

territory as higher risk. In the worst-case scenario, there could be a Hong 

Kong discount instead of a premium. The economic downturn and changes 

to Hong Kong’s domestic and external environments also pose new 

challenges to its development.

The Hong Kong government announced two rounds (HKD 30 billion 

and HKD 137.5 billion) of Epidemic Prevention and Anti-epidemic Fund 

measures, in addition to the HKD 120 billion in relief measures announced 

LQ�WKH�¿VFDO�EXGJHW�LQ�HDUO\������5  The total amount allocated was 

HKD 287.5 billion, which included HKD 80 billion for the Employment 

Protection plan and HKD 10,000 in cash to permanent residents of Hong 

Kong aged 18 and above. The government also announced support for the 

LQGXVWULHV�PRVW�D̆HFWHG�E\�WKH�SDQGHPLF��VXFK�DV�SDVVHQJHU�WUDQVSRUW��
tourism, construction, aviation, and catering. A third HKD 24 billion 



round of the Anti-epidemic Fund was subsequently announced on 15 

September 2020, and a fourth round (HKD 6.4 billion) was approved by 

the Legislative Council on 21 December 2020. 

The Singapore government also announced similar aid packages.6 On 18 

February 2020, the government launched an SGD 4 billion Stabilization 

and Support Package (known as the Unity Budget). Thereafter, the 

government announced a second stimulus package (the Resilience Budget), 

which amounted to SGD 48.4 billion. Similar to the Hong Kong aid 

package, the Resilience Budget included measures to help sectors that were 

GLUHFWO\�D̆HFWHG�E\�WKH�&29,'����SDQGHPLF��VXFK�DV�DYLDWLRQ��WRXULVP��
food services, and land transport. The government then announced a 

third stimulus package worth SGD 5.1 billion (known as the Solidarity 

Budget) followed by a fourth package worth SGD 33 billion (the Fortitude 

Budget) on 26 May 2020.7 In total, Singapore spent nearly SGD 100 billion 

to help businesses and households withstand the economic impact of the 

COVID-19 pandemic. The spending added SGD 74.3 billion to Singapore’s 

EXGJHW�GH¿FLW��DSSUR[LPDWHO\�������RI�LWV�*'3��,W�LV�WKH�ODUJHVW�HYHU�
VKRUWIDOO�IRU�D�FRXQWU\�NQRZQ�IRU�LWV�¿VFDO�SUXGHQFH��

%RWK�¿QDQFLDO�KXEV�UHPDLQ�LQ�VRXQG�VKDSH�RYHUDOO��LQ�SDUW�GXH�WR�WKHVH�
¿VFDO�PHDVXUHV��+RZHYHU��ERWK�QRZ�IDFH�VLJQL¿FDQW�QHDU�WHUP�FKDOOHQJHV��
including disruption caused by new technologies, the changing structure 

of international competition, and a growing trend toward economic 

nationalism. On the domestic front, both cities again face similar issues, 

such as an ageing population and a slowdown in population growth, rising 

costs, and low productivity growth.
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The Way Forward
:H�EHOLHYH�WKDW�&KLQD¶V�¿QDQFLDO�RSHQLQJ�XS�ZLOO�FRQWLQXH�WR�FUHDWH�ORQJ�
term opportunities for the development of Hong Kong as an international 

¿QDQFLDO�FHQWHU��+RQJ�.RQJ�R̆HUV�PDQ\�DGYDQWDJHV�LQ�WKH�R̆VKRUH�
50%�EXVLQHVV��,W�KDV�WKH�ZRUOG¶V�¿UVW�R̆VKRUH�50%�FOHDULQJ�V\VWHP��WKH�
world’s largest RMB capital pool, an active RMB trading market, and a 

GLYHUVL¿HG�50%�SURGXFW�V\VWHP��$V�50%�LQWHUQDWLRQDOL]DWLRQ�DGYDQFHV��
ZH�IRUHVHH�WKH�R̆VKRUH�50%�PDUNHW�JUDGXDOO\�H[SDQGLQJ�IURP�+RQJ�.RQJ�
WR�6RXWKHDVW�$VLD�WR�IRUP�D�QHWZRUN�RI�R̆VKRUH�FHQWHUV�DFURVV�$VLD��WKH�
Americas, and Europe. 

The continuous improvement in the Guangdong-Hong Kong-Macao 

*UHDWHU�%D\�$UHD¶V�¿QDQFLDO�VHUYLFHV�DQG�HFRQRPLF�FDSDELOLWLHV�ZLOO�DOVR�
add momentum to economic growth in the region. The Greater Bay Area 

is an important engine of growth for China and for the whole world. 

We are optimistic that the Greater Bay Area will give Hong Kong more 

RSSRUWXQLWLHV�WR�HQKDQFH�LWV�UROH�LQ�WKH�¿QDQFLDO�VHFWRU�

6LQJDSRUH¶V�PRVW�SURPLVLQJ�DUHD�RI�JURZWK�LV�VXVWDLQDEOH�¿QDQFH�LQ�
support of Asia’s transition to a low-carbon economy. It is estimated that 

USD 2 trillion will be needed in infrastructure investment over the next 

decade to enable Southeast Asia’s transition toward sustainability. To 

that end, Singapore plans to build a comprehensive ecosystem for green 

DQG�WUDQVLWLRQ�¿QDQFLQJ��7R�WXUQ�6LQJDSRUH�LQWR�D�JUHHQ�¿QDQFH�KXE��
the Singapore government announced its Green Plan 2030 as well as the 

Monetary Authority of Singapore’s Green Finance Action Plan.8 According 

to the Climate Bonds Initiative, the total green debt volume in Singapore 

exceeds SGD 20 billion and the country now accounts for over half of total 

ESG bond issuance in Southeast Asia. 
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Both cities have demonstrated that in the future, competition for key 

¿QDQFLDO�VHFWRU�WDOHQW�ZLOO�EH�D�FULWLFDO�IDFWRU�LQ�IRVWHULQJ�WKH�GHYHORSPHQW�
RI�WKH�*UHDWHU�%D\�$UHD�DQG�LQ�ODXQFKLQJ�JUHHQ�¿QDQFLQJ�ERQGV��,Q�WKDW�
regard, the Singapore government’s decision to live with COVID-19 has 

given the city-state a head start in attracting foreign talent as it no longer 

requires quarantining or other isolation requirements. More recently, the 

Singapore government also announced a new work visa (The Overseas 

Networks & Expertise Pass).9 There is no quota imposed on this work visa; 

it is meant for talented people in any sector who earns a monthly salary 

of SGD 30,000 and above, or who have “outstanding achievements” in the 

areas of science and technology, arts and culture, research and academia, 

or sports.

Similarly, the Hong Kong government announced that the city will allow 

non-residents to enter the city from 1 May 2022. This opening-up ends 

two years of stringent border controls put in place at the start of the 

COVID-19 pandemic and it raises hopes that one of the world’s strictest 

COVID-19 quarantine policies will be relaxed. More recently, the Hong 

Kong government has announced its decision to remove the COVID-19 

hotel quarantine policy for all arrivals from 26 September 2022. For 

PDQ\�UHVLGHQWV�DQG�EXVLQHVVHV�LQ�WKH�¿QDQFLDO�KXE�DV�ZHOO�DV�IRU�WKH�+RQJ�
Kong CFA community as large, this decision is viewed as a very positive 

development that will help bolster Hong Kong’s competitiveness and 

VWDQGLQJ�DV�D�JOREDO�¿QDQFLDO�FHQWHU��:H�EHOLHYH�WKDW�WKH�IXUWKHU�HDVLQJ�RI�
border controls will help both cities foster greater economic growth so that 

they can transition successfully into the post-pandemic period.
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Notes

1  https://www.bloomberg.com/news/articles/2022-02-25/harsh-covid-rules-prompt-10-of-eu-citizens-to-exit-

hong-kong 

2 https://www.scmp.com/news/hong-kong/society/article/3188536/113200-residents-leave-hong-kong-12-

months-contributing-16.

3 The Global Financial Centres Index is based on a global online survey of more than 10,000 professionals. 

7KHVH�SURIHVVLRQDOV�HYDOXDWHG�����FLWLHV�RQ�����IDFWRUV�DFURVV�¿YH�EURDG�DUHDV�RI�FRPSHWLWLYHQHVV��LQFOXGLQJ�
the business environment, human capital and reputation. The full report is available here: https://www.

ORQJ¿QDQFH�QHW�SURJUDPPHV�¿QDQFLDO�FHQWUH�IXWXUHV�JOREDO�¿QDQFLDO�FHQWUHV�LQGH[��

4 In explaining the ranking changes, the report stated that, “continuing travel restrictions in places like Hong 

.RQJ�DQG�7RN\R�D̆HFW�WKHLU�DELOLW\�WR�FRQGXFW�QRUPDO�OHYHOV�RI�EXVLQHVV�´�7KLV�LV�EHFDXVH�+RQJ�.RQJ�KDV�
followed a “zero Covid” policy for more than two years. since the beginning of the pandemic. The policy had at 

times required visitors to spend as much as 21 days in a hotel or quarantine facility upon arrival.

5  https://www.coronavirus.gov.hk/eng/anti-epidemic-fund.html. 

6  https://covidguide.life.gov.sg/covid/resiliencebudget.

7   https://www.gov.sg/article/a-summary-of-the-fortitude-budget-2020. 

8  https://www.greenplan.gov.sg/.

9  Details of the work visa can be found here: https://www.mom.gov.sg/passes-and-permits/overseas-networks-

expertise-pass.
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This is the end of the ebook.


