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Crises of “Closures”: 
Past and Present

— James Soutar, CFA

:KHQ�LQYHVWRUV�DQG�PDUNHW�DQDO\VWV�WKLQN�RI�WKH�PDLQ�¿QDQFLDO�FULVHV�LQ�
Asia, they look back over a roughly two-decade time horizon. However, 

Hong Kong faced several crises in the 1980s that most people active in 

WKH�¿QDQFLDO�LQGXVWU\�WRGD\�DUH�WRR�\RXQJ�WR�UHPHPEHU��6L[�RI�WKH�WRS�WHQ�
quarterly declines in the Hang Seng Index happened before 1990, with the 

top two occurring in the 1970s. This paper will look at the causes and some 

of the background to the third worst quarter in the Hang Seng Index’s 

history, the three months ending 31 December 1987, and try to draw some 

lessons for the present day in Hong Kong, which I will argue is potentially 

the biggest crisis to hit Hong Kong in its history. This current crisis has 

already resulted in one of the worst market corrections in recent history 

(the Hang Seng is down 47.9% from end 2019 to 31 October 2022), and I 

would argue, using lessons learned from the 1987 debacle, that the damage 

done to Hong Kong in this crisis will have the longest lasting impact of all 

the previous crises.

By far the most important asset that Hong Kong possesses in my view 

is her people. The people of Hong Kong have always been driven, 

hardworking, risk-taking and resilient. These attributes are due to the kind 

of people who came to Hong Kong over the years: typically refugees from 

China, who either escaped the mainland with nothing, or who immigrated 
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legally with few assets to their names. The small minority of non-Chinese 

who came to Hong Kong from all over the world were drawn to the energy 

and freedoms in Hong Kong, and generally possessed the same attributes 

as the local Chinese. I remember being overwhelmed by the pure, raw 

energy of the city when I arrived in June of 1988. The city literally hummed 

with activity, and nothing represented that energy more than large Chinese 

restaurants on Sundays… with large tables of multigenerational families 

screaming at each other while waiters brought endless succession of 

GLVKHV«�WKH�VRXQG�RI�UDSLG�¿UH�&DQWRQHVH��FODQJLQJ�GLVKHV��WKH�KXVWOH�
of the waiters… it was an awesome sight and overall sensory experience. 

Similar experiences could be had as horses rounded into the home strait 

at Happy Valley or Sha Tin, in hawker markets, construction sites and 

industrial areas of the city. 

All those qualities allowed Hong Kong to rebound from past crises with 

little to no collateral damage. A quick look at Bloomberg shows that the 

Hang Seng Index rebounded from bad quarters within a wide range of time 

frames. A table is shown below. 

Source: Bloomberg

Quarter 
End Date

29/6/1973

30/9/1974

31/12/1987

31/12/1997

30/9/1982

30/9/1981

30/6/1998

30/6/1989

31/3/1994

Heng Seng 
Index Close

623.19

212.59

2,302.75

10,722.76

927.18

1,280.13

8,543.10

2,273.91

9,029.91

Quarter % 
Change

-52.10

-46.77

-41.61

-28.75

-27.48

-26.19

-25.83

-24.33

-24.04

# of Quarters to 
recover level

31

27

16

9

11

18

9

6

10



What we can observe is that the markets regained their previous (pre-

crisis) level more quickly in recent times. The two drawdowns in the 1970s 

ZHUH�SDUWLFXODUO\�EUXWDO�DQG�DOO�SDUW�RI�D�GL̇FXOW�WLPH�JOREDOO\�IRU�HTXLWLHV��
as energy prices soared and geopolitics were challenging. The 1987 crisis 

by contrast took 16 quarters to get back to the pre-crisis high, which is 

a long time compared to the S&P 500 index in the U.S., which took only 

seven quarters to regain its level. The 1987 market collapse was driven by 

WKH�8�6���ULVLQJ�UDWHV�FDXVHG�SUR¿W�WDNLQJ�DIWHU�D�VWURQJ�EXOO�UXQ�DQG�WKH�
whole thing snowballed as “portfolio insurance,” essentially computer-

driven stop-loss selling, kicked in. The Dow Jones Industrial Index fell by 

22.6% in one day, at that point the largest drop in history. But what about 

Hong Kong?

On Monday 19 October 1987, in the Asian timezone, the Hang Seng Index 

fell 11%, as U.S. futures looked weak, and trading on the previous Friday 

in the U.S. had produced a fall of 5%. The real drama happened during the 

night of Monday 19 October Hong Kong time. As the U.S. was collapsing, 

the Hong Kong Stock Exchange, headed by Ronald Li Fook-Shiu (李

福兆), decided to close the exchange for four days to limit the panic. It 

did not work. On the following Monday, when the exchange reopened, 

the Hang Seng Index fell 33%. Li was later arrested by the Independent 

Commission Against Corruption (ICAC), and convicted of taking bribes 

for allowing certain companies to list on the Hong Kong Exchange. He also 

was known to have a vast portfolio of stocks in Hong Kong, and thus faced 

FRQVLGHUDEOH�FRQÀLFW�RI�LQWHUHVW�LQ�KLV�GHFLVLRQ�WR�FORVH�WKH�H[FKDQJH�
It is generally accepted that the closure of the Hong Kong Exchange had 

long-lasting negative consequences for the reputation of Hong Kong as a 

¿QDQFLDO�FHQWHU��,Q�P\�YLHZ��WKDW�LV�WKH�PDLQ�UHDVRQ�WKDW�WKH�+RQJ�.RQJ�
market took so much longer to rebound than the U.S. markets. Many 
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international investors would not touch Hong Kong, calling it a “Mickey 

Mouse” market that could be shut without warning. I remember people 

thinking I was mad to move to Hong Kong as a young graduate in 1988, so 

soon after that debacle. Thankfully, the Hong Kong government and the 

Hong Kong Securities and Futures Commission (SFC) took hard lessons 

from the market closure and decided that the regulatory framework had 

to be tightened. The SFC has an excellent summary of the events and its 

¿QGLQJV��SXEOLVKHG�LQ�������6)&���������

On page 48 of the above-captioned report, the SFC noted that, “We believe 

that it is wholly inappropriate to attempt to build a system with no fails. 

Markets will continue to gyrate, sometimes wildly, players will continue 

to fail and clients will continue to default. No free-market system can, 

or indeed should attempt to, prevent such events from occurring.” Hong 

Kong and the Hong Kong Exchange eventually emerged stronger from 

that crisis, and importantly established its identity as an open and free 

¿QDQFLDO�PDUNHW��ZLWK�EHWWHU�VDIHJXDUGV��,W�WRRN�WLPH�����TXDUWHUV�LV�IRXU�
years of hard work to undo one bad decision taken in the early morning of 

20 October 1987; four years of the market being below the end September 

1987 level. One of the lessons surely was that it is fast and easy to ruin a 

UHSXWDWLRQ��EXW�ORQJ�DQG�GL̇FXOW�WR�UHEXLOG�RQH�

)DVW�IRUZDUG�WR����������\HDUV�VLQFH�WKH�HYHQWV�RI�������:KDW�
DERXW�+RQJ�.RQJ"

I do not need to go into depth about the COVID-19 outbreak and the 

upheaval it has caused worldwide. Most readers will be all too familiar 

with that. But let us consider the action that Hong Kong has taken, and 

indeed continues to take in the face of this virus. We have instituted some 

/   4.1  Crises of “Closures”: Past and Present



of the toughest restrictions in the world, and at the time of writing, are 

over two and a half years into these restrictions. While the stock market 

has not closed, Hong Kong society has been dramatically altered to the 

point of being virtually closed. First, travel, one of the mainstays of the 

Hong Kong economy, both through inbound tourism, and outbound 

business and leisure travel by Hong Kong residents, is down by over 90% 

from pre-pandemic levels. Second, the spirit of Hong Kong people has all 

but been smothered to death by draconian measures which have closed 

schools, businesses, and sporting facilities. Hong Kongers have been 

made to wallow around the once great city, as masked zombies living 

in perpetual (but vastly overstated) fear for their lives. All the positive 

attributes I mentioned above: drive, work ethic, risk-taking spirit and 

resilience have been crushed by mask mandates, vaccine passports, 

and unprecedented intrusion by the government into everyday life (in 

the form of restrictions on bar and restaurant visitations, mandatory 

quarantining at government facilities, etc.). While the harshest elements 

of the restrictions have been relaxed recently, Hong Kong remains the only 

major world city to require vaccine passports, mass masking, including in 

VFKRROV��DQG�FRQWUROV�RQ�DFWLYLWLHV�RI�SHRSOH�GXULQJ�WKH�¿UVW�WKUHH�GD\V�WKDW�
they arrive in Hong Kong. The level of micromanagement in the everyday 

OLYHV�RI�SHRSOH�UHPDLQV�VWLÀLQJ��:H�DOO�FHUWDLQO\�KRSH�WKDW�DOO�PHDVXUHV�ZLOO�
be relaxed, but it will take a long time for Hong Kong to retain its former 

vibrancy. A whole generation of children have had their lives disrupted 

in an unprecedented manner so we have no idea what the long-term 

consequences will be.   

We could argue that the current crisis is one of identity. The identity of 

Hong Kong had always been work hard/ play hard, laissez faire, but with 

a robust, transparent legal system that punished those who did not play 
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fair.  To my mind, this identity has been completely crushed in the last two 

and a half years. As someone who has made Hong Kong his home, married, 

raised kids, and involved himself in all aspects of Hong Kong life, I am 

extremely worried about this change because it is a fundamental change in 

the main driving force of Hong Kong’s success. 

At the root of the problem is the government’s apparent belief that their 

main task is to ensure that no one falls ill or dies from COVID-19. They 

want to keep people “safe.” Think back to the quote from the SFC paper 

mentioned above. “We believe that it is wholly inappropriate to attempt to 

EXLOG�D�V\VWHP�ZLWK�QR�IDLOV�́ �:KLOH�WKH�UHIHUHQFH�ZDV�WR�¿QDQFLDO�PDUNHWV��
I believe that it applies equally to healthcare, especially the control of a 

contagious (yet for the most part very mild) respiratory virus in a densely 

populated metropolis. While it would certainly be nice to rid the world 

of disease (and market volatility and bankruptcies, etc.), it is simply not 

UHDOLVWLF��DQG�DV�ZH�DUH�¿QGLQJ�RXW�QRZ��WKH�FRVWV�DUH�DVWURQRPLFDO���

Let’s examine the costs to Hong Kong. We know all too well what the drag 

LV�RQ�WKH�¿VFDO�EXGJHW��$FFRUGLQJ�WR�GDWD�SXEOLVKHG�E\�WKH�+RQJ�.RQJ�
JRYHUQPHQW��WKH�¿VFDO�UHVHUYHV�RI�WKH�+.6$5�IHOO�IURP�������WR�������RI�
GDP between 31 March 2020 and 31 March 2022. Thousands of businesses 

FORVHG�IRUHYHU��LQFOXGLQJ�'UDJRQ�$LU��&DWKD\�3DFL¿F¶V�UHJLRQDO�FDUULHU��
These statistics have been widely reported on. 

%XW�ZKDW�RI�QRQ�¿QDQFLDO�FRVWV"�6WXGLHV�IURP�DURXQG�WKH�ZRUOG�KDYH�
shown that school closures and forced masking of students have deep and 

long-lasting negative implications for psychological, development and 

learning outcomes. Given that the disruption to education has been going 

on for over two years, we will feel the impact of these costs for decades. 
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Skilled people, both local and expatriate, are leaving in droves. According 

WR�SUHVV�UHSRUWV���������SHRSOH�OHIW�LQ�WKH�¿UVW�WZR�PRQWKV�RI�������ZLWK�
D�IXUWKHU��������OHDYLQJ�LQ�WKH�¿UVW�WZR�ZHHNV�RI�0DUFK�������7KH�+RQJ�
Kong population is actually shrinking, and it is the educated, skilled 

professionals who have the means and desire to depart. This exodus will 

LPSDFW�+RQJ�.RQJ¶V�DELOLW\�WR�FRPSHWH�LQ�¿QDQFLDO�VHUYLFHV��WUDGH�VHUYLFHV��
education, travel, IT, and many other key industries for years to come.

7KH�IUXVWUDWLQJ�DVSHFW�RI�DOO�WKLV�LV�WKDW�LW�LV�DOPRVW�HQWLUHO\�VHOI�LQÀLFWHG��
When one considers the other crises that led to the falls in markets in the 

table above, almost all were caused by external forces. The strong rises in 

share prices prior to the crises hitting resulted in sharper falls to be sure, 

but generally speaking, the key attributes of Hong Kong led it to bounce 

back quickly and strongly in all cases since the 1980s. This time around, 

Hong Kong is being hollowed out from the inside, and it will take a very 

ORQJ�WLPH�WR�UHJDLQ�WKH�FRQ¿GHQFH��GULYH�DQG�VNLOOVHW�WKDW�KDV�EHHQ�WKH�
hallmark of its success. 

Is it possible to regain our former strengths? Yes, I think so. The animal 

VSLULWV�RI�WKRVH�UHPDLQLQJ�KDYH�QRW�EHHQ�FRPSOHWHO\�VQX̆HG�RXW��%XW�WKH�
government needs to get out of the way, and quickly. I do not know what 

will bring the required dose of humility to the government to allow them to 

UHDOL]H�WKDW�HYHU\�H̆RUW�WKH\�WDNH�WR�³GHIHDW�WKH�YLUXV´�HQGV�XS�³GHIHDWLQJ�
Hong Kong.” Hong Kong will rise again on the backs of its amazing people, 

not through closures and government mandates. Those of us that still 

believe in Hong Kong need to be patient, because, as we saw in the case of 

WKH������FULVLV�RI�FRQ¿GHQFH�LQ�WKH�+RQJ�.RQJ�PDUNHW��LW�WRRN�IRXU�\HDUV�
to regain the pre-crisis level in the markets. Given all the issues I have 

outlined above, will four years be enough? I leave it as an open question. 
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To Bridge a Funding Gap

— Ronald Chan

It all happened in Singapore. In a spring afternoon under a glistening 

VXQVHW��,�ZDV�RQ�P\�ZD\�WR�WKH�DLUSRUW�WR�FDWFK�D�ÀLJKW�KRPH�WR�+RQJ�.RQJ��
My phone suddenly rang. “Ronald, I need you to know something.” 

This was the peak of the Sino–American trade war. Talk of a “New Cold 

War,” Thucydides’ Trap, and the dangers of the world returning to a 

JHRSROLWLFDO�EDWWOHJURXQG�DERXQGHG��:LWK�HVFDODWLQJ�WUDGH�WDUL̆V��WKH�
WKUHDW�RI�D�WHFKQRORJ\�ZDU��DQG�¿QDQFLDO�GHFRXSOLQJ�ORRPLQJ�RYHU�WKH�
horizon, preparing for the worst was one thing, but being hit by the worst 

was another.

The fateful call brought bad news. A long-time and devoted client from 

Europe had passed. He had been one of the most loyal and important 

contributors to my fund, with a quarter of our portfolio stemming from his 

VXSSRUW��7KHQ�LW�KLW�PH��WKLV�ZDVQ¶W�MXVW�¿QDQFLDO��7KLV�ZDV�WKH�GHSDUWXUH�
of a family friend, a mentor, and supporter that I had respected greatly. He 

VHHGHG�PH�ZKHQ�,�¿UVW�VWDUWHG�RXW�LQ�WKH�EXVLQHVV��

Now, as a result of all sorts of legal complexities, his children had to 

redeem his share of the fund. They said this would be temporary. I thought 

to myself: how temporary? 

4.2
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I had two months to raise the necessary cash. Much of the liquidity we 

possessed had been committed to pre-existing investments. Putting it 

all together in time would be a major challenge. I reassured myself that I 

could get the task done, but my mind quickly drifted to the long-serving 

colleagues whose interests I had to take care of. “Will Chartwell survive 

this redemption?” I muttered to myself. 

)RU�WKH�¿UVW�WLPH�VLQFH�,�KDG�VWDUWHG�WKH�EXVLQHVV��,�KDG�WR�KROG�EDFN�
tears. I had weathered all sorts of markets for the past 20 years but this 

redemption could lead to downsizing or even the downfall of the company. 

In a car racing down the highway to the airport, it felt surreal and ironic. 

Queen’s Don’t Stop Me Now came on the radio.

“I’m a racing car passing by like Lady Godiva 

I’m gonna go, go, go 

There’s no stopping me

Don’t stop me now…”

%HLQJ�DQ�,QYHVWPHQW�6WHZDUG
That plane ride felt like the longest I’d ever taken. Upon my return to 

Hong Kong, I explained the situation to my team. They were certainly 

taken aback but we remained unfazed. Without delay, we began to adjust 

WKH�SRUWIROLR�WR�EUDFH�IRU�WKH�XSFRPLQJ�UHGHPSWLRQ��,Q�WKH�¿UVW�IHZ�
weeks, selling our liquid positions was easy. However, because we ran a 

concentrated small and mid-cap portfolio, the task of liquidating some 

positions became quite daunting in the weeks that followed. 



The market was slow and cautious under the heated trade dispute, coupled 

with the Easter holidays. The bid and ask spreads were wide for many of 

our holdings, and the overall investment appetite for them was subdued. 

A broker called and said that he had found a counterparty willing to 

take up our shares with a 15% discount. I said no, because that would 

EH�XQIDYRUDEOH�WR�RXU�LQYHVWRUV��,I�ZH�WRRN�WKH�R̆HU��LW�DOVR�ZRXOG�KDYH�
VHQW�WKH�ZURQJ�VLJQDO�WR�WKH�PDUNHW��ZKLFK�FRXOG�KDYH�D̆HFWHG�WKH�
good relationships we had built with the owners and managers of our 

investments.  

We were surrounded by sharks and pirates who wanted us dead in the 

following days. I knew the market had always been cutthroat, and I had 

seen this happen to my competitors, but I could not have imagined that it 

would have happened to us.

In a sleepless night, I asked myself, “What should I do?” 

“Do what an investment steward would do,” my inner voice replied. “As 

ORQJ�DV�\RX�DUH�KRQHVW��VLQFHUH��DQG�UHVSRQVLEOH��\RX�ZLOO�¿QG�D�ZD\�́ �

I subsequently did what I thought was most sensible: I called the majority 

owners of our investments as well as some of our long-serving clients, 

explained our situation to them, and asked whether they could buy our 

shares. They all agreed without even negotiating any sort of price discount. 

Six weeks since that fateful call, we were able to return the client’s capital 

just in time. On the surface, we were sitting on a massive pile of cash, but 

in reality, we remained heavily invested. Then, in an unexpected turn, two 

events occurred in parallel. 
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“We found a solution for the family foundation. We will redeem our shares 

LQ�\RXU�IXQG�DQG�UH�VXEVFULEH�WR�LW�RQ�WKH�VDPH�GD\�XQGHU�D�GL̆HUHQW�
entity,” the representative of the deceased client said in a call on a Friday. I 

was relieved by the serendipitous turn of events. 

That same weekend, then-U.S. President Trump tweeted, “…of additional 

goods sent to us by China remain untaxed, but will be shortly, at a rate of 

�����7KH�7DUL̆V�SDLG�WR�WKH�86$�KDYH�KDG�OLWWOH�LPSDFW�RQ�SURGXFW�FRVW��
mostly borne by China. The Trade Deal with China continues, but too 

slowly, as they attempt to renegotiate. No!” 

The market came crashing down the next day, falling by over 10% over the 

next few weeks, then by another 10% over the next few months. However, 

with our cash position, we were immune to the plunge. With an uncertain 

RXWORRN��LQYHVWRUV�ZHQW�LQWR�D�ULVN�R̆�PRGH��HLWKHU�E\�KROGLQJ�FDVK�RU�
switching to beaten down, value-oriented, and high dividend-yielding 

VWRFNV��6RPH�RI�RXU�LQYHVWPHQWV�EHQH¿WHG�IURP�WKH�WXUQ�RI�HYHQWV�DQG�HYHQ�
recorded positive performances. With our cash position, we subsequently 

re-entered the market. 

The year ended on a high note. The trade disputes softened, and the market 

regained lost ground and recorded a positive return for the year. As for us, 

we beat our benchmark by a wide margin. 

Clients praised us for having such impeccable foresight to raise cash just 

before the storm. However, we never shied away from reality: we told them 

that it was a mixture of unintentional circumstances that led us to our 

extraordinary performance. “It’s better to be lucky than good,” they said. 

/DG\�/XFN�ZDV�FHUWDLQO\�RQ�RXU�VLGH��HYHQ�WKRXJK�ZH�KDGQ¶W�VHHQ�LW�DW�¿UVW��
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As for me, I only picked up the signs many months later.

“Don’t stop me now

Yes, I’m havin’ a good time

I don’t want to stop at all…”  

7KLQNLQJ�RI�<RXUVHOI�/HVV
Over the years, I have treated bull and bear markets as the same. They 

DUH�SDUW�RI�DQ�HFRQRPLF�F\FOH�DQG�DQ�LQWHJUDO�SDUW�RI�RXU�EXVLQHVV��,�¿UPO\�
believe that as long as we can pick the right businesses, pay the right prices 

for them, watch and advance their growth, and rebalance their portfolio 

ZHLJKWLQJV�XQGHU�GL̆HUHQW�PDUNHW�FRQGLWLRQV��ZH�FDQ�H̆HFWLYHO\�VXUYLYH�
DQG�WKULYH��7KHVH�SULQFLSOHV�DUH�QRW�GL̇FXOW�WR�LPSOHPHQW��WKDW�LV��XQWLO�DQ�
unexpected situation such as the aforementioned crisis emerges.  

Reviewing the ups and downs of that fateful year, I had three takeaways: 

EH�KXPEOH��KRSHIXO��DQG�ÀH[LEOH����

+XPLOLW\��WR�PH��LV�D�FRPELQDWLRQ�RI�SXWWLQJ�WKH�LQWHUHVWV�RI�RWKHUV�¿UVW�DQG�
UHÀHFWLQJ�FDUHIXOO\�XSRQ�RXU�UHVSRQVLELOLWLHV�DV�VWHZDUGV�LQ�EUDFLQJ�IRU�
the unknown. I am reminded of a quote from C.S. Lewis: “True humility 

is not thinking less of yourself, it’s thinking of yourself less.” In essence, it 

is really about doing the right thing by being prudent and responsible, and 

through this we build trust and respect with our clients. 

Somebody once told me that the art of investing is to turn unknown 

unknowns and known unknowns into known knowns. However, not all 

NQRZQ�XQNQRZQV�FDQ�EH�TXDQWL¿HG��DQG�QRW�DOO�XQNQRZQ�XQNQRZQV�FDQ�
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EH�LGHQWL¿HG��VR�ZH�PXVW�UHFRJQL]H�RXU�ÀDZV��HPEUDFH�RXU�IDOOLELOLW\��DQG�
let go of our ego to grow and become a true investment steward. 

7KH�VHFRQG�OHVVRQ�LV�WR�EH�KRSHIXO��,Q�¿QDQFLDO�DQDO\VLV��ZH�RIWHQ�FRQVWUXFW�
D�VHULHV�RI�PRGHOV�IRU�GL̆HUHQW�WLPH�KRUL]RQV��EXW�ZH�PXVW�UHDOL]H�WKDW�
no matter how meticulously we seek to capture every fact and detail, life 

always has a way of throwing a wrench into the works. 

Life is innately unpredictable, so the best way to approach it is to make 

peace with Mother Nature. Think positively, aim for the best, prepare 

for the worst, and make room for error. As long as you have a genuine 

heart and try your utmost, the best will naturally unfold. I am reminded 

of a quip by Sir Winston Churchill in which he stated that he had a lot of 

worries and troubles in his life, most of which never happened. 

7KH�ODVW�SRLQW�LV�WR�EH�ÀH[LEOH��7KLV�GRHVQ¶W�PHDQ�WKDW�ZH�VLPSO\�JR�ZLWK�
WKH�ÀRZ�RU�IUHTXHQWO\�FKDQJH�RXU�SULQFLSOHV��,Q�IDFW��ZH�PXVW�NHHS�WKHVH�
consistent as they form the foundation needed to gain trust and respect. 

However, we can learn to be strategic and tactical in the way we approach 

the market. As I was told, a strategy is the action plan that brings you to 

where you wish to go, and tactics are the individual steps that take you 

there. As long as we keep our principles consistent and set our overall 

VWUDWHJ\�ULJKW��ZH�FDQ�EH�DV�ÀH[LEOH�DV�QHFHVVDU\�ZLWK�RXU�WDFWLFV��

We are what we think, which shapes how we feel and act. We must 

proactively adapt to circumstances, and equip ourselves with hope and a 

constantly positive attitude, even if a situation seems desperate. Then, with 

a humble heart, Mother Nature won’t stop us but prepare us for the best 

outcome.   
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It Is Always Crisis Season

— Peter Phillips1 , CFA

On 19 October 1987, which became known as Black Monday, the Dow 

Jones Industrial Average declined 22%. Over the next week, the Hang Seng 

Index fell 45%, including a decline of 33% in one day. This also included 

four days during which the Hong Kong stock market was closed. The 

Hong Kong Exchange was criticized for this closure and has minimized 

closures since then. I arrived in Hong Kong on 11 October 1987, in my new 

role with Fidelity International as Research Manager. In the previous few 

years, equity markets had experienced a strong bull market, and Hong 

Kong had seen a lot of speculative trading in equities. My role at Fidelity 

included the research of Hong Kong utilities. Within a few weeks after 

joining, I initiated coverage on CLP and Hong Kong Electric with Buy 

recommendations as these companies provided stability and growth at 

a time of high volatility. The stock that excited me the most during this 

time was Hong Kong and China Gas; this company was achieving amazing 

growth, with its margin expanding as more customers were being added. 

One of the reasons I was appointed to my new role with Fidelity was that 

I was part way through the CFA course. In 1985 I attended a short course 

in Rockford, Illinois, where I learned about the CFA program. I enrolled 

for Level I in Melbourne. The most stressful part of the course was the 

UHTXLUHPHQW�WR�¿QG�D�VXSHUYLVRU�IRU�WKH�H[DP��7KH�&)$�SHRSOH�WROG�PH�WR�

4.3
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¿QG�D�3URFWRU��,�FRQWDFWHG�P\�ORFDO�XQLYHUVLW\��&DXO¿HOG�,QVWLWXWH��WU\LQJ�
WR�¿QG�0U��3URFWRU��2QO\�DIWHU�VHYHUDO�FDOOV�GLG�,�UHDOL]H�WKDW�3URFWRU�ZDV�
a title! In June 1988, I completed Level 3 in Hong Kong; being the only 

candidate doing this level in Hong Kong. My membership number issued 

was 11138, which my wife told me was a lucky number!

Greed and Fear
In a usual period in the summer of 1991, I saw greed and fear being 

displayed in the streets of Central simultaneously. The residential property 

market was hot, and there were very large queues of people lining up at a 

GHYHORSHU¶V�&HQWUDO�ṘFH�WR�EX\�ÀDWV�LQ�D�QHZ�GHYHORSPHQW�LQ�7LQ�6XL�:DL��
This greed for property was in contrast to other queues nearby in which 

customers were lining up to withdraw deposits from banks, including 

Standard Chartered and Citibank.  A banking run had been ignited by 

the Hong Kong subsidiary of Bank of Credit and Commerce International 

(BCCI) going bankrupt. This bankruptcy received widespread criticism 

as the government had assured investors on the Friday before BCCI’s 

FROODSVH�RI�LWV�¿QDQFLDO�VWDELOLW\��7KH�EDQN�UHPDLQHG�RSHQ�RQ�6DWXUGD\��
but was declared insolvent the following Monday. Shortly afterward, I 

remember on a Friday when there were some murmurs in the morning 

about Standard Chartered Bank going bankrupt. Over the day with people 

communicating with colleagues and friends during lunchtime (there was a 

limited number of mobile phones) the rumor spread rapidly, and Standard 

Chartered had to extend its trading hours that evening to pay out deposits.



HK Economy/Market Merging with the Mainland
I was given the responsibility of managing a Hong Kong equity fund 

from October 1990. Over the next few years, it was an exciting time to be 

investing in Hong Kong. The Shenzhen and Shanghai markets allowed B 

shares to be invested by foreigners. There were some challenges in getting 

information on Chinese companies, and often prospectuses were not 

DYDLODEOH��$OVR��IRU�WKH�¿UVW�&KLQHVH�,32��,�HQFRXQWHUHG�VRPH�TXHVWLRQLQJ�
IURP�RXU�8�.��ṘFH�RQ�KRZ�ZH�FRXOG�LQYHVW�LQ�&KLQD�FRQVLGHULQJ�WKDW�
“the Government was unstable.” I answered their question simply with 

the fact that, “China has a stable government, in fact the same since 

�����́ �,Q�-XO\�������7VLQJWDR�%HHU�EHFDPH�WKH�¿UVW�+�VKDUH�WR�EH�OLVWHG�LQ�
Hong Kong. I remember the roadshow lunch at the Marriot Hotel, where 

Tsingtao executives sat at their table with a massive pile of Tsingtao beer 

cans arranged in a pyramid structure. The broadening out of the Hong 

Kong equity market added to the market euphoria—in 1993, the Hang Seng 

Index soared more than 100%.

Red Chips
The mid-1990s saw the development of red chips in Hong Kong, i.e., 

Chinese companies listing in Hong Kong, often by injecting businesses 

into existing listed companies. Any rumor of an impending injection 

would send a company’s stock price soaring. With the development of red 

chips, huge speculative gains were achieved by some investors, and some 

managements gained incredible amounts of money from options being 

issued very cheaply as part of these transactions. When I questioned one 

of the red chip companies about these excessive gains, he told me that they 

would “rebate” these funds back to the company. I pointed out that this 

would require a disclosure, which did not happen.
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(YROYLQJ�5LVN�0DQDJHPHQW
During the 1990s, the markets were relatively buoyant, although this 

was sometimes interrupted by various events. One of these was the 

collapse of Barings. In the 1990s, Barings established a strong Asian 

business with high-quality research, which was well presented in various 

publications that became reference documents for fund managers. One 

Sunday afternoon in 1995, I received a phone call from a broker about the 

disclosure of Barings’ derivatives issue. The collapse of Barings highlighted 

the need to focus on counterparty risk.  Several investors experienced this 

¿UVW�KDQG��WKH\�ZHUH�XVLQJ�WKH�%DULQJ�7DLZDQ�LQYHVWPHQW�IDFLOLW\�WR�KROG�
their securities in Taiwan. 

+.�0DUNHW�0RYLQJ�IURP�'HYHORSLQJ�WR�'HYHORSHG
7KHUH�ZDV�VLJQL¿FDQW�DQ[LHW\�DERXW�WKH�LPSHQGLQJ�KDQGRYHU�RI���-XO\�
������7KHUH�ZHUH�QHZV�UHSRUWV�GDLO\�JLYLQJ�GHWDLOV�RI�WKH�¿QDO�QHJRWLDWLRQV�
between the British and Chinese governments, which had many points of 

disagreement. Despite this uncertainty, the market embraced the economic 

integration —Hong Kong companies were expanding in the mainland, 

adding new areas of growth. With the development of the Chinese share 

markets, a larger number of Chinese companies listing in Hong Kong, and 

with a strong economy, the Hong Kong equity market boomed during this 

period. For the three years ending in October 1993, the Hang Seng Index 

was up 252%. Also, the investor base for Hong Kong equities broadened 

with more international investors attracted to the equity market. With 

more Chinese companies represented in the Hong Kong market, this 

became a gateway for investments into the mainland.
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In 1993 I visited Shanghai to meet with B-share companies. In those 

GD\V��PDQ\�&KLQHVH�FRPSDQLHV�GLG�QRW�KDYH�ṘFHV�EXW�UHQWHG�URRPV�LQ�
KRWHOV�DV�ṘFHV�LQVWHDG��7KHVH�FRPSDQ\�YLVLWV�ZHUH�YHU\�GL̆HUHQW��DV�
these companies did not have any experience in dealing with international 

investors. Management at these companies was very enthusiastic and 

excited to have the opportunity of raising capital from outside of China. 

The meetings were normally very long, as it took a lot of time to explain the 

various questions. Interestingly, several companies had some knowledge 

of investing gained from their exposure to the Peter Lynch book One 

Up on Wall Street. Today when I look at Chinese companies, I think it is 

important to remember that they have a pretty short history. As a result, I 

EHOLHYH�WKDW�LW�LV�GL̇FXOW�IRU�WKHP�WR�IXOO\�HPEUDFH�VRPH�QHZHU�DUHDV��VXFK�
as ESG, in the same manner as companies elsewhere with much longer 

commercial histories.

&KDQJLQJ�'DWD�DQG�$QDO\VLV
Being a bottom-up investor, my focus was on stock picking and a key 

component of this investing process is meeting with companies. Over the 

years, I observed some changes in this area. Initially I found company 

meetings very useful. Most company representatives didn’t meet with 

many investors, and answered questions honestly and gave a balanced 

view. Over the years, the number of investors grew dramatically, and 

investor conferences became more prevalent. As a result, I found 

companies very “scripted,” presenting their positive story using well-

rehearsed presentations. As a result, I became more selective in choosing 

companies to meet with and spent more time reading annual reports. 

Regarding IPOs, one thing I found interesting was the reduced emphasis 

on prospectuses and increased reliance on PowerPoint presentations. On 
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some occasions I had to threaten to cancel an IPO meeting with companies 

unless I received the prospectus in advance. Our analysts also got caught 

up in looking for “shortcuts.” They often would not read the prospectus but 

would rely on broker “teach-ins” on the company.

In the late 1980s information was communicated via mail and phone. Each 

day I received a large stack of broker reports to read. Daily reports were 

hand-delivered and urgent information communicated with phone calls. 

During the late 1990s, gradually with the development of the internet and 

with email, everything became electronic. This change in information 

availability, together with increasing brokerage coverage of stocks, led to 

DQ�LQFUHDVH�LQ�PDUNHW�ḢFLHQF\��%URNHU�FRYHUDJH�RI�FRPSDQLHV�H[SDQGHG��
with more specialized sector coverage emerging. Over time, we saw 

LQYHVWRUV�OHVV�OLNHO\�WR�UHDFW�WR�¿QDQFLDO�UHSRUWLQJ�DQG�PRUH�IRFXVVHG�RQ�
companies’ outlook. I remember being disappointed on one occasion when 

,�KDG�FRUUHFWO\�DQWLFLSDWHG�D�SRVLWLYH�HDUQLQJV�VXUSULVH�IRU�&DWKD\�3DFL¿F��
however, the stock reacted negatively due to a more subdued outlook 

statement. 

:LWK�WKH�WKRXJKW�WKDW�VRPH�W\SH�RI�¿QDQFLDO�FULVLV�ZDV�DOZD\V�RQ�WKH�
horizon, I had to learn to adapt in how I analyzed companies. I put more 

emphasis on balance sheet analysis and became less interested in cyclical 

companies.  I became less interested in dividend yield, as dividends would 

often be cut during downturns. Companies with a more conservative 

¿QDQFLDO�VWUXFWXUH�EHFDPH�PRUH�DWWUDFWLYH��
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&ULVHV�&RQWLQXH�3RVW�WKH�+DQGRYHU
7KH�EXOO�PDUNHW�HQGHG�LQ������ZLWK�WKH�$VLDQ�)LQDQFLDO�&ULVLV��¿UVW�VHHQ�
in Thailand. During this time, we saw some panic selling, and on some 

occasions, even stable power generation companies such as Tenaga in 

Malaysia saw their share prices decline by 20% in one day. The move by the 

+RQJ�.RQJ�JRYHUQPHQW�WR�EX\�VKDUHV�GXULQJ�WKLV�WLPH�ZDV�YHU\�H̆HFWLYH�
in stabilizing the market. While this downturn was painful for investors, I 

saw it as a welcome adjustment from the previous excesses. 

One of the most visible examples of the end of this bull market in 1997 

was the collapse of Peregrine Investments. During the 1990s, Peregrine 

ZDV�D�KLJK�À\LQJ�$VLDQ�LQYHVWPHQW�EDQN�DQG�ZDV�SDUWLFXODUO\�DFWLYH�
in Hong Kong/ Chinese equities. The problem that arose for Peregrine 

was its debt exposure to an Indonesian taxi company, Steady Safe, that 

JRW�LQWR�¿QDQFLDO�WURXEOH��'HVSLWH�UDLVLQJ�VXEVWDQWLDO�DPRXQWV�RI�PRQH\�
for mainland companies, there wasn’t any “rescue” from the mainland, 

and Peregrine went bankrupt in 1998. This collapse of such a successful 

LQYHVWPHQW�EDQN�KLJKOLJKWHG�WR�WKH�¿QDQFLDO�FRPPXQLW\�WKH�QHHG�WR�
tighten risk management. 

*OREDO�)LQDQFLDO�&ULVLV��EXW�2QO\�D�5LSSOH�LQ�+RQJ�
Kong
The Global Financial Crisis of 2008 did have a big impact on the Hong 

Kong stock market and on investors based in Hong Kong. Over the years, 

the number and type of institutional investors based in Hong Kong had 

grown enormously. There were a lot more investors based in Hong Kong 

investing internationally and, as a result, more exposed to international 

market movements. However, this crisis did not impact Hong Kong 
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FRPSDQLHV�DV�PXFK�GXH�WR�WKHLU�ORZ�JHDULQJ��'XH�WR�WKH�¿QDQFLDO�PDUNHW�
volatility in the past, most Hong Kong companies that have debt also have 

VLJQL¿FDQW�FDVK�KROGLQJV��:KLOH�WKLV�LV�LQḢFLHQW�IURP�D�FRVW�RI�FDSLWDO�
point of view, this approach has helped weather the various crises over the 

years.  

The conservative approach Hong Kong banks took limited the impact 

on the banking sector. Overall, the experience gained from previous 

crises cushioned the impact on Hong Kong. I left Fidelity in 2008 and 

MRLQHG�P\�FROOHDJXH�-H̆�.XQJ�DW�)URQWLHU�$VLD�&DSLWDO��:H�UHODXQFKHG�
the Frontier Asia Fund on 1 September 2008, just as the Global Financial 

Crisis commenced. With our start-up, the downturn in markets was very 

challenging, but the experience of other downturns helped us. 

3URWHVW�3OXV�3DQGHPLF�&ULVLV
The most recent crisis in Hong Kong started in 2019 with the protests and 

continued in 2020-22 with the pandemic. This crisis has had a much more 

VLJQL¿FDQW�VRFLDO�LPSDFW²SHRSOH�OHDYLQJ�+RQJ�.RQJ�DQG�D�FRQVLGHUDEOH�
loss of employment and income in the travel and hospitality industries. 

This year is particularly challenging for asset managers in Hong Kong: not 

only do they face the industry challenge of very weak markets, but also 

WKH�VRFLDO�DQG�HFRQRPLF�GL̇FXOWLHV�LQ�+RQJ�.RQJ��,Q�$SULO������,�WRRN�RQ�
the role of CEO at Stonehorn Global Partners, a newly established long-

only equity manager. It is a good opportunity for me to put to work the 

experience I have gained over the years. Rather than speculating on when 

and how things will improve, in communicating with my colleagues on 

our current challenges I am focussing on us improving our organization. 

Having been exposed to so many crises in Hong Kong I have learned that it 
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is impossible to know what lies ahead. The most practical approach seems 

to remain calm during any crisis, knowing that things will improve.

Hong Kong as a Financial Center
During the last couple of years, Hong Kong’s position as an international 

¿QDQFLDO�FHQWHU�KDV�EHHQ�TXHVWLRQHG�E\�YDULRXV�FRPPHQWDWRUV��$V�,�ORRN�
back on the last few decades, it is remarkable the growth that we have seen 

LQ�¿QDQFLDO�VHUYLFHV��7KH�LQYHVWPHQW�PDQDJHPHQW�DQG�LQYHVWPHQW�EDQNLQJ�
industries have boomed over the years. In my early years in Hong Kong, 

most investment managers were in a few buildings in Central. Clearly the 

HFRQRPLF��¿QDQFLDO�LQWHJUDWLRQ�ZLWK�WKH�PDLQODQG�KDV�EHHQ�DQ�HQRUPRXV�
EHQH¿W�IRU�WKH�¿QDQFLDO�VHFWRU�LQ�+RQJ�.RQJ��%DVHG�RQ�P\�H[SHULHQFH��,�
DP�FRQ¿GHQW�WKDW�+RQJ�.RQJ�ZLOO�HPHUJH�LQ�JRRG�VKDSH�IURP�WKLV�FULVLV��
and there will be a lesson learned that Hong Kong cannot take its position 

DV�DQ�LQWHUQDWLRQDO�¿QDQFLDO�FHQWHU�IRU�JUDQWHG���

)XWXUH�&ULVHV�$UH�,QHYLWDEOH��EXW�$OVR�0DQDJHDEOH
:KDW�GR�DOO�WKHVH�FULVHV�LQ�+RQJ�.RQJ�¿QDQFLDO�PDUNHWV�PHDQ�IRU�
LQYHVWLQJ"�7KHVH�FULVHV�DQG�WKH�UHFRYHULHV�KDYH�EHHQ�YHU\�GL̇FXOW�WR�
predict. Given that markets are forward-looking, the recoveries in markets 

are particularly hard to predict. I have learned it is better to stay invested 

and accept the volatility. That is, “time in the market is better than timing 

the market.”

7KHUH�ZLOO�DOZD\V�EH�FULVHV��WKH\�PD\�GL̆HU�LQ�YDULRXV�IHDWXUHV��EXW�WKH\�
are inevitable. It is best that as investors we accept this volatility and 

manage the emotions that are prevalent during the crisis. An incident that 
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KHOSHG�PH�LQ�WKLV�DUHD�ZDV�P\�¿UVW�EDQNUXSWF\��2Q����6HSWHPEHU�������
Northern Star, an Australia media company, went bankrupt. I held shares 

in the fund that I was managing and one of my colleagues in London had 

a substantial holding of 10% of this company. In a conversation with my 

colleague, he remarked “we were too early in the cycle; with an improving 

economy, media margins will recover strongly.” A few months later he 

bought into another Australian media company and made a gain of ten 

times over the next 18 months, I did not buy into this other company. From 

this incident I learned to deal with failure and to continue taking risks.

In Hong Kong, investors have developed a reasonably strong appetite to 

take risks, a pretty good ability to manage crises, and the optimism that a 

recovery will come along. I don’t think this displays any special skill; it just 

VHHPV�WR�EH�D�UHVXOW�RI�XV�KDYLQJ�D�ORW�RI�H[SHULHQFH�GHDOLQJ�ZLWK�VLJQL¿FDQW�
volatility.

Notes
1  Peter Phillips passed away after submitting this article. His last words to one of us were, “I hope some people get 

something from it [the article].” 

/   4.3  It Is Always Crisis Season



Three Crises, Infinite Lessons

— Sean Debow, CFA

I arrived in Hong Kong in 1994 as an ambitious analyst and chartered 

DFFRXQWDQW�ZKR�ZDQWHG�WR�OHDUQ�DERXW�WKH�¿QDQFLDO�PDUNHWV�RI�$VLD��
Shortly after I joined Merrill Lynch Asset Management in 1994, I came 

to learn of the CFA Institute and the Chapter in Hong Kong. I enrolled 

in the CFA Level One exam and started a long path of learning with the 

&)$�,QVWLWXWH���,Q�WKH�WKUHH�¿QDQFLDO�FULVHV�WKDW�,�KDYH�LQYHVWHG�WKURXJK��
each has been unique, bringing with it its own challenges and learning 

opportunities. Allow me to share with you my memories of investing 

through these three crises. 

4.4
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The Asian Financial Crisis
7ZHQW\�¿YH�\HDUV�DJR��ZKHQ�WKH�¿UVW�UXPEOLQJV�RI�FXUUHQF\�WURXEOHV�
started in 1997, I was working in Hong Kong as a portfolio manager 

at Merrill Lynch Asset Management (now BlackRock). I managed the 

company’s Indonesia portfolio.

That gave me a front-row seat to one of the region’s biggest economic and 

political crises: the economic collapse, the political overthrow, and ethnic 

unrest of Indonesia during the Asian Financial Crisis. 

A few months after the Thai economy came crashing down in July 1997, the 

same signs of strain emerged in Indonesia. As with the Thai baht, currency 

speculators attacked the Indonesian rupiah. The country could no longer 

GHIHQG�WKH�FXUUHQF\��IRUFLQJ�LW�WR�DGRSW�D�ÀRDWLQJ�H[FKDQJH�UDWH��7KDW�VHQW�
the rupiah into free fall. Indonesian companies, overloaded with debt, were 

forced into bankruptcy and in 1998, the country’s economy shrank by 13%.

It wasn’t just an economic crisis. After more than 30 years in power, 

Indonesian president Suharto was losing his grip on power. Skyrocketing 

food and fuel prices led to shortages, plunging the country into chaos, and, 

combined with mass unemployment, sparking widespread protests and 

riots. 

The crisis in Indonesia taught me some important lessons—about how 

quickly a seemingly-stable situation can unravel, how a community can 

come together to help those in danger, and how a crisis can reveal which 

companies are poorly run. 



During Indonesia’s crisis, one of the country’s minority communities 

was in harm’s way. As far back as when Indonesia was a Dutch colony, 

the Indonesian Chinese community was a frequent target of violence, 

especially during economic and political strife. Suharto’s New Order also 

made the suppression of Chinese identity a matter of national policy, 

closing Chinese schools and banning Chinese symbols and practices from 

public spaces. 

The Chinese community became a convenient target when the economy 

took a turn for the worse. Indonesian protestors, upset with the state of the 

economy and the government, took to the streets to loot Chinese-owned 

stores and Chinese communities. Chinese-owned shops were ransacked, 

and more than a thousand people died—including the hundreds that 

perished in a mall set ablaze.

6HHLQJ�,QGRQHVLD�RQ�¿UH�ZDV�D�VKRFN�WR�DOO�RI�XV�LQ�+RQJ�.RQJ��,W�ZDV�D�
horrifying time, but also a poignant one. Indonesia, just weeks earlier, had 

ORRNHG�UHDVRQDEO\�VWDEOH��,W�KDG�WDOO�VN\VFUDSHUV��¿YH�VWDU�KRWHOV��PDMRU�
banks, and all the infrastructure you would expect of a modern metropolis. 

But just a week after I left Jakarta, people were being pulled out of their 

cars to be beaten—or worse. 

All of us in Hong Kong did what we could to help those at risk in Indonesia. 

:H�XVHG�DOO�RXU�UHVRXUFHV��EH�LW�DLUOLQH�FRQWDFWV��¿QDQFLDO�UHVRXUFHV�RU�
logistics know-how, to get our friends out of Indonesia safely. In the end, 

DOO�RI�XV�LQ�¿QDQFH�LQ�+RQJ�.RQJ�DQG�,QGRQHVLD²ZHUH�D�FRPPXQLW\��,W�
didn’t matter who it was; people helped one another.
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There’s a famous saying from Berkshire Hathaway’s chairman Warren 

%X̆HWW��³2QO\�ZKHQ�WKH�WLGH�JRHV�RXW�GR�\RX�GLVFRYHU�ZKR¶V�EHHQ�
swimming naked.” In other words, a crisis reveals who’s been faking it the 

whole time. 

During my time in Indonesia, a listed taxi company called PT Steady Safe 

caught investors’ attention. The company was led by a charismatic and 

famous CEO, Jopie Widjaja. Mr. Widjaja summoned all the major fund 

managers to a party on the roof of the Grand Hyatt Jakarta as the economy 

was teetering in Indonesia. We’d found it rather strange that such a famous 

SHUVRQ�ZDV�LQYLWLQJ�XV�WR�FRPH�WR�VXFK�D�SDUW\�DW�VXFK�D�GL̇FXOW�WLPH�LQ�
Indonesia’s economy.

It turned out that Steady Safe was neither steady nor safe. The company’s 

governance was a mess. They were loaded with foreign debt—mainly from 

a Hong Kong-based bank named Peregrine, led by Philip Tose.

Everyone at the party in Jakarta walked away thinking there was no way 

that any of them would work with these guys. The party ended up as a 

general failure: no one was going to invest their capital in the business. 

Steady Safe eventually collapsed. Peregrine, which had lent a considerable 

amount of its overall capital to Steady Safe and Mr. Widjaja, fell with it.  

Thinking back over the crisis, it was the best companies that not only made 

LW�WKURXJK�WKH�FULVLV�EXW�WKULYHG�DIWHU�LW��,W�ZDV�WKRVH�¿UPV�WKDW�FRQVLGHUHG�
shareholder value, instituted ethical practices, and tried to implement 

best practices that went from good to great during the Asian Financial 

Crisis. They survived, taking market share from more poorly governed 

companies.
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That crisis sparked important changes to underwriting, deals, and other 

¿QDQFLDO�LQVWUXPHQWV��%XW�LW�DOVR�FKDQJHG�WKH�PLQGVHWV�RI�SHRSOH�OLNH�PH��
changing how we vetted companies. Governance. Doing your homework 

DQG��ZRUN�ZLWK�JRRG�SHRSOH��7KRVH�DUH�OHVVRQV�IURP�WKH�¿UVW�¿QDQFLDO�
crisis.

The Global Financial Crisis
On 14 September 2008, while trouble was brewing in New York City, I 

was on the other side of the world, attending a Merrill Lynch investment 

conference in Tokyo, Japan. This was the day before Lehman Brothers 

GHFODUHG�EDQNUXSWF\�DQG�KHOSHG�NLFN�R̆�WKH�*OREDO�)LQDQFLDO�&ULVLV��7KH�
subprime crisis dragged down the over-150-year-old bank. 

We were days away from when Bank of America agreed to acquire Merrill 

Lynch to help resolve the investment bank’s solvency concerns. By some 

FRLQFLGHQFH��P\�KRWHO�URRP�ORRNHG�GLUHFWO\�RQWR�WKH�WUDGLQJ�ÀRRU�DW�WKH�
/HKPDQ�%URWKHUV�7RN\R�ṘFH��$V�,�ZDV�WXUQLQJ�LQ�IRU�WKH�QLJKW�RQ�WKDW�
fateful Sunday, I looked out my window to see a hive of activity next door. 

7KHUH�ZHUH�SHRSOH�ZRUNLQJ��QRQH�RI�ZKRP�\RX¶G�H[SHFW�WR�VHH�LQ�WKH�ṘFH�
on a Sunday night.

Judging from their body language, they were stressed. One could 

understand why. The bank had announced consecutive multi-billion-dollar 

TXDUWHUO\�ORVVHV��,W�ZDV�WU\LQJ�WR�R̈RDG�LWV�VXEVLGLDULHV�WR�RWKHU�EX\HUV²
DQG�RWKHU�GHDOV�WR�EX\�WKH�EDQN�RXWULJKW�KDG�IDOOHQ�WKURXJK��/D\R̆V�ZHUH�
on the cards.

Lehman’s workers were still there the next morning. As I prepared for the 

conference, I saw them pack up their desks and carry their boxes out the 
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building. I saw them embrace and comfort each other, piecing through the 

wreckage left in the wake of their company’s bankruptcy. 

I still think about what I saw that day, almost 15 years later. The sights of 

SHRSOH�WU\LQJ�WR�¿JXUH�RXW�WKH�UHVW�RI�WKHLU�OLYHV�WDXJKW�PH�DQ�HQRUPRXV�
amount of humility—especially after things go very, very badly.

Judge James Peck, the federal judge in charge of overseeing Lehman 

Brothers’ bankruptcy hearing, said the investment bank was the victim 

of “a tsunami that has befallen the credit markets.” Sitting in Hong Kong 

through the Crisis, it sure felt like a tsunami.

In the United States alone, USD 19.2 trillion in household wealth 

evaporated, according to the U.S. Treasury department. And it didn’t stop 

WKHUH��7KH�WVXQDPL�GUDJJHG�GRZQ�PDUNHWV�LQ�(XURSH�DQG�$VLD�3DFL¿F�DV�
well.

In 2008, I ran the Asian book of a large hedge fund headquartered in 

/RV�$QJHOHV��,YRU\�&DSLWDO��OHDGLQJ�D�GLYLVLRQ�IRU�WKH�¿UVW�WLPH��6KRUW\��D�
¿QDQFLDO�FULVLV�ZDV�EHDWLQJ�DW�WKH�GRRUV�RI�WKH�JOREH��7KH�*OREDO�)LQDQFLDO�
Crisis was a horrible time for hedge funds. The average fund lost about 18% 

of its value in 2008, and funds lost billions as investors tried to pull out 

their money.

The subprime crisis wiped out USD 19.2 trillion in household wealth in the 

U.S., according to the U.S. Treasury Department. Over a hundred mortgage 

companies closed up shop in 2007 as the bubble unwound.

 

7KHVH�¿JXUHV�ORRPHG�RPLQRXVO\�RYHU�PH��EXW�DOVR�SURYLGHG�IRUHNQRZOHGJH��
KHOSLQJ�PH�WR�SUHSDUH�P\�WHDP�IRU�ZKDW�ZRXOG�HQG�XS�EHLQJ�D�GL̇FXOW�WLPH�
at Ivory Capital in Asia. 

/  4.4  Three Crises, Infinite Lessons



It is worth noting that Ivory performed reasonably well in this time of great 

strain compared with our peers, as we looked to act in the best interests of 

RXU�FOLHQWV��8QIRUWXQDWHO\��WKLV�DPELWLRQ�ZDV�XOWLPDWHO\�WKH�¿UP¶V�XQGRLQJ�
at the time.

Several hedge funds, feeling the strain from the Global Financial Crisis, 

stopped redeeming their customers’ requests to withdraw their money 

(“closed their gates”). Ivory instead chose to honor customer requests for 

redemptions. That decision to do right by customers ended up working 

DJDLQVW�XV��,YRU\¶V�FXVWRPHUV�ÀRFNHG�WR�KDYH�WKH�¿UP�UHWXUQ�WKHLU�PRQH\��
as one of the few places able and willing to give them their money back.

The redemptions put quite a bit of pressure on Ivory, and it forced 

leadership to make hard decisions at an unfavorable time. It’s more 

GL̇FXOW�WR�EH�D�OHDGHU�ZKHQ�WKLQJV�DUH�EDG��,�KDG�WR�OHW�SHRSOH�JR�RQ�VKRUW�
notice and make tough decisions about where to put our time, energy and 

money. 

Humility is critical, as investors must be mindful that they will not get all 

investment decisions right. We must work in a fashion where we quickly 

acknowledge our shortcomings and take corrective actions. This is a 

humbling task but critical in the investment process.

Ivory Capital eventually closed its Asian branch, which was when I learned 

how to manage challenges with grace and honor. That’s what people 

remember about our fund, all these years later—that we honored our 

REOLJDWLRQV�WR�RXU�FOLHQWV��DQG�WR�RXU�VWD̆�
 

In my case, the crisis was a great opportunity to meet the person who 

would eventually become my business partner. The crisis opened doors for 



RISE FROM CRISES

PH��DQG�,�ZDV�DEOH�WR�EXLOG�R̆�WKRVH�RSSRUWXQLWLHV�LQ�WKH�\HDUV�WR�FRPH��
This came in the form of opening my own fund with a partner, Matchpoint, 

ZKLFK�ZDV�EROVWHUHG�E\�WKH�JRRG�VWDQGLQJ�LQ�WKH�¿QDQFLDO�FRPPXQLW\�
D̆RUGHG�WR�PH�E\�WKH�SURIHVVLRQDO�ZD\�ZH�ZRXQG�GRZQ�,YRU\¶V�$VLD�
operations.

7KH�&RURQDYLUXV�3DQGHPLF
As COVID-19 spread around the world in the spring of 2020, I was 

preparing to assume my current role as chief executive at Eurizon Capital 

$VLD�ZLWK�D�PDQGDWH�WR�JURZ�WKH�¿UP¶V�$VLD�SUHVHQFH��7KH�VKDUS�DQG�
VXGGHQ�H̆HFW�RI�WKH�YLUXV�KDG�FDXJKW�PDUNHWV�DQG�LQYHVWRUV�XQDZDUH��DQG�
as the crisis unfolded, I drew on lessons from past periods of economic 

upheaval.

Building a team in this context was a novel experience. While challenging, 

the circumstances quickly brought us together and deepened bonds 

of trust that proved indispensable later on as we looked to expand the 

business. 

Watching how good people treat each other in times of great stress and 

upset is instructional. Like the Lehman employees I had observed from my 

hotel window more than a decade earlier, the kindness and compassion I 

saw from my colleagues was a powerful balm against panic.

Stalled negotiations would not have been a surprise given the massive 

PDUNHW�VKLIWV�WDNLQJ�SODFH�GXH�WR�WKH�SDQGHPLF��+RZHYHU��WKH�H̆RUWV�RI�
honorable and responsible parties prevented this from happening.
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6LQFH�WKH�KHLJKW�RI�WKH�¿UVW�&29,'����ZDYHV�LQ�+RQJ�.RQJ��(XUL]RQ�
Capital Asia has expanded to cover international funds distribution in Asia 

as well as investment portfolio management and business development. 

And in the midst of one of the largest black swan events in recent memory, 

we have also grown our team to cover management, sales, risk and 

compliance as we pursue a primarily stock selection-based allocation 

strategy.

Fundamental on-the-ground research has been critical to stock selection 

and in our case, has accounted for the overwhelming majority of our value 

add in these times of great change and uncertainty. Indeed, policies are 

evolving, and in China, the constant stream of news about government 

regulation reached a fever pitch in recent years, especially about the 

pandemic.

In these times, it pays to have a dedicated and hardworking team with 

boots on the ground who understand the regional context. Listening to 

my Asia-based colleagues expounding on their perspectives in the wake of 

Common Prosperity initiative announcements on the mainland allowed us 

to get ahead. In doing so, we made the most of sudden market shifts in real 

HVWDWH��DPRQJ�RWKHU�VHFWRUV��WR�EHQH¿W�RXU�LQYHVWRUV��

A localized market view allowed us to spot emerging trends that, having 

been shaken loose by COVID-19, now expanded at pace, as consumption, 

policy, and the economy adapted to the pandemic age. E-commerce, online 

education and telemedicine bloomed in China. Trapped at home for month-

long lockdowns, many Chinese consumers embarked on lifestyle upgrades 

to complement their socially distanced reality.
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Spotting and acting upon these shifts is challenging to do from far away. 

7KLV�UHLQIRUFHV�WKH�LPSRUWDQFH�RI�+RQJ�.RQJ�DV�D�UHJLRQDO�KXE�RI�¿QDQFLDO�
activity, home to people with a wide range of perspectives, opinions, and 

H[SHULHQFHV�DERXW�ZKDW¶V�KDSSHQLQJ�LQ�1RUWK�$VLD�WKDW�\RX�FDQQRW�¿QG�
anywhere else in the world.

Today, Hong Kong is more than the gateway to China; it is an important 

¿QDQFLDO�FHQWHU�XQWR�LWVHOI�ZLWK�FRPSHWHQW�UHJXODWRU\�VWDQGDUGV�DQG�DQ�
enormous reserve of talent. Watching this city transition from a blot on the 

map to a skills-based service economy over the last 30 years has been a 

remarkable sight.

:H�DUH�VSRLOHG�IRU�WDOHQW�DW�HYHU\�OHYHO�DQG�VXEVHW�RI�WKH�¿QDQFLDO�VHUYLFH�
industry, be it auditors, lawyers, custodians, intermediaries and more. CFA 

Society Hong Kong has led this charge towards professionalism. When 

parsing highly eligible candidates, a CFA charter can be an invaluable 

equalizer and tool in understanding a person’s background.
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12 September 2008

— Lin Ning, CFA

$Q\RQH�UHDGLQJ�D�KLVWRU\�RI�¿QDQFH�ZRXOG�VD\�WKDW����6HSWHPEHU������
ZDV�WKH�GD\�/HKPDQ�%URWKHUV�¿OHG�IRU�WKH�ELJJHVW�EDQNUXSWF\�LQ�KLVWRU\��
However, as a long-time employee with them, I remember more 12 

September 2008, the last business day of the investment bank’s 158-year 

history.

It was a Friday. That evening, Lehman Europe wired to its New York 

headquarters some billion dollars of cash as part of normal treasury 

operations before the New York market opened, without knowing that the 

¿UP�ZDV�DERXW�WR�¿OH�IRU�EDQNUXSWF\��+RZHYHU��GXULQJ�RXU�$VLDQ�ZRUNLQJ�
hours, that hadn’t happened yet, and we could only grin when hearing 

DERXW�LW�DIWHUZDUGV��%XW�,�NQHZ�WKH�¿UP�ZDV�JRLQJ�GRZQ��,W�KDG�EHHQ�JRLQJ�
on for a while—everyone could tell from the press and the stock price. 

There were even murmurs that Bank of America was about to acquire 

Lehman. What I did remember that kept amusing me was that there were 

still people coming without knowing the obvious. That day I received a 

call from one of our senior sales personnel, a managing director who at 

the time was a rare species, asking me to price a complex derivatives trade 

at her client’s request. I told her to wait for next Monday, as we might all 

be Bank of America very soon. Anybody in the business would know that 

IRU�D�GHULYDWLYHV�WUDGH�LW�PDGH�D�KXJH�GL̆HUHQFH�ZKR�WKH�FRXQWHUSDUW\�
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was. It was nevertheless unusual for a trader to decline a lucrative trade, 

especially with a productive salesperson. But I felt I had to tell her. She was 

calm.

Only a couple of days earlier I executed a trade of similar nature with a 

European bank in the midst of market turmoil. The bank, considered an 

LPSRUWDQW�FOLHQW��VLPSO\�FRXOGQ¶W�¿QG�D�SDUW\�WR�GR�WKH�WUDGH�ZLWK��RU��WR�
“provide liquidity,” using the jargon in market-making business). I saw a 

good level and was happy to put it on. That was followed by an extremely 

rare event. I was summoned by the most senior manager of the trading 

ÀRRU�LQWR�KLV�URRP��WHOOLQJ�PH�KRZ�JRRG�WKH�WUDGH�ZDV�IRU�RXU�IUDQFKLVH��+H�
PHDQW�LW��:H�GLG�QHHG�QHZ�EXVLQHVV�WR�KHOS�WKH�¿UP��%\�WKH�ZD\�FDQ�\RX�
pay some more sales credit for the sales, please? Okay sure, why not? 

However, not today, I thought.

I was a trader of derivatives at the Fixed Income Division (FID) in Tokyo, 

Lehman’s Asia headquarters. From the latter half of the 1990s, Tokyo had 

EHFRPH�D�JOREDO�¿QDQFLDO�KXE��ZLWK�DOO�WKH�$VLDQ�KHDGTXDUWHUV�RI�JOREDO�
LQYHVWPHQW�EDQNV�WKHUH��7KH�-DSDQHVH�YHUVLRQ�RI�WKH�³ELJ�EDQJ´�¿QDQFLDO�
UHIRUP�KHOSHG�GHYHORS�D�KXJH�³R̆VKRUH´�¿QDQFLDO�PDUNHW�ZLWK�WUDGHUV�
from all over the world physically sitting at the heart of Tokyo, but trading 

ODUJHO\�XQUHJXODWHG�¿QDQFLDO�LQVWUXPHQWV�LQ�WKHLU�R̆VKRUH�DFFRXQWV��7KHVH�
included products such as swaps, options, and structured derivatives—on 

interest rates, forex, commodities and literally any asset you could think 

of, like real estate, weather (we didn’t end up printing one), and derivatives 

(meaning something made up, of course) themselves. The products 

just grew more and more complicated. In our eyes, futures of futures 

and options were not even what we would call “derivatives.” They were 



so-called “cash” products, and sat in the same category as plain stocks 

or bonds. On the other hand, swaps, like interest rate swaps and cross-

currency basis swaps, were taken very seriously as mainstream derivatives, 

for good reasons—there was constant mispricing of them, even today. 

Options were duly categorized according to their complexity into “plain 

vanilla” or simply “vanilla” options, exotic options or simply “exotics,” and 

hybrids or even hybrid exotics. On top of all these was this hard-to-tame 

beast called PRDC—Power Reverse Dual Currency! 

A typical PRDC was a 30-year maturity swap with one leg paying a 

structured coupon, usually linked with USD/JPY forex options, and 

DQRWKHU�OHJ�UHFHLYLQJ�D�VWULQJ�RI�/LERU�FDVKÀRZV��7KH�VZDS�FDQ�EH�
terminated by the swap provider such as banks (manned basically by 

traders like myself), by “calling” the trade at par, or by USD/JPY hitting a 

certain level (knock-out), at some given points of time, i.e. in a “Bermudan” 

fashion meaning multiple calls or knock-outs in the future. The product, 

XVXDOO\�R̆HULQJ�DQ�RSWLFDOO\�KLJK�FRXSRQ��ZDV�PDVVLYHO\�SRSXODU�LQ�-DSDQ��
which at that time had interest rates near zero for the past two decades or 

so. Japanese yen funding at the same time was attractive to banks from 

both rates and forex perspectives. 

Banks turned PRDCs into hugely successful businesses. Everybody was 

doing it. It was, however, notorious for the challenges in managing the 

risks, or simply understanding the risks, or, even worse, seeing the risks 

themselves. Simply put, there was a multi-dimensional mixture of risks 

associated with USD rates, JPY rates, forex, volatilities and correlations 

amongst them, for possibly 30 years. Traders managed their portfolios, 

PRDC trades and the hedging trades in a trading book with quantitative 

models and analytical tools. Every bank had engaged in an arms race, 
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SXUVXLQJ�WKH�DUJXDEO\�PRVW�FRPSOLFDWHG�PRGHOV�LQ�¿QDQFH��7KH\�KLUHG�D�
troop of physicists, mathematicians and even rocket scientists colloquially 

named “quants,” analytics, and IT specialists to create and implement 

those models with cutting-edge computational power for traders to manage 

the “book.” Trading PRDCs was really like a pilot maneuvering a state-

RI�DUW�¿JKWHU�MHW�ZLWK�D�VZDWKH�RI�ÀDVKLQJ�VFUHHQV�DQG�JDGJHWV��\HW�VWLOO�
FRQVWDQWO\�GLVVDWLV¿HG�DW�WKH�PHFKDQLFV�DQG�GHPDQGLQJ�LPSURYHPHQWV�

I was the trader. The book held the biggest and most complex portfolio 

in Lehman Asia at the time. It had not only PRDCs but also other exotic 

trades in forex, interest rates, credit, commodities and stocks (there was 

even a Nikkei version of the PRDC). I knew, so I thought, how the risks 

worked, how the market worked, and more importantly at the time, how 

WKH�¿UP�ZRUNHG�

So it wasn’t totally surprising when our senior sales called me on 12 

September 2008 about the trade. Later in the day, I happened to meet 

another colleague traveling from Hong Kong for a personal trip, quite 

ignorant of what was going on, and I had to say it looked like we were 

actually going down.

That happened swiftly after work. As for “after work,” we obviously didn’t 

know that was the last time, at least with Lehman. Many people actually 

wouldn’t have much to do except worry. It was however a typical trading 

GD\�IRU�PH��PDUNHWV��ULVNV��SUR¿W�DQG�ORVV��HWF��$IWHU�DOO��,�KDG�WKLV�¿JKWHU�
WR�À\��,W�ZDV�D�ELJ�ERRN�DQG�WKH�ULVNV�FRXOG�EH�DOO�RYHU�WKH�SODFH��7KH\�ZHUH�
¿QH�WKDW�GD\��/RRNLQJ�DW�WKH�VFUHHQV��86'�-3<�PRYHG�XS�D�ELW��VR�GLG�8�6��
rates. The S&P was little changed overnight, Nikkei up a bit in the day. In 

RWKHU�ZRUGV��WKH�PDUNHW�ZDV�FDOP��D�ELW�LURQLF�LQ�UHWURVSHFW��'H¿QLWHO\�QR�
one was expecting Lehman to go under during the coming weekend. 
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Anyways, after work, a few of us went to The Oak Door, a bar downstairs at 

WKH�*UDQG�+\DWW��SUHWW\�PXFK�LQ�WKH�VDPH�FRPSRXQG�RI�WKH�ṘFH�EXLOGLQJ��
I heard of one senior trader being there every night of the whole previous 

months, knowing that all his savings in Lehman stocks were going to zero. 

We went there that night, in a sense almost relieved, thinking the bad 

situation could last no more and, after all, Bank of America was not a bad 

choice. They were considered a countryside bank, with no sophisticated 

GHULYDWLYHV�NQRZOHGJH��\HW�D�ORW�RI�DPELWLRQV�LQ�WKH�¿HOG��DSSDUHQWO\��7KH\�
needed us.

So I went home pretty late. Then I made the most bizarre decision in my 

life—silencing my mobile. It had been a long week, after all.

I woke up Saturday morning and saw around 20 missed calls on my 

PRELOH��7KH\�DUULYHG�WKURXJKRXW�WKH�QLJKW��,W�ZDV�P\�ERVV��LQ�WKH�ṘFH��
“Barclays wants to see the book,” and they were right there in our New 

<RUN�ṘFH��0\�KHDUW�VDQN��,W¶V�QRW�%2$��,W¶V�%DUFOD\V�&DSLWDO��,�NQHZ�WKH\�
were big, and aggressive, in the same market. Instead of some countrymen 

there came the crocodile. By the way, they didn’t come in the weekend as 

PDQ\�¿FWLRQDO�DFFRXQWV�RI�WKH�HSLVRGH�ODWHU�FODLPHG��7KH\�DOUHDG\�PDUFKHG�
in on that Friday New York time. Of course, they wanted to see the book. 

With the biggest risks in it, that was what mattered to them in the whole of 

Lehman Asia.

,�UXVKHG�WR�WKH�ṘFH�

,�ZLOO�NHHS�WKH�UHVW�RI�WKH�VWRU\�VKRUW�DQG�FXW�R̆�D�PLOOLRQ�ZRUGV�KHUH��,�
have so far more or less covered the day, 12 September 2008, from Asia 

to U.S. hours. We all know what happened after. It wasn’t Barclays either, 

unfortunately. 
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There was NO ONE!

I later relocated to Hong Kong, arriving at dawn on 30 December 2008. 

Journey completed, the immigration stamp said.

,W�ZDV��E\�DOO�PHDQV��D�GUDPDWLF�WLPH�IRU�PH��HYHQ�ZLWK�WKH�EHQH¿W�RI�
hindsight. There were people around me telling me not to worry, citing 

the fact I was the trader and considered important. I had people kindly 

R̆HULQJ�KHOS�DV�ZHOO��,�KDG�QLQH�VROLG�\HDUV�RI�H[SHULHQFH��,�VSRNH�WKUHH�
languages. But still, the prospect of an otherwise fantastic career being 

UXLQHG�ZDV�GHYDVWDWLQJ��,�ZDV�XVHG�WR�UXQQLQJ�WKLV�¿JKWHU�MHW��ZLWK�WKH�
HQWLUH�FUHZ�DQG�VXSSRUWLQJ�VWD̆��,W�ZDV�D�JRRG�IHHOLQJ��WKRXJK�,�ZDV�XQGHU�
stress from time to time. We actually had had a very good year thus far in 

2008, with the book well-hedged and cash reserved. We were never more 

comfortable with the risk numbers we saw on the screens, after years of 

improvements in our models and systems. We were proud of the jet we 

EXLOW�WRJHWKHU��WUDGHUV��TXDQWV��DQDO\WLFV�DQG�,7�VWD̆��7KH�PDFKLQH�ZDV�
just immaculate. Even though we kind of knew none of those would matter 

DQ\PRUH�ZLWK�WKH�¿UP�IDGLQJ�RXW�RI�H[LVWHQFH��LW�ZDV�D�VWURQJ�IHHOLQJ�RI�
belongingness. 

So I decided that my job was not done. I wanted my seat back. I hadn’t got 

HQRXJK��,�VWLOO�KDG�WKLQJV�WR�¿JXUH�RXW��,�FRXOG�VWLOO�LPSURYH��0\�GHVWLQ\�
ZDV�WR�¿QG�WKH�WUDGH��,�KDGQ¶W�IRXQG�LW�\HW�,�UHFNRQHG�

It proved to be hard. The market landscape changed a lot, with tougher 

restrictions like the Volker Rule, the Dodd-Frank Act, and all sorts of Wall 

Street reforms and derivatives regulations. I also found it culturally hard 

WR�¿W�WKH�/HKPDQ�ZD\��WKH�JRRG�ZD\�,�WKRXJKW��LQWR�DQRWKHU�:HVWHUQ�EDQN��
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%DVLFDOO\�WKH�VDPH�¿JKWHU�MHW�ZDV�QHYHU�WKHUH��,�VLPSO\�FRXOGQ¶W�UHDOO\�¿QG�
one. It’s hard to build one too—there needed to be a huge mandate. I guess 

it’s fair from another perspective. Who would be able to tell between top 

gun and old gun? Why would they, after all? And along the way, the crew 

inevitably disbanded.

It really took me a while. I was stubborn, I guess. I was obsessed with the 

LGHD�WKDW�,�KDG�WR�FDUU\�RQ�¿JKWLQJ�WKH�ZDU�,�ZDV�LQ��

7KDW¶V�DOO�,¶YH�JRW�WR�VD\��/HW�PH�MXVW�UHSRUW�WKH�RXWFRPH�KHUH��,�¿QDOO\�
JRW�WR�ZKDW�,�ZDQWHG�WR�GR��HYHQWXDOO\�RYHUVHHLQJ�WKH�HQWLUH�¿[HG�LQFRPH�
RSHUDWLRQV�DFURVV�WKH�$VLD�3DFL¿F�UHJLRQ�DW�D�PDMRU�JOREDO�EDQN��,�
FRPPDQGHG�D�VTXDG��:H�EXLOW�DQG�ÀHZ�¿JKWHU�MHWV�ZLWK�D�WHDP�RI�EULOOLDQW�
fellow traders, quants, analytics and IT people across Hong Kong, Tokyo, 

6\GQH\��6LQJDSRUH��DQG�/RQGRQ��:H�ÀHZ�ZHOO��:H�IRXJKW�ZHOO�

So back to the topic. A crisis may happen in just one day, but rising back up 

from it would take much longer. It takes perseverance to rise too. Is there 

a right way to rise? I don’t think so. I could have chosen another way. I 

could have done something else. In the years following the GFC, there was 

no shortage of opportunities. I indeed chose the hard way. Was I aware 

of another way? Oh yes. However, I was completely with Billy Beane, who 

at the end of that one spectacular Money Ball’s run was still looking for 

KLV�¿UVW�0DMRU�/HDJXH�WLWOH�ZLWK�WKH�2DNODQG�$¶V��7KH�VDPH�ZD\�,�IHOW�IRU�
the 300 Spartans at Thermopylae. I kind of knew they would be there, no 

matter what.

Because they decided there wasn’t another way.

And to me, that’s quite enough.



RISE FROM CRISES

Notes
����0\�GHVN�GLG�WKH�¿UVW�HYHU�SURSHUW\�VZDS�ZLWK�*ROGPDQ�6DFKV��DQG�LQWHUHVWLQJO\��D�IHZ�\HDUV�ODWHU��,�ZRUNHG�ZLWK�

the GS trader on the other side of the trade.
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Can Hong Kong Fly Again?

— Alex Au, CFA

First of all, Congratulations to CFA Society Hong Kong for its 30th 

$QQLYHUVDU\��:KLOH�WKHUH�PD\�EH�D�ORW�RI�GL̆HUHQW�SURIHVVLRQDO�
TXDOL¿FDWLRQ�WLWOHV�LQ�¿QDQFH�DQG�LQYHVWPHQW��&)$�GHVLJQDWLRQ�UHPDLQV�WKH�
gold standard.

(YROYLQJ�/DQGVFDSH�7KURXJK�WKH�&ULVLV
,�KDYH�ZLWQHVVHG�WKH�XSV�DQG�GRZQV�RI�+RQJ�.RQJ¶V�¿QDQFLDO�PDUNHW�RYHU�
the past 30 years. In the early 1990s, Hong Kong’s securities market was 

dominated by mighty European houses like Barings, Fleming, CLSA, 

Warburg and James Capel. As China started to allow its state-owned 

HQWHUSULVHV�WR�OLVW�LQ�+RQJ�.RQJ�LQ�������PRUH�LQWHUQDWLRQDO�¿UPV�MRLQHG�
WKH�JROG�UXVK�WR�VHW�XS�ṘFHV�LQ�+RQJ�.RQJ��,Q�WKRVH�KH\GD\V��HDFK�
LQYHVWPHQW�EDQN�KDG�DW�OHDVW�RQH�\DFKW�IRU�HQWHUWDLQLQJ�FOLHQWV�DQG�VWD̆��
while cleaning ladies could expect a bonus equivalent to a few times their 

annual salary. During that time, Hong Kong attracted a lot of international 

talents and capital. Its stock market was at the mercy of foreign investment 

funds and banks. “Gweilo” were the real bosses of the Hong Kong capital 

markets, while English was the only language used in investment banks.
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After a few years of pain and desperation following the Asian Financial 

Crisis, Hong Kong’s stock market recovered its liveliness in 2003, with 

the capital market picking up after China’s accession to the World Trade 

Organization and the local economy revived with the help of a new tourism 

scheme from China. In the few years following 2003, mega-cap mainland 

¿UPV�OLNH�,&%&��&KLQD�/LIH��3LQJ�$Q�DQG�7HQFHQW�FDPH�WR�+RQJ�.RQJ�IRU�
listing. Hong Kong’s stock market started to be regarded as the center for 

China investment. When the BRIC investment theme became fashionable 

LQ�WKH�JOREDO�LQYHVWPHQW�FRPPXQLW\��+RQJ�.RQJ�EHQH¿WHG�KXJHO\�IURP�
WKH�LQÀX[�RI�FDSLWDO��'XULQJ�WKDW�WLPH��LQYHVWPHQW�EDQNV�VWDUWHG�WR�
employ more Hong Kong people for their Chinese language skills and local 

NQRZOHGJH��&DQWRQHVH�FRXOG�EH�KHDUG�HYHU\ZKHUH�LQ�WKH�ṘFH�LQ�DGGLWLRQ�
to English.

The Global Financial Crisis from 2007 to 2011 was another turning 

point for the capital markets in Hong Kong. As China emerged as the 

¿UVW�FRXQWU\�WR�UHFRYHU�IURP�WKH�FULVLV��PRQH\�VWDUWHG�WR�ÀRZ�IURP�WKH�
PDLQODQG�LQWR�+RQJ�.RQJ�DV�D�¿UVW�VWHS�IRU�WKHP�WR�DOORFDWH�FDSLWDO�LQWR�
WKH�LQWHUQDWLRQDO�PDUNHW��0DLQODQG�IXQG�KRXVHV�DQG�EURNHUDJH�¿UPV�
UXVKHG�WR�VHW�XS�ṘFHV�LQ�+RQJ�.RQJ��0DLQODQG�VWXGHQWV�LQ�+RQJ�.RQJ¶V�
XQLYHUVLWLHV�SURYLGHG�D�ELJ�WDOHQW�SRRO�IRU�WKHVH�¿UPV�WR�UHFUXLW�QHZ�EORRG��
Mandarin has become the most commonly used language in Central. Hong 

Kong has consistently ranked top three in IPO fundraising globally for 

\HDUV��&KLQHVH�¿UPV�ZHUH�JDLQLQJ�PDUNHW�VKDUH�LQ�ERWK�EURNHUDJH�DQG�,%'�
EXVLQHVVHV��)RUHLJQ�KRXVHV�ZRXOG�¿QG�LW�KDUG�WR�FKDOOHQJH�WKHLU�FRYHUDJH�LQ�
the A-share market. Those few years before COVID-19 was the prime time 

IRU�+RQJ�.RQJ�DV�D�JOREDO�¿QDQFLDO�SRZHUKRXVH��
 



,Q�6WRFN�7UDGLQJ��WKH�2QO\�&RQVWDQW�,V�&KDQJH
In terms of trading opportunities, Hong Kong was virgin territory in the 

1990s. Back then, opportunities were abundant as foreign money started to 

enter the Asia-ex-Japan market. Given that most markets like Korea, India 

and Taiwan had very restrictive foreign investor policies, international 

FDSLWDO�PRVWO\�ÀRZHG�LQWR�+RQJ�.RQJ��(YHU\�WUDGHU�ZDQWHG�WR�NQRZ�WKH�
ÀRZ�RI�IRUHLJQ�¿UPV�LQ�RUGHU�WR�FDSWXUH�WUDGLQJ�RSSRUWXQLWLHV��3URSULHWDU\�
trading desks of foreign brokers dominated the market when hedge funds 

were not as popular as today.

 

That period was heaven for traders, and there was no restriction on short 

selling. You did not need to locate the stock loan ahead or comply with 

the uptick rule. Thus, if you wanted to bet on the downside when you did 

not own the stock, you could simply call up your broker and place a sell 

order to hit the bid straight away. That was exactly how international 

hedge funds (a.k.a., “big crocodiles”) had been able to destroy the Hong 

Kong stock market during the Asian Financial Crisis in 1997-98. They 

just kept on dumping index heavyweights like HSBC, Sun Hung Kai and 

Hutchison in order to push down the index and made money in the futures 

market without caring about having enough stock to settle. Eventually, 

VKRUW�VHOOLQJ�UHVWULFWLRQV�ZHUH�LPSRVHG�LQ�ODWH������WR�IHQFH�R̆�WKH�DWWDFN��
The crisis eventually led to the introduction of the Securities and Futures 

Ordinance in 2002, which made the market better regulated.

There were tremendous trading opportunities for professional traders 

before the market was dominated by hedge funds. Index rebalancing was 

a popular trading opportunity where traders pre-positioned by buying the 

QHZ�LQGH[�FRQVWLWXHQWV�DKHDG�RI�WKH�DFWXDO�H̆HFWLYH�GDWH��VLQFH�EHQFKPDUN�
funds needed to follow the index change. However, as more hedge funds 
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and traders learned about this strategy, all of them traded ahead in a 

similar fashion and squeezed out all the juice, sometimes even resulting in 

the opposite move. This is a classic example of “crowded trade,” meaning 

too many people doing the same trade. Another strategy ending up in a 

VLPLODU�VLWXDWLRQ�ZDV�PHUJHU�DUELWUDJH��,�FDQ�VWLOO�UHPHPEHU�WKH�ZLGH�SUR¿W�
margin for the arbitrage trade between PCCW and Hong Kong Telecom 

during the internet bubble era. However, with the mushrooming of hedge 

IXQGV�DQG�WKH�LQÀX[�RI�FKHDS�FDSLWDO��D�ORW�RI�WKHVH�WUDGHV�KDYH�EHFRPH�
crowded and are no longer attractive enough. 

6WDPS�'XW\�+LNH�,V�'HWULPHQWDO�WR�+RQJ�.RQJ
Another hot topic in recent years is the dual listing of Chinese ADRs. There 

has been the expectation that trading volume in Hong Kong will overtake 

that in the U.S. for those ADRs as interest from mainland investors in 

Hong Kong is growing. However, if we take a deeper look, it may not be 

the case. Taking Alibaba as an example, for July 2022, the average daily 

number of ADRs traded in the U.S. and Hong Kong were 25 million shares 

and 6 million shares (or 50 million local shares) respectively. Even though 

Alibaba is one of the most popular and liquid stocks here, its turnover is 

only a fraction of the U.S. standard. The single most important reason 

is the hefty transaction cost. While commission is based on commercial 

considerations like competition and bargaining power, the most rigid and 

dominant cost of trading in Hong Kong is the stamp duty levied by the 

government. To trade a U.S. stock, investors only need to pay a tiny fee of 

0.002% (the SEC fee), while for Hong Kong stocks, the total fee is 0.14% 

(including 0.13% of stamp and 0.01% of other fees). One can easily see why 

short-term traders and scalpers prefer trading in the U.S. market and why 

the so-called high-frequency trading strategy does not exist in Hong Kong. 
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Some people may think that high transaction costs are common in Asia. 

However, the fact is that there is no stamp duty for Japanese stocks. Even 

for the mainland A-share market, there is no stamp on all buy trades. As 

a result, the round-trip stamp duty (buy and sell) is only 0.1% in China 

compared to 0.26% in Hong Kong. The relatively reasonable trading cost 

in China has already attracted some high-frequency funds there. Thus, the 

hike of stamp duty from 0.1% to 0.13% in 2021 may earn more tax revenue 

LQ�WKH�VKRUW�UXQ�EXW�KDV�VLJQL¿FDQWO\�GDPDJHG�WKH�+RQJ�.RQJ�PDUNHW¶V�
competitiveness in the longer term. As China’s onshore market opens 

more, investors will certainly prefer the more liquid and cheaper market 

to trade. In fact, by looking into the data of the actual trading volume of all 

equities in Hong Kong for the 12-month period after the stamp duty hike, 

total trading value has dropped 22% compared to the previous 12-month 

period. As a result, the government has not marginally collected much 

more tax revenue. 

7KH�,PSRUWDQFH�RI�D�/HYHO�3OD\LQJ�)LHOG
One thing I have realized from trading this market for years is that there 

is no long-term winning formula, as the market is always evolving. Only 

WKH�¿WWHVW�FDQ�VXUYLYH��+RZHYHU��KDYLQJ�D�OHYHO�SOD\LQJ�¿HOG�LV�LPSRUWDQW�
for all the participants to compete fairly. The biggest challenge faced by a 

fund manager today is insider trading. In the current landscape, most of 

the companies listed in Hong Kong are ultimately owned by the Chinese 

government or mainland individuals. The introduction of Mutual Market 

$FFHVV�KDV�DOVR�IDFLOLWDWHG�VRXWKERXQG�IXQG�ÀRZ�LQWR�+RQJ�.RQJ��7KHUH�
is a general perception that the Hong Kong stock market is becoming 

more “A-Share like,” meaning that volatility is higher, trading becomes 

more speculative, with groups of investors acting in concert, reacting 



RISE FROM CRISES

to or “preempting” policy news. As a result, major indices share higher 

FRUUHODWLRQV�ZLWK�WKH�$�VKDUH�PDUNHW��7KH�(̇FLHQW�0DUNHW�+\SRWKHVLV�
tells us that stock prices will react only to new information. However, it 

is increasingly common to see abnormal stock price movements before 

earning announcements, major news, or corporate events like M&A and 

share placements.

What’s more, even the whole market can move before a major policy 

is publicly announced. Thus, it may suggest that people with inside 

knowledge of certain information have acted ahead of the game. The 

“A-Share like” nature is a double-edged sword, bringing opportunities and 

challenges. The situation is becoming more alarming. The regulators need 

to combat this before frustrated investors completely move away from 

Hong Kong.

With all the policy uncertainty, hefty trading costs, insider trading, and 

geopolitical risks, the Chinese stock markets (HK/A-Shares/ADRs) are 

occasionally but increasingly being questioned as “un-investable.” The 

Hang Seng Index is still trading at roughly the same level as 16 years ago. 

&DQ�+RQJ�.RQJ�À\�DJDLQ"�,W�ZLOO�WDNH�D�ORW�RI�ZLVGRP�IURP�RXU�OHDGHUV�
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Crises and Opportunities: 
We Can Go Further Together

— Song Shuang, CFA

,QWURGXFWLRQ
$V�RQH�UHÀHFWV�XSRQ�WKH�ODVW�WKUHH�GHFDGHV��WKUHH�PDMRU�FKDOOHQJHV�WXUQHG�
RSSRUWXQLWLHV�VWDQG�RXW�DV�+RQJ�.RQJ�DQG�LWV�UHVLOLHQW�SHRSOH¶V�VLJQL¿FDQW�
testing times. These “epic” periods include the Asian Financial Crisis in 

1997-98, the Global Financial Crisis in 2008, and the recent COVID-19 

global pandemic in 2020. In each of these crises, Hong Kong emerged 

VWURQJHU��7KLV�DUWLFOH�R̆HUV�SHUVSHFWLYHV�RQ�WKH�SDVW��SUHVHQW��DQG�IXWXUH�
challenges of Hong Kong, as well as how it rose from the crises. 

7KUHH�&ULVHV�DQG�2SSRUWXQLWLHV 
$FFHOHUDWHG�UHIRUPV�DIWHU�WKH���������$VLDQ�)LQDQFLDO�&ULVLV
,Q�������WKH�7KDL�EKDW�VLJQL¿FDQWO\�GHSUHFLDWHG�DV�WKH�FXUUHQF\�ZDV�
XQSHJJHG�WR�WKH�8�6��GROODU�DQG�FDXVHG�PDVVLYH�ÀLJKWV�RI�FDSLWDO��7KLV�
currency crisis was the start of a regional Asia Financial Crisis; it spread 

WR�QHLJKERULQJ�FRXQWULHV�ZLWK�KLJK�FXUUHQW�DFFRXQW�GH¿FLWV�DQG�KLJK�OHYHOV�
of external debt, as well as lendings from Japanese banks as hedge funds 

shorted emerging markets currencies such as the Malaysia ringgit, the 

Philippines peso, the Korean won, and the Indonesia rupiah. 

4.7
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The Hong Kong dollar was not spared either, as the Hong Kong economy 

was overheating with a property bubble and overly leveraged corporates, 

especially the property developers.1 In August 1997, some market 

participants speculated on the Hong Kong dollar and made an attempt to 

attack the currency. Under a pegged currency regime, when the exchange 

rate was close to 7.75, the Hong Kong Monetary Authority intervened to 

VWDELOL]H�WKH�FXUUHQF\�PDUNHW��,Q�2FWREHU��WKH�VKRUW�VHOOLQJ�LQWHQVL¿HG��WKH�
Hong Kong Monetary Authority reacted by buying the Hong Kong dollar 

sold by the shorts and increasing the borrowing costs of the currency 

through the lending banks. However, such a measure was not sustainable 

and would harm the real economy if it lasted for a prolonged period of 

time. One year later, in 1998, another round of attacks resumed. This 

time around, the local equity market was also under the radar as Hibor 

soared. The Hong Kong Monetary Authority overcame the selling pressure 

from speculators in the end through intervention as the main buyer in 

the market for ten trading days by utilizing a massive amount of foreign 

reserves supported by the Chinese government at all costs. On 28 August 

1998, the trading volume was at a historic high. 

After the turmoil, Hong Kong responded to the crisis by reforming the 

securities and futures markets in three main respects2—embracing state-

of-the-art technology, strengthening supervisory and investigative powers, 

and demutualizing exchanges and their associated clearing houses through 

consolidation. In 1999, Hong Kong shares stabilized and the Hang Seng 

Index rose to an all-time high as Hong Kong recovered from the Asian 

Financial Crisis.



*OREDO�)LQDQFLDO�&ULVLV�LQ�����
There are several interlinked causes of the Global Financial Crisis. The 

initial damage caused by U.S. sub-prime loans and securitized products 

such as residential mortgage-backed securities, as market participants 

sought higher yields without exercising proper due diligence, led to a 

IXOO�EORZQ�¿QDQFLDO�FULVLV��,Q�DGGLWLRQ��WKH�GHFODUDWLRQ�RI�WKH�*���6XPPLW�
on Financial Markets and the World Economy in 2008 states that the 

root causes of the crisis also include a lack of prudent risk management 

practices. Moreover, policymakers and regulators in some developed 

HFRQRPLHV�IDLOHG�WR�DGHTXDWHO\�DSSUHFLDWH�DQG�DGGUHVV�WKH�ULVNV�LQ�¿QDQFLDO�
PDUNHWV�DQG�NHHS�XS�ZLWK�¿QDQFLDO�LQQRYDWLRQ��0RUH�FRPSOH[�DQG�QRQ�
WUDQVSDUHQW�¿QDQFLDO�SURGXFWV�FRPELQHG�ZLWK�H[FHVVLYH�OHYHUDJH�DOVR�
DGGHG�YXOQHUDELOLWLHV�WR�WKH�V\VWHP��$V�DQ�LQWHUQDWLRQDO�¿QDQFLDO�FHQWHU��
Hong Kong was impacted as a result. The global stock market declined and 

the Hang Seng Index almost fell by 50%, with the real estate sector being 

LPSDFWHG�VLJQL¿FDQWO\��7KH�LQFUHDVLQJ�XQFHUWDLQW\�DQG�IHDU�FDXVLQJ�SDQLF�
among banks led to risk aversion in global markets. 

As the global economy entered into a recession, Hong Kong’s trading 

was impacted, as seen in the decline of exports. This led to negative GDP 

growth in Q1 2009 and a higher unemployment rate. However, compared 

to ten years ago, the impact of the Global Financial Crisis on Hong Kong 

ZDV�OHVV��WKDQNV�WR�WKH�¿QDQFLDO�V\VWHP�KDYLQJ�OLWWOH�H[SRVXUH�WR�8�6��VXE�
prime loans and securitized products. In addition, banks in Hong Kong 

had higher capital adequacy compared to their U.S. counterparts. Another 

GLPHQVLRQ�RI�VXSSRUW�FDPH�IURP�&KLQD¶V�VWLPXOXV�DQG�HDVLQJ�RI�¿QDQFLDO�
conditions. 

According to the Council of Foreign Relations, in 2008, the U.S. 

government announced it would seize control of federal mortgage insurers 
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)DQQLH�0DH�DQG�)UHGGLH�0DF��2QH�GD\�DIWHU�/HKPDQ�%URWKHUV�¿OHG�IRU�
bankruptcy, the Fed stepped in to bail out AIG. Next, Treasury Secretary 

Henry Paulson unveiled a rescue plan, the Troubled Asset Relief Program, 

which aimed to use USD 700 billion of U.S. taxpayer money to stabilize 

markets. It also proposed buying troubled assets from the country’s largest 

¿QDQFLDO�¿UPV�WR�UHVWRUH�FRQ¿GHQFH�LQ�FUHGLW�PDUNHWV��7KH�)HG�DOVR�XVHG�
quantitative easing to lower long-term interest rates and purchase assets 

to expand its balance sheet. The SEC announced a temporary emergency 

EDQ�RQ�VKRUW�VHOOLQJ�LQ�WKH�VWRFNV�RI�DOO�FRPSDQLHV�LQ�WKH�¿QDQFLDO�VHFWRU��
In 2009, President Barack Obama signed a stimulus package; the Dodd-

Frank Wall Street Reform and Consumer Protection Act was also passed 

to regulate Wall Street. On the international level, the Financial Stability 

Board (FSB) was established in 2009 after the G20 London summit to 

RYHUVHH�UHIRUPV�WR�DGGUHVV�WKH�YXOQHUDELOLWLHV�LQ�WKH�¿QDQFLDO�V\VWHP�

,Q�������+RQJ�.RQJ�EHFDPH�WKH�ODUJHVW�R̆VKRUH�50%�FHQWHU�ZRUOGZLGH�
and recovered from the Global Financial Crisis with the unemployment 

rate lowered to a historical low. 

3DQGHPLF�OHG�&ULVLV��������1RZ
One decade after the Great Financial Crisis, the unprecedented COVID-19 

pandemic hit China in 2020 and shortly afterwards the rest of the world. 

%RUGHUV�ZHUH�FORVHG�DQG�DLU�ÀHHWV�JURXQGHG��7KRVH�ZKR�FRXOG�ZRUN�
remotely started to work from home with the help of technology which 

accelerated digital transformation. To support Hong Kong, the Chinese 

government and corporations donated medical supplies, assisted with 

WKH�FRQVWUXFWLRQ�RI�WKH�WHPSRUDU\�KRVSLWDOV��DQG�R̆HUHG�GRQDWLRQV�WR�
LQGLYLGXDOV�DV�ZHOO�DV�VPDOO�WR�PHGLXP�HQWHUSULVHV�LQ�GL̇FXOW\��)LQDQFLDO�
markets were volatile and major central banks carried out quantitative 
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easing. While the situation was under control initially, the mutation of the 

YLUXV�IURP�'HOWD�WR�2PLFURQ�OHG�WR�D�VXUJLQJ�QXPEHU�RI�FDVHV�LQ�WKH�¿IWK�
wave in 2022, posing challenges together with the zero-COVID policy due 

to quarantine requirements which are still present at the time of writing. 

7KLV�QRW�RQO\�D̆HFWHG�ORFDO�WRXULVP�DQG�WKH�KRVSLWDOLW\�LQGXVWU\�EXW�DOVR�
led to the relocation of professionals and an exodus of talents from Hong 

Kong due to the travel restrictions. 

,Q�$SULO�������+RQJ�.RQJ�RSHQHG�LWV�ERUGHU�WR�QRQ�UHVLGHQWV�IRU�WKH�¿UVW�
time in over two years and the situation is now under control. It is getting 

closer to when we can see the light at the end of the tunnel, and the latest 

example of overcoming yet another challenge. 

On a personal level, this is the year I became a CFA charterholder. I will 

FRQWLQXH�WR�FRQWULEXWH�WR�WKH�ORFDO�6RFLHW\�RQ�GL̆HUHQW�IURQWV��VXFK�DV�
involving in the University Ethics Challenge. 

7KH�IXWXUH
3DVW�FULVHV�RIWHQ�R̆HU�YDOXDEOH�OHVVRQV�IRU�WKH�IXWXUH��7KH�FULVHV�LQ�WKLV�
article are three examples among many others. With every crisis, there is 

always a silver lining. From 1997 to 2021, Hong Kong’s GDP has doubled 

and GDP per capita has grown by over 80% according to the International 

Monetary Fund. In terms of foreign exchange, Hong Kong is the fourth 

largest center globally behind London, New York, and Singapore. 

Compared to cities such as Shanghai, Shenzhen, and Singapore, how can 

Hong Kong maintain its edge in the international arena and continue to 

enable Asia’s economic development? Embracing diversity and inclusion is 

GH¿QLWHO\�NH\��
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The CFA community in Hong Kong has grown from less than 100 members 

in the 1990s to well over 6,000 currently. The Society is the fourth-

largest member society globally and the largest member society in Asia, 

which is no mean feat. On a personal level, the author has witnessed how 

interconnected the world has become over the past 30 years, and reading 

the anecdotes of the previous generations helped me understand past 

crises. Looking ahead, Hong Kong needs to continue to capitalize on its 

close proximity to the mainland, and free trade, as well as integration with 

the Greater Bay area to attract foreign investments with its open capital 

PDUNHW�DQG�EXVLQHVV�HQYLURQPHQW�DJDLQVW�VWL̆�FRPSHWLWLRQ��$W�WKH�VDPH�
time, it is also critical to diversify the economic drivers through technology 

innovation and encourage the development of emerging industries in 

future decades to prepare for potential headwinds. 
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This is the end of the ebook.


