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The following is an excerpt from the Spring 2020 edition of 
The Linneman Letter.

What’s Happening in Hong Kong? 
Formerly a British colony, Hong Kong has long 

been the shining star of Asia’s economy. However, the 
famous portal between the East and West has come 
under attack by its own people and, more recently, 
by the Coronavirus (COVID-19) outbreak. Why did this 
happen? And what’s the current situation?

The protests in Hong Kong began last summer after 
Hong Kong’s unelected Chief Executive Carrie Lam in-
troduced the Fugitive Offenders amendment bill, which 
citizens feared would subject them to mainland China’s 
jurisdiction and legal system. When Hong Kong was 
handed over to China in 1997, the “one country, two 
systems” principle was established. This rule allowed 
Hong Kong to retain its own economic and administra-
tive system, while being an autonomous Chinese terri-
tory. As a Special Administrative Region of China, Hong 
Kong was to keep its capitalist economy, currency, legal 
and legislative systems, and freedom until 2047. Despite 
this, Hong Kong’s citizens cannot directly elect their po-
litical leader or legislators, putting them in further fear 
of Beijing’s increasingly authoritarian power. The people 
of Hong Kong do not trust China’s government or judi-
cial system and feel that their rights under the agree-
ment are being encroached and that freedom under 
Xi is “heading the wrong way.” Hong Kong has one of 
the largest wealth gaps in the world and is perhaps the 
world’s most expensive city in which to buy a home. 
The significant inequality and poor living conditions ex-
perienced by much of the population has caused senti-
ments of anger, adding fuel to the fire. Although the 
protests began peacefully, clashes between residents 
and the police quickly escalated into riots and standoffs 
involving tear gas, rubber bullets, and explosives. 

Since the Coronavirus hit, the number of protests 
has dwindled. However, Hong Kong citizens are still 
rioting in the form of smaller, more localized strikes. 
More importantly, the virus has highlighted xenopho-
bic sentiments against mainland Chinese. Many Hong 
Kong residents grow angrier because they believe the 
mainland Chinese brought a potentially fatal disease to 
their territory, sparking bitterness and increasing the 
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acceptability of violent protest tactics. Hong Kong is 
in a state of virtual lockdown: schools are closed, most 
people are working from home, and the border with 
China has effectively been closed.

The double-whammy of the protests and COVID-
19 has undoubtedly hurt the Hong Kong economy. 
Hong Kong slipped into a recession for the first time 
in a decade, contracting 2.9% year-over-year through 
the fourth quarter of 2019. Retail sales were down a 
staggering 21.4% in January 2020 and will be reported 
down further for February due to the absence of 
Chinese New Year sales, which will not be immediately 
available due to the current situation. Tourism, one of 
Hong Kong’s economic pillars, has taken a massive hit. 
Visitor arrivals fell to fewer than 3,000 in February, a 
level that is lower than what was seen during the 2002 
SARS epidemic. Hong Kong’s benchmark stock index, 
the Hang Seng index, has experienced significant 
volatility, falling 31% between the January 2018 high 
and March 2020. In lockstep with the U.S., Hong Kong’s 
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monetary authority has also cut interest rates by 50 
basis points. The protests and coronavirus are likely 
to have a heavier impact on smaller, medium-sized 
companies compared to larger listed corporations, as 
most listed companies have strong balance sheets. The 
slump in Hong Kong’s pillar industries has resulted in a  
government budget deficit.

In terms of real estate, Hong Kong has historically 
had high property valuations, stemming from the com-
bination of low supply and rising demand in the dense-
ly populated city. Developable land is scarce, and most 
of the land that is available to be developed has been 
set aside by the government for preservation purpos-
es. Furthermore, the government owns around half of 
Hong Kong’s housing market, meaning that only 50% of 
stock is available for private markets, driving values up 
significantly and making home ownership very difficult 
for those who do not qualify for public housing.

With the protests and coronavirus, many retail 
stores and restaurants have been forced to shut down. 
As a result, retail landlords are offering rent reductions, 
an uncharacteristic concession in the ultra competitive 
Hong Kong real estate market. Sun Hung Kai Properties, 
the city’s largest developer, reduced rents in February 
by 30-50%. A large part of this is driven by a lack of tour-
ism from both mainland Chinese (driven away during 
protests) and foreigners for fear for their lives. Property 
prices have fallen, leading commercial banks to slash 

mortgaged real estate valuations and push borrowers 
into negative equity. While the retail and hospitality sec-
tors have taken the greatest hits, Hong Kong’s usually 
resilient residential sector has seen property prices fall 
by 6.1% from the June 2019 record high. This “relatively 
mild” drop has been caused by controlled and con-
solidated supply, low interest rates, and relatively low 
loan-to-value ratios for homeowners. Similarly, most of 
Hong Kong’s listed real estate corporations have low le-
verage due to the risk of floating rates, a factor that will  
be crucial as the situation plays out.

As Warren Buffett once said, “be fearful when others 
are greedy and be greedy when others are fearful.” Looking 
at the sentiment in Hong Kong, the current situation is 
clearly reflective of the latter part of Mr. Buffet’s advice. The 
rate cuts and desperation for economic stimulus present 
an opportunity to lock in debt at a lower cost. Entering 
the Hong Kong real estate market now would present 
significant risk, as the situation is still in early innings and 
remains extremely volatile. However, investors should 
gear up and build their war chests in anticipation of 
buying opportunities once markets stabilize. Investors 
should be cautious, however, because Hong Kong’s long-
term future remains uncertain. Its importance as a key 
financial hub between the East and West is threatened 
not only by the protests and coronavirus, but also by 
other cities such as Singapore and Shenzhen, which 
challenge Hong Kong’s economic status.
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