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Commitment.to Growth S
Motivates Optimism

EKig R HESNIER

While there is no escaping a certain amount
of consternation relating to Hong Kong'’s
economic landscape, as the New Year
begins there is also cause for courageous
optimism that could result in a welcome
upturn for Hong Kong’s economy and the
wider business environment.
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that give rise to courageous optimism include

the recent stimulus measures introduced by
the People’s Republic of China Government, Hong
Kong’s rising residential rental market and the
possibility of US interest rates being reduced by
half, or even one hundred percent.

Taking a glass-half-full approach, key points

www.hkib.org

Underscoring Mainland China’s initiatives to
rejuvenate the world’s second-largest economy, since
September 2024, the Beijing Central Government has
unveiled a string of measures aimed at bolstering
growth. This includes cutting interest rates,
cancelling restrictions on home buying and easing
the debt burden on local governments. Stimulus
measures also include the People’s Bank of China
(PBoC) cutting the reserve requirement ratio (RRR)
by 0.5 percentage points and reducing the seven day
repo interest rate from 1.7% to 1.5%. At the same
time the mortgage interest rate for existing home
loans has been reduced by 0.5 percentage points,
while unifying the down-payment ratio for first

and second homes at 15%. Adding a further boost

to the property sector, a RMB300 billion re-lending
facility was established that supports local state-
owned enterprises to purchase commercial homes
for affordable housing. Meanwhile, significantly
enhancing companies’ ability to acquire funds and
increase their stock holdings — with the cooperation
of the China Securities Regulatory Commission
(CSRC) — a swap programme for securities, funds
and insurance companies has been established to
enable them to obtain liquidity from the central
bank through asset collateralisation. An outline
assessment of the measures taken by the PBoC and
CSRC could result a RMB1-2 trillion liquidity injection
into Mainland China’s economy.
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It has been made clear from

the highest levels, including
a report by Mainland China
state media Xinhua, that
speaking at a symposium on

6 December 2024, President
Xl Jinping urged for “full
preparation” to achieve 2025
economic targets. o

It has been made clear from the highest levels, including
a report by Mainland China state media Xinhua, that
speaking at a symposium on 6 December 2024, President
Xl Jinping urged for “full preparation” to achieve 2025
economic targets. With this in mind, if the current stimulus
measures prove to be insufficient, additional measures
could be introduced to boost the economy. On 9 December
2024, citing a readout of a meeting of the Political Bureau
of the Communist Party of China Central Committee,
Xinhua news agency reported, that “efforts should be
made to bolster consumption and stabilise the property
and stock markets in 2025.”

Strategic stimulus measures

Amongst the various stimulus measure taken, the decision
by Mainland China’s National Financial Regulatory
Administration (NFRA) to cut the RRR by 0.5 percentage
points could be the most important. Also of strategic
importance is the announcement from the NFRA of a plan
to increase the tier-1 capital of the six major commercial
banks in Mainland China. Tier-1 capital refers to the core
capital held in a bank’s reserves, including common stock
and disclosed reserves. The rationale was affirmed by NFRA
director LI Yunze. Speaking at a press conference held by
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the State Council Information Office, LI explained that
large commercial banks are the mainstay of Mainland
China’s financial system serving the real economy, and
the main regulatory indicators of large commercial
banks are in a healthy range.

LI also explained how the tier-1 capital would be
injected in an orderly manner, with coordinated
advancement, phased implementation and tailored
policies. This initiative to increase the tier-1 capital

of the six major banks in Mainland China can be
viewed as being the equivalent to a one-off permanent
quantitative easing measure because the injection is
not likely to be withdrawn in future. If the tier-1 capital
of the six major banks increased by RMB1 trillion,

it would translate into a lending power increase of
RMB10 - 12 trillion based on the following calculation:
Risk-based Capital Ratio = Regulatory Capital / Risk-
weighted Assets.

Risk-based Capital Ratio is usually set at 8%, if there
is an increase in tier-1 capital (regulatory capital) by
RMB1 trillion, the risk-weighted assets (mostly bank
loans) could increase by RMB10-12 trillion.
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Factors underpinning property sector stimulus
measures

Although this is speculative, the acquisition of troubled
property developer Mainland China Aoyuan by UAE-based
Multi Gold Group may have influenced the speed and
implementation of the related stimulus policies.

Four days before the announcement of the property sector
stimulus measures, on 24 September 2024, it was announced
on the Hong Kong Stock Exchange that Multi Gold, which
focuses on sustainability and social responsibility projects in
the Middle East and North Africa, had acquired 16.48% of China
Aoyuan, making it the largest single shareholder. Subsequently,
as part of the deal, GUO Ziwen, the founder of China Aoyuan,
stepped down from all his key positions and Multi Gold
Director Mohamed Obaid Ghulam Badakkan ALOBEIDLI became
China Aoyuan’s new chairman and non-executive director.

What had not been reported was how much money Multi Gold
needed to invest to become the largest shareholder of China
Aoyuan. On 20 September 2024 before the announcement

66
If, as many property

market analysts believe,
the rising trend of
residential property rental
continues, sooner or later
the residential property
prices can also expect to

resume a rising trend. o
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of the deal was made, China Aoyuan was trading at around
HKDO0.10 on the Hong Kong stock market with total market
capitalisation of HKD400 million. Multi Gold probably needed
only HKD60 million to acquire control of China Aoyuan. In
simplistic terms, Multi Gold’s acquisition of China Aoyuan was
equivalent to a low-cost transfer of scarce land resources to
a foreign entity. Founded in 2016 in the southern Guangdong
province, like many other property developers, amid the
protracted slump in Mainland China’s real estate market,
China Aoyuan has struggled with big debts and slow sales.

In early 2022 China Aoyuan said that it would not pay or
redeem its large US dollar-denominated debts. From a high
of HKD13.08 on 17 January 2020, China Aoyuan’s share price
on the Hong Kong stock exchange had slipped to HKDO.10.
Following the acquisition, the stock rose 127% to HKDO0.27.

With a number of Mainland China’s property companies facing
a similar situation to China Aoyuan, the Mainland Chinese
authorities would probably want to avoid a similar takeover
situation. Therefore, to avoid similar circumstances, the
Beijing Central Government has two feasible options:
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1. Regulatory disapproval of takeovers by administrative
measures, however, this could result in projecting a
negative image internationally.

2. To quicken the speed and to increase the extent of
stimulus policies and implementation to boost the
share price of property developers, which would push
up the cost of acquisition and make Mainland China
property development companies less attractive to
foreign investors.

High demand boosts residential rentals

Dented by several years of high interest rates and weak
demand, while residential property purchasing sentiment
remains “soft” at a similar level to 2016, residential
property rents in Hong Kong have risen by 13% during the
same period. According to data released by the Rating
and Valuation Department, during 2024, residential rents
surged 6.8% from a year earlier. Prompted by the Hong
Kong Government’s various talent attraction schemes,
including the Capital Investment Entrant Scheme and the
Admission of Mainland Professionals Scheme, property
market analysts attribute high demand and therefore high
housing rental generation on the influx of professionals
from Mainland China and internationally. If, as many
property market analysts believe, the rising trend of
residential property rental continues, sooner or later
residential property prices can also expect to resume a
rising trend. This would provide a boost to the financial
position of the Hong Kong Government as developers
could be expected to invest in premium land which would
result in the government collecting new sources of land
revenues.

US interest rate scenarios

While it is still early days, and therefore characterised by
uncertainties, one indisputable certainly under President
Donald TRUMP’s new administration is the size of the US
budget deficit, which currently stands at close to USD1.8
trillion, of which USD1.2 trillion is allocated for paying
the interest of the US Treasuries. Supposing the current
US interest rate was reduced by half, the US budgetary
deficit would be reduced to USD1.2 trillion. If the US
interest rate was reduced to zero, the US budgetary
deficit would be reduced to USDO.6 trillion. At the same
time, if the US corporate tax rate was reduced from 21%
to 15%, as President TRUMP said he would implement,
the result would most likely trigger a surge in the US
stock market, which would subsequently provide a boost
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to the US economy. It is fair to say the world economy,
including Hong Kong, would also benefit. Continuing
with this scenario, concerns have been raised if US
Treasuries had zero or near-zero yields, investors would
lose interest in them. On the contrary, as the amount of
new US Treasuries would be reduced substantially due
to the smaller budgetary deficit, US Treasuries could
become a scarce product in the world capital market, and
consequently would be hotly pursued by global investors.
In addition to the US stock market, if interest rates were
set at zero, the US bond market could be expected to
experience a major uplift.

Concluding insights

Hong Kong’s success has always been in its openness to
opportunity and willingness to try new things. We owe it
to ourselves to avoid the self-fulfilling prophecy of gloom
and negativity. In Chinese astrology, 2025 is represented
by the Year of the Snake, a symbol of transformation
and adaptability. The snake also represents vitality and
change, qualities and characteristics to leverage as
Hong Kong’s banking and finance community seize the
opportunities and navigate the challenges during the
year ahead.
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