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Be Vigilant against Economic Recession in Rate Hike Cycle
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The US Federal Reserve an-
IIE nounced a rate hike of 75 basis
points. With the accelerated hike
of US interest rate, HSBC, Hong

Kong's biggest bank, has finally

boosted its Prime Rate (P) for the first time in

nearly four years, followed by Bank of China
(Hong Kong) and Standard Chartered. The in-
crease in the Hong Kong dollar prime rate signi-
fies that Hong Kong, under the impact of US, has
entered its interest rate hike cycle. While the mort-
gage burden has increased, the risks in the proper-
ty market are still manageable; however, it de-
serves serious attention that the overall situations
of economy and livelihood may deteriorate or
even decline due to the increase in borrowing
costs and suppressed demand. HK Government
should, when necessary, roll out counter-cyclical
measures to protect enterprises, stabilise employ-
ment, and re-connect with the world in an orderly
manner under precise prevention of COVID-19,
so as to inject vitality to boost the economy and
protect people's livelihood.

With continuous interest rate hikes in US, the
Hong Kong dollar and US dollar interest rate dif-
ferentials will widen and the cost of capital will

continue to rise, which will inevitably pressurise

Hong Kong banks to further raise their prime
rates. Mortgage lending is the first to be affected
by the interest rate hike, and the market concern
with the property market trend and about increas-
ing burden of mortgage repayment will discourage
property purchase, thus exposing the property mar-
ket to the risk of downward adjustment. However,
the property sector is generally of the view that
the Hong Kong Aggregate Balance is still over
$100 billion, and that the rate hike is simply a
step towards interest rate normalisation, given that
the first interest rate increase in Hong Kong is
moderate and that the current mortgage rate is
still at an ultra-low level. Even if the interest rate
is raised by half a percentage point, the burden of
mortgage repayment will not increase significantly
and is still at a healthy level. Mr Paul Chan
Mo-po, the Financial Secretary, also says that
there is no risk of a sharp adjustment, even
though the rising rates hurt property market senti-
ment, and the trading has decreased with the in-
creasing burden of mortgage and the more cau-
tious market.

The increase in the prime rate does not only af-
fect the property market, but more importantly,
concerns all commercial lending activities. The

wave of interest rate hikes will definitely increase
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the borrowing costs of enterprises, reduce the vitali-
ty of the economy, and in serious cases, will lead
to recession and business closures, which will in
turn affect people's livelihood. According to some
analyses, 10 out of the 13 interest rate hike cycles
in the past were linked to economic recession, be-
cause interest rate hikes dampen economic de-
mand and increase the cost of borrowing for indi-
viduals and businesses, resulting in reduced con-
sumption and investment activities and a corre-
sponding reduction in people's income.

This round of interest rate hikes is not for an
overheated economy, but rather to tame high infla-
tion by curbing demand, which heightens market
concerns. Some foreign economists predict that
the Fed will continue to lift its benchmark rate un-
til next year and get even more aggressive in its
monetary policy. Following the announcement of
the rate hike, Jerome Powell, the Fed Chairman,
said that no one knew whether this process would
lead to a recession or, if so, how significant that re-
cession would be, but he would see continued slow
growth and diminishing chances of a soft landing.

Apart from the interest rate factor, the risk of
global recession is increasing due to a combination
of geopolitical conflicts, supply chain disruptions

and rising international fuel prices, and Hong
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The company is now caught between the devil
and the deep blue sea. If it takes more loans, it gets
into deeper debts. If it doesn't take loans, it has to
close down and lay off staff. 23 FIHIAERG A B - 4
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To lock down or to open up, governments were
between the devil and the deep blue sea. I B
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Kong, being a small open economy, can hardly
stay unaffected and should get itself prepared for
the interest rate hike cycle and the sharply rising
risk of economic recession. After all, only when
the economy is stabilised and people's income is
steady, will the risk of drastic plunge of property
market be greatly reduced.

Earlier this year, the fifth wave of COVID-19
hit the Hong Kong economy hard, and the Gov-
ernment introduced a number of measures to pro-
tect enterprises, stabilise employment and relieve
people's hardship. This year, more than $60 bil-
lion consumer vouchers have been distributed. A
few days ago, Financial Secretary Paul Chan esti-
mated that Hong Kong might see a deficit of over
$100 billion this financial year, and financial re-
serves would dip from over $900 billion to around
$800 billion. He reassured the public and stressed
that the Government, albeit upholding its princi-
ple of prudent finance management, would lever-
age the fiscal reserves, in times of difficulties, to
support small and medium enterprises (SME), and
to ease the burden of the public. With healthy pub-
lic finances, the Government can optimise the use
of fiscal reserves to roll out counter-cyclical contin-
gency measures to help SMEs and the general pub-

lic tide over the difficult time of the epidemic.
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She is stuck between Scylla and Charybdis. Her
tax reform proposal may foster economic growth
but she risks losing many of her voters. 4t i £ [ 4
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They have to choose either to take their father's
advice or to listen to their mother. They can't
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