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WHAT IF THE HONG KONG DOLLAR
REPEGS TO THE RENMINBI?

Russell Clark’s
Market Views

“If US sanctions deny Hong Kong
access to the US dollar, it could
repeg to the Chinese Yuan. How
would this impact dual listed
equities?”

The Trump Administration is considering sanctions against China and Hong Kong due to the imposition of their national
security laws. The Hong Kong Autonomy act (HR7440) includes provisions to limit Hong Kong banks access to the US
dollar. Hong Kong has a peg to the US dollar with local rates typically following US rates, apart from periods of Asian
currency strength or weakness.

Hong Kong Interbank Offered Rate (Hibor), London Interbank Offered Rate (Libor)
If Hong Kong was denied access to US dollar under US sanctions, it could repeg to the Chinese Yuan. If this were to
happen, the first change would be that Hong Kong Interbank Offered Rate (Hibor) rates would need to move close to
Chinese Shanghai Interbank Offered Rates (Shibor). At current rates, this would mean that Hong Kong interest rates
would rise, potentially negatively for property in Hong Kong, but the higher interest rate would help stabilise the
exchange rate.
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There are currently restrictions on the Chinese capital account. Perhaps the bigger question would be whether China
would impose capital flow restrictions on the Hong Kong dollar, or whether the repegging of the Hong Kong dollar to the
Renminbi would coincide with a general loosening of capital account restriction in mainland China? If the US dollar
weakened, China opening its capital account becomes more likely. On the BIS Real Effective Exchange Rate, the US
dollar is very expensive.

The BIS Index is updated quarterly. The timelier DXY index, which is updated continuously is beginning to show some
weakness in the US dollar again.
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With rising Chinese interest rates and the US dollar threatening to break down, there is a temptation for mainland China
to kill two bird with one stone, by re-opening its capital account and repegging the Hong Kong Dollar to the Chinese
Yuan. In that case, the most interesting question would be whether equities that are currently dual-listed in Hong Kong
and mainland China become fungible. For the last five years, A-shares (Chinese listed shares) have traded at a premium
to H-shares (Hong Kong listed shares).

Chinese mainland stock exchange volumes are now much larger than Hong Kong volumes – suggesting the pull of Hong
Kong shares will be higher, rather than A shares moving lower.
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If the Hong Kong dollar was repegged to the Chinese Yuan, it is unlikely the currency would move substantially, and
local interest rates may rise. However, the biggest effect would be likely a substantial rally in Hong Kong listed shares,
particularly if China chose to remove broader capital controls at the same time.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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