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In the last few months, no topic has come up more often in conversations 
with clients than the Hong Kong protests. Many ask how China’s ruling 
Communist Party, the CCP, will react to what many policymakers in Beijing 
regard as an intolerable challenge to their authority. Obviously, the answer to 
this question will have direct implications for Hong Kong and its future as 
China’s international financial center. But it will also have implications for the 
evolution of policy within mainland China itself. Today, following Tuesday’s 
announcement by the standing committee of China’s National People’s 
Congress that only it—and not Hong Kong’s courts—has the authority to rule 
on the constitutionality of Hong Kong legislation, and after the US Senate 
passed its Hong Kong Human Rights and Democracy Act, the question is 
more crucial than ever. Here is my take.

The first point is that China’s leaders know that if China is to succeed in 
the long term as an economic power, it must have its own credible financial 
center. The second reality is that today neither Shanghai nor Shenzhen fit the 
bill. This much is clear from Alibaba’s decision to pursue its secondary listing 
in Hong Kong. China’s leaders tried all they could to encourage Alibaba to list 
in Shanghai. But when push came to shove, a riot-torn Hong Kong still got 
the prize. The third, and much more unpleasant, conclusion that Beijing must 
have come to is that a substantial chunk of Hong Kong’s population harbors 
hostile feelings toward the mainland. This leaves the CCP with a quandary: 
can a Hong Kong where parts of the population are openly unfriendly to 
China be trusted to be China’s much-needed capital market? Tackling this 
quandary, the CCP can come to three possible decisions.

The first is to accept that Hong Kong is a crucial cog in China’s grand design, 
and that if it is to function, the city must be given even more freedom than it 
already enjoys. The trouble with this is that the pattern of recent years is for 
problems to be handled with more centralized control, not less—as Tuesday’s 
pronouncement by the NPC illustrates. So, the probability that the CCP will 
buck its recent trend and choose to allow Hong Kong greater freedom is low.
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The second, much more likely, outcome is that the party has already decided 
that the political structure for governing Hong Kong must be changed, 
and that China will need to exert more, not less, control over Hong Kong’s 
institutions. This leaves Hong Kong residents, and investors, to ask what 
changes are most likely, and how soon will they happen. Clearly, what will 
matter for Beijing going forward is to ensure that the section of Hong Kong’s 
population that opposes the Beijing government is never allowed to have any 
influence over Hong Kong’s government, institutions or big businesses. 

Hopefully, the CCP is smart enough to avoid any symbolic or dramatic 
changes that could be seized on in the near term as definitive evidence that 
Hong Kong has lost its special status. That could trigger US action under 
the bill passed by the Senate on Tuesday—assuming it makes it into law—
that could erode US treatment of Hong Kong as a separate jurisdiction from 
China, potentially damaging Hong Kong as an international financial center.

But over the long term, the CCP has proved itself a master at slowly moving 
the goal posts through small, incremental steps in order eventually to arrive 
at its desired destination. Within mainland China, one way Beijing has 
gradually achieved its long term aims in more recalcitrant provinces such as 
Tibet and Xinjiang has been through population transfers of Han Chinese. 
Will Hong Kong be any different? Hong Kongers who believe their civil rights 
are being eroded may well seek to emigrate to Canada, Australia, or the US. 
Meanwhile, the flow of mainlanders into the city will continue unabated, and 
may even be accelerated, even if that stokes further resentment. In this way, 
over 20 years, the demographic make-up of Hong Kong can be reengineered.

The third conclusion Beijing could come to, which in no way contradicts the 
second, is that if Hong Kong can’t be trusted to be China’s capital market, 
then more must be done to promote Shenzhen and Shanghai as alternatives. 
Today, neither city is yet ready to be a global financial center. That’s partly 
because being a global financial center is about much more than just 
buildings, broadband and a legal system. There is a whole “soft infrastructure” 
of schools, theaters, art galleries, clubs and associations needed to attract the 
world’s top bankers, lawyers, and fund managers that Shanghai and Shenzhen 
do not yet have. But it is also because it is hard to imagine a credible global 
financial center in a country which still imposes capital controls. 

Ultimately, this means that the unrest in Hong Kong will leave China’s leaders 
with a dilemma. One—highly unlikely—option is that they will grant Hong 
Kong more freedom, including elections, in a bid to restore order to the capital 
market that China clearly needs. The second option is try to bring Hong 
Kong into line by exerting greater control, while simultaneously promoting 
the development of Shanghai and Shenzhen. But if the long-term aim is to 
transform Shanghai and Shenzhen into credible global financial centers, this 
can’t done without expanding their freedom to move capital around. It will 
be an irony that the die-hard students of Hong Kong’s besieged Polytechnic 
University will be unlikely to appreciate, if their protest helps to push forward, 
and accelerate, financial liberalization in the mainland cities of Shenzhen and 
Shanghai.
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