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MACROSCOPE

T
he relationship between inflation, growth 
and monetary policy has been a key driver 
of equity market performance recently. As 

the United States Federal Reserve continues to
raise interest rates in an effort to steer inflation 
towards its 2 per cent target, investors have 
started to worry about its negative impact on 
American growth, which has led to sharp 
corrections in US equities since April.

The seven-week losing streak on the S&P 500 
index, the longest run of weekly losses since 2001, 
ended last week. Investors have dialled back their 
expectations of aggressive monetary tightening 
by the Fed amid weaker economic data and signs 
that US inflation might have 
peaked.

The US inflation picture has 
changed significantly in recent 
months. The rapid rise since 
mid-2021 has been driven 
mainly by higher goods prices 
caused by a sudden surge in 
consumer demand for physical 
products when factory output 
was constrained. One 
prominent example is used car 
prices, which surged in the past 
year because of tight supply.

For the past few months, US 
inflation has been showing signs of a widespread 
economic overheating, particularly with the rise 
in prices of services. Prices of core components 
hit above a 5 per cent annualised rate in April. 
Rising wages in a tight labour market have put 
further pressure on services inflation.

At the same time, economic reopening has 
unleashed pent-up demand in the consumption 
of services such as tourism. Core goods prices – 
those that exclude food and energy – are no 
longer rising sharply, but they have fallen short of 
expectations that they would ease this year.

While the year-on-year US inflation rate has 
started to fall, the monthly pace continues to be 
above the Fed’s target. In fact, the average US 
core inflation rate between February and April 
annualised to around 6 per cent. The broad-
based acceleration in services inflation, 
combined with strong wage gains, suggests that 
inflationary pressure in the US is unlikely to 
dissipate on its own.

In addition, the outlook for goods inflation is 
uncertain, given supply chain disruptions from 
the Russian invasion of Ukraine and Covid-19 
restrictions in China. Even if we see a drop in 
overall US inflation because of lower prices of 
goods, the Fed will remain concerned if services 
inflation continues its rise.

Thus, it seems increasingly evident that 
bringing down inflation will require a period of 
weaker growth. The Fed is likely to stick to its 
current policy trajectory, which has already been 
priced in by the market, raising the federal funds 
rate to roughly 2.75 per cent.

This view is supported by the May Federal 
Open Market Committee minutes, which 
affirmed that the Fed needed to raise interest 
rates to the neutral level quickly to contain 
inflation. The committee seems to be focusing on 
inflation, suggesting it remains confident the US 
economy can withstand higher interest rates.

Financial conditions have tightened in the US 
in response to the Fed’s increasing hawkishness. 

In the past, this was associated 
with slower growth, with a lag 
of two to three quarters. Thus, 
the impact of the financial 
tightening is likely to become 
more evident from late 2022 to 
early 2023.

Housing activity will 
probably be the first to feel a 
chill, a process that already 
appears to be under way.

Demand has fallen each 
month this year, according to a 
survey by the National 
Association of Home Builders, 

with a sharp decline last month. Home sales have 
also slowed. Capital investment might have a 
limited impact, although it has not been as 
sensitive to higher interest rates. Companies have 
tended to finance investment from cash flows 
rather than borrowing.

The key question for investors is whether Fed 
monetary tightening to contain inflation will 
push the US economy into recession, potentially 
leading to further declines in equities. While 
recession risks have risen, strong corporate and 
household balance sheets will provide a buffer 
against tighter financial conditions.

That said, the base case for the US economy 
remains slower growth but no recession this year. 
It will be important to monitor lay-offs and 
corporate capital investment plans to assess any 
risk of a steeper downturn.

Sylvia Sheng is a global multi-asset strategist at 
JP Morgan Asset Management
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O
ne of the safer bets on the 
new “result-oriented” 
J o h n  L e e  K a - c h i u

administration is that it will arrive 
in office on July 1 with heavy
pressure for clear, measurable 
action. A second safe bet is that 
some of the strongest pressure will
be to tackle Hong Kong’s acute
housing shortage.

As a long-time critic of the 
chronic procrastination of the 
Carrie Lam Cheng Yuet-ngor 
administration, I am all in favour 
of action and early moves to tackle 
housing. But we have to beware 
that an era of no decisions is not 
replaced by an era of hasty, unco-
ordinated decisions.

Just as Lam allowed the quest 
for perfection to be the enemy of 
the good, so we cannot allow the
pressure for speed to be the ally of 
the flawed. So alarm bells began
toringwhenI reada weekago that
the administration seems poised 
to approve plans to put 12,000 
flats on the Fanling golf course.

One can almost hear the con-
versation among Lee’s senior 
aides on the need for some “quick
wins” on housing. One can see
them rifling through the 18 land 
supply options listed by the 
December 2018 report of the  
government’s Task Force on Land 
Supply.

“Lantau Vision or Northern 
Metropolis – too long term.
Recovery of Heung Yee Kuk 
‘brownfield’ or farmland sites – 
too messy and controversial to 
take on the New Territories clans. 
Plunder property developers’ land 
banks across the New Territories 
– too litigious and costly. The 
Fanling golf course looks promis-
ing: a single lease that expires 
imminently, enough land area to 

house a handy 30,000 people and 
just a couple of thousand rich and 
privileged golfers to contend
with.”

From the vantage point of a 
populist politician keen to deliver 
results fast, the project is nearly 
perfect. The problem is that there 
is no strategic logic to the proposal 
if Lee is sincere about addressing 
our housing problem for the long 
term.

Before I look at why, let me 
make clear at the outset that I am 
not a golfer and in fact have a 
lifetime “problem” with golf. First, 
as a working-class kid growing up 
in Britain, it was only the rich kids 

who played golf, so part of my
prejudice is rooted in jealousy. 

Too often through my career I 
have seen corporate marketing 
staff con top management into 
believing that days “entertaining” 
clients on a golf course are indis-
pensable to success. I also see 
such entertaining as a deeply 
misogynistic barrier to smart
female staff.

Perhaps most importantly, I
am perplexed that companies can 
justify paying such gigantic sala-
ries to top executives who then 
spend a day a week belting a golf 
ball around an exclusive club.

I recall that then-chief execu-

tive of Bear Stearns, James Cayne, 
whose firm crashed in July 2007 at 
the start of the global financial 
crisis, was often away playing golf 
in the four months ahead of his
company’s collapse. I wonder 
whether the company might have 
survived if he had concentrated 
on the challenges it faced instead 
of spending two days a week with 
buddies on a golf course.

One Harvard Business Review 

study showed that of the top 1,500 
American companies, 363 were 
headed by CEOs who were serious 
golfers, with 10 per cent of them 
playing on average 37 times a year. 
That is less than ex-president 

Donald Trump, but it still raises 
questions about whether somuch
money is being well spent.

I am not raising questions 
about the Fanling golf course 
because ofany fondnessfor golf or
golfing buddies. After all, golfers 
come and go. What does not come 
or go is the historical and ecologi-
cal heritage accumulated at a golf 
course that is 111 years old.

In a city that has consistently 
failed to preserve its valuable her-
itage, the Fanling course has 
become a rare repository of care-
fully protected flora and fauna.

It has hundreds of old and 
valuable trees and a huge variety

of wildlife. As part of the club’s 
efforts to nurture this rare rem-
nant of lowland woods in Hong 
Kong, Fanling was certified as an 
Audubon Cooperative Sanctuary
in 2020.

I am not about to become 
misty-eyed, in particular when 
faced with the hard reality of Hong 
Kong’s housing need. But there is 
a better way of meeting that need 
that the government itself 
acknowledged in its report pub-
lished last October on its ambi-
tious Northern Metropolis 
Development Strategy.

This plan covers three large 
“circles” of development that
span virtually the whole of Hong
Kong’s border with Shenzhen. It is 
dedicated not to a bundle of
development projects but to 
“making a community”.

It covers 30,000 hectares – 
compared with the 32 hectares 
being discussed at Fanling – and is 
expected to accommodate about 
2.5 million people in 900,000 resi-
dential units. It skirts past the 
Fanling golf course but does not 
include it.

Why is the Development 
Bureau considering destruction of 
a rare area of heritage woodland at 
the golf course when its northern 
metropolis plan goes to great 
lengths to emphasise the need for 
ecological conservation? Clearly, 
the right hand is not bothering to 
examine what the left is doing.

The Fanling golf course should 
be embraced by the Northern
Metropolis plan, not as a contri-
bution to housing but as a herit-
age resource that has been 111 
years in the making. It should be 
at the heart of intelligent develop-
ment of a new city that does credit 
to Hong Kong and its future link-
ages with Shenzhen and the 
region around it.

Our new “result-oriented” 
chief executive must not allow the 
pressure for speed to be the ally of 
the flawed.

David Dodwell researches and 
writes about global, regional and 
Hong Kong challenges from a Hong 
Kong point of view 

Golf course worth saving
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Lee will be looking for 

quick win on housing, 

but knee jerk move on 

111-year-old Fanling 

site would be a tragic 

loss for city’s ecology

In a city that has 
consistently failed 
to preserve its 
valuable heritage, 
the Fanling course 
has become a rare 
repository of 
carefully protected 
flora and fauna

The incoming John Lee Ka-chiu administration is considering a plan to redevelop the Fanling golf course into a residential zone with 12,000 flats. Photo: Winson Wong
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“I
t’s clear that the market is experiencing 
a seismic shift and we need to react 
accordingly,” Uber CEO Dara 

Khosrowshahi wrote. The shift is in the 
collapse of tech stocks this year. From Netflix 
and Spotify to Coinbase and Robinhood, they 
have all lost more than 60 per cent from their 
peak. 

It is in this environment that 
Khosrowshahi said he would slash Uber’s 
marketing spend and freeze hiring.

Much of the acceleration by tech 
companies seems to have halted amid the 
pandemic. Not only are people starting to 
return to their offices, but all that cheap 
money and government stimulus  
measures are drying up.  But business as 
usual is exactly what carmakers cannot afford 
to do now.

While Tesla is selling pure electric 
vehicles, practically everyone else is making 
hybrids. 

And everyone agrees that hybrids are the 
transition to all-electric models. Like any 
transition solution, it is a hedging strategy 
that is useful when a company should wait 

for a stronger signal. But it can become a 
burden by preventing the management team 
from furthering the commitment to an 
eventuality.

A company’s percentage of sales of pure 
electric vehicles helps indicate corporate 
commitment to that eventuality. After Tesla, 
the world’s second-largest pure electric-
vehicle seller is Shenzhen-based BYD, with 
more than 42 per cent of sales, according to 
MarkLines. General Motors comes third with 
slightly above 8 per cent. Giants such as 
Toyota Motor stand at a meagre 0.15 per 
cent.

The general conservatism of the big 
carmakers thus stood out. Toyota and 
Volkswagen face challenges not just in 
mastering new skills. 

They also need to convert their sprawling 
factories from building petrol-guzzling cars 
to those powered by lithium-ion batteries.

When you are a maker of pure electric 
vehicles like Tesla, you will pursue   
world-class battery technology and master it 
inside out. However, when you keep 
producing hybrids, you can always use petrol 

to power an engine when the battery runs 
out. By avoiding the hard work, engineers 
may fail to master the skills required in 
electrification. Worse, they may get stuck in 
the transition solution and never move past 
it.

At a time when all the traditional 
carmakers are being hurt by the 
semiconductor shortage, only Tesla has the 
flexibility in sourcing the parts.

“We design circuit boards ourselves, 
which allow us to modify their design quickly 
to accommodate alternative chips like power 
chips,” one Tesla employee said. 

In other words, Tesla’s pursuit of vertical 
integration has enabled the company to 
venture into areas other traditional 
carmakers had shunned. And the effort has 
now paid off for it.

BYD is also busy expanding its own 
semiconductor manufacturing. Already 
self-sufficient on chipset supplies, it will soon 
become a supplier for others, too.

And that is how Tesla and BYD are going 
to pull further ahead.

Howard Yu is LEGO professor of management 
and innovation at the IMD Business School in 
Lausanne, Switzerland. He is also the research 
director of IMD’s Centre for Future Readiness, 
where Lawrence Tempel is the research assistant

 Why Tesla and BYD are pulling ahead of rest
Unlike big carmakers who hedged their bets, these pure-electric 

plays have benefited from venturing into areas others shunned 
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CURRENCY CALCULATOR Figures are mid-price TT rates provided by HKAB

June 2, 2022 Aust Britain Canada China Euro HK India Japan Korea Mal NZ P’stan Phil S’pore S Africa Switz Taiwan Thai US

Australia $ 0.5745 0.9083 4.8109 0.6732 5.630 55.63 93.28 895.4 3.150 1.106 141.99 37.61 0.9862 11.176 0.6904 20.98 24.65 0.7174

Britain £ 1.741 1.581 8.37 1.172 9.80 96.84 162.4 1559 5.483 1.926 247.16 65.46 1.717 19.45 1.202 36.53 42.92 1.249

Canada $ 1.101 0.6325 5.297 0.7412 6.198 61.25 102.70 985.8 3.468 1.218 156.32 41.40 1.086 12.304 0.760 23.10 27.14 0.7898

China Rmb 0.208 0.1194 0.1888 0.140 1.1702 11.563 19.39 186.1 0.6547 0.2299 29.513 07.82 0.2050 2.323 0.1435 4.362 5.125 0.1491

Euro € 1.485 0.8533 1.349 7.146 8.363 82.64 138.6 1330. 4.679 1.643 210.91 55.86 1.465 16.601 1.026 31.17 36.62 1.0657

Hong Kong $ 0.1776 0.1020 0.1613 0.855 0.1196 1 9.881 16.57 159.0 0.5595 0.1965 25.221 6.680 0.1752 1.985 0.1226 3.727 4.379 0.1274

India R 0.0180 0.0103 0.0163 0.0865 0.0121 0.1012 1.68 16.10 0.0566 0.0199 2.552 0.676 0.0177 0.2009 0.0124 0.3772 0.4432 0.0129

Japan ¥ 0.0107 0.0062 0.0097 0.0516 0.0072 0.0604 0.5964 9.60 0.0338 0.0119 1.522 0.4032 0.0106 0.1198 0.0074 0.2249 0.2643 0.0077

South Korea W 0.0011 0.0006 0.0010 0.0054 0.0008 0.0063 0.0621 0.1042 0.0035 0.0012 0.159 0.0420 0.0011 0.0125 0.0008 0.0234 0.0275 0.0008

Malaysia RM 0.3175 0.1824 0.2883 1.527 0.2137 1.7873 17.66 29.61 284.3 0.3512 45.08 11.94 0.3131 3.548 0.2192 6.661 7.83 0.2277

New Zealand $ 0.9040 0.5193 0.8211 4.349 0.6086 5.089 50.29 84.33 809.4 2.848 128.35 34.00 0.8915 10.103 0.6241 18.97 22.29 0.6485

Pakistan R 0.0070 0.0040 0.0064 0.0339 0.0047 0.0397 0.3918 0.6570 6.306 0.0222 0.0078 0.2649 0.0069 0.0787 0.0049 0.1478 0.1736 0.0051

Philippines P 0.0266 0.0153 0.0242 0.1279 0.0179 0.1497 1.4792 2.480 23.81 0.0838 0.0294 3.776 0.0262 0.2972 0.0184 0.5580 0.6556 0.0191

Singapore $ 1.014 0.5825 0.9210 4.878 0.6826 5.709 56.41 94.59 908.0 3.194 1.122 143.98 38.13 11.333 0.7001 21.28 25.00 0.7275

South Africa rand 0.0895 0.0514 0.0813 0.4305 0.0602 0.5038 4.9778 8.35 80.1 0.2819 0.0990 12.705 3.365 0.0882 0.0618 1.878 2.2060 0.0642

Switzerland Sfr 1.449 0.8321 1.3157 6.969 0.9751 8.155 80.58 135.12 1297.0 4.563 1.602 205.67 54.47 1.428 16.188 30.39 35.71 1.0392

Taiwan $ 0.0477 0.0274 0.0433 0.2293 0.0321 0.2683 2.651 4.446 42.67 0.1501 0.0527 6.767 1.792 0.0470 0.5326 0.0329 1.175 0.0342

Thailand Bt 0.0406 0.0233 0.0368 0.1951 0.0273 0.2284 2.256 3.784 36.32 0.1278 0.0449 5.759 1.525 0.0400 0.4533 0.0280 0.8511 0.0291

US $ 1.394 0.801 1.266 6.706 0.938 7.848 77.54 130.03 1248 4.391 1.542 197.92 52.42 1.375 15.58 0.962 29.25 34.37

US$ MARKET RATES
Bid Ask

HK ($) 7.8443 7.8446

Japan (¥) 130.49 130.52

Euro (€) * 1.0744 1.0748

UK (£) * 1.2567 1.2571

Switzerland (SFr) 0.9602 0.9605

Canada (C$) 1.2554 1.2558

Australia (A$) * 0.7239 0.7241

China (yuan) 6.6596 6.6610

Indonesia (Rup) 14,435 14,440

Malaysia (RM) 4.3870 4.3910

Philippines (peso) 52.8700 52.8900

New Zealand (NZ$) * 0.6532 0.6536

Singapore (S$) 1.3735 1.3740

S Korea (won) 1,247.59 1,248.60

Taiwan (NT$) 29.3270 29.3370

Thailand (baht) 34.3000 34.3300

India (rupee) 77.5923 77.6373

S Africa (rand) 15.4957 15.5107

* per unit. Rates at 10.15pm.

KEY LENDING RATES
HK prime 5.000% UK bank base 1.000%

US fed fund 1.000% Euro prime 0.250%

US prime 4.000% Tokyo prime 1.475%

Taiwan prime 2.616% S’pore prime 5.250%


