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Hong Kong: Bank rate hikes heap stress
on borrowers
With some Hong Kong banks increasing their benchmark lending rates,
mortgage repayments could become increasingly difficult, affecting
demand for properties and other asset markets, too
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Stressed mortgages
Hong Kong's interbank rates (HIBOR) rose after last night's Federal Reserve rate hike prompting
some banks, including big banks, to increase the prime rate, which is a benchmark rate in their
mortgage businesses. This move will increase mortgage repayments of existing borrowers at a
time when the economy, which is highly correlated with Mainland China's economy, is starting
to struggle. 

HKMA, the banking regulator of Hong Kong, has a stress test framework in place to test
repayment ability. The stress test is a three percentage point increase in the mortgage rate
on the application.

With the Fed likely to raise rates further, the stress test will become increasingly taxing for
mortgage applicants. If each incremental rise in the Hong Kong prime rate is 0.125 percentage
point, we could see a full percentage point increase by the end of 2019. And if the HKMA's
stress test remains in place, a mortgage applicant will face a 1+3 percentage points test, which
would be very difficult.
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The test protects banks and mortgagors by ensuring that customers are able to repay, but at
the same time, it could deter new home buyers and therefore accelerate the fall in property
prices in bad times.

Source: ING, Bloomberg

Other asset classes are affected as well
Some borrowing in Hong Kong has been based on mortgage refinancing. If the refinanced cash
is used to invest in other asset classes, whose interest rates may also depend on the prime
rate, borrowers could be hit twice.

Asset markets could become increasingly stressed if borrowed money from the Hong Kong
market is the main source of funds in the asset markets.

Still, we don't have to panic right now, as the Fed's tightening cycle has another year to go and
the fall in asset prices would likely take time.

Author

Iris Pang
Chief Economist, Greater China
iris.pang@asia.ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for

mailto:iris.pang@asia.ing.com


THINK economic and financial analysis

Opinion | 27 September 2018 3

any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

https://www.ing.com

