Autumn 2014
It appears that, for now, the protesters are packing away their umbrellas and goggles. Once in the thousands,
the number of folks occupying Hong Kong's central business district, for more than a week the site of prodemocracy protest, tear gas, and high tensions, is waning. The anti-mainland sentiment, however, is unlikely to
go away.
Given Hong Kong's importance to the Chinese and world economy (it ranks as the third most important
international financial center, after London and New York City), it's not surprising that financial alarm bells are
being rung. Since Hong Kong was turned back over to China in 1997, it has been able to retain its free markets
and help fuel China's rise to the second largest economy in the world (by GDP measures). This increase in
wealth is, in part, what led to one of the biggest sociopolitical moments China has faced in the last decade.
We're not suggesting we saw these protests coming, but it's not surprising to see people living in rapidly
growing economies-who are themselves becoming wealthier-desire greater freedom, and the increased buying
power that comes with it.
Neither side can claim a victory here (while China made no concessions, it certainly didn't welcome the
world's attention on the matter), and it's likely that we'll see some version, perhaps of greater magnitude, in
the not-to-distant future. If that happens, a huge crackdown on the part of China could be devastating to the
financial markets. Hong Kong's status as "special administrative region" has allowed them to maintain their
autonomy and continue as the "world's freest economy," while under the control of Communist China. The
unique arrangement has opened the door for Hong Kong to become the 25th largest economy in the world, as
measured by GDP, and 8th largest based on per capita income (at $50,936, it dwarfs China's $6,747.) And China
has taken full advantage-of Hong Kong's $390 billion of exports, $205 billion go to China. Of their $433 billion
of imports, $196 billion come from China.
But it's not just a violent crackdown by the Chinese government that worries investors. Any threat that would
restrict or take away Hong Kong's standing could have companies shying away from doing business in the
region, and the effects would be felt through the global markets. China knows this, so it's unlikely they'd make
any moves that might jeopardize this delicate balance. But China's also shown itself to be unpredictable.
With all this in mind, let's take a look at how the headline-grabbing events in Hong Kong might impact-now
and in the future-a few of the companies we hold in our portfolios. BHP Billiton Ltd is the largest mining
company in the word and provides raw materials for many of the world's industrial manufacturers. You likely
won't be surprised to hear that one third of their $67 billion a year in sales come from China. (Only one sixth
comes from North America.) Teck Resources Ltd, Canada's largest diversified mining company and another one
of our holdings, gets 60% of their revenue from various Asian countries, China being the biggest buyer. The
temporary slowdown in emerging economies and the added unrest in Hong Kong can and will effect
companies selling into these markets. However, and it's a huge however, without the raw materials provided by
companies like these, China's economy, and the emerging Asian economies, will slow even more. They heavily
rely on the exports of their manufactured goods to fuel continued growth.
It's worth noting that China's economy is quickly, by design, becoming more diverse and less dependent on
their manufacturing and exports. In 2012, they had the fastest growing industrial production in the world,
making up 45.3% of their economy. That same year, China's services companies made up 44.6% of their
economy. The service sector is now growing at a faster pace than any other sector in their economy. This points
to a robust and growing consumer demand within China and gives us confidence that they'll keep their
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economic growth around 7%, or better, into the foreseeable future. Though the percentages vary, the trend is
indicative of all the emerging economies in the region.
Hong Kong is a unique place, both because of its socioeconomics and amalgam of cultures, but from an
investing standpoint, we've seen similar situations. Economic growth brings wealth to the people-though
it's not always evenly distributed-and that wealth creates a bigger middle class, who in turn desire more say in
government. From the fall of the Soviet Union (still an ever changing landscape) to the Arab Spring, we've
learned that uncertainty is a constant in investing. It's also a great time to seek opportunity, while keeping calm.
For the first time ever, now may be the perfect, and apropos, time to quote a communist leader, in this case
Vladimir Lenin. "Not every revolutionary situation leads to revolution."
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