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Unemployment may have peaked despite a rebound of new infections

Hong Kong’s Covid situation was under control in May, but the number of confirmed new
cases rebounded in June. 779 confirmed new cases were recorded as of end-June (rolling
7-day average), versus the lowest reading of 99 cases since the 5™ wave of Covid-19. In
order to curb the spread of infection, the SAR government has maintained some social
distancing rules and is taking a wait-and-see approach about implementing the third
phase of loosening anti-Covid restrictions.

The labour market showed early signs of recovery, with unemployment having peaked in
April when Hong Kong started to ease its anti-Covid measures. The seasonally adjusted
unemployment rate dropped from 5.4% in the February — April period to 5.1% in the
March — May period. Unless the SAR government sharply tightens social distancing
restrictions again, the labour market is expected to see gradual improvement in the
months ahead.

On the other hand, Hong Kong’s price pressure remains mild compared to other major
economies. The year-on-year increase in the headline consumer price index edged down
from 1.3% in April to 1.2% in May due to the electricity charge allowance. As domestic
cost pressures remain subdued, including rents in private housing, Hong Kong’s overall
inflationary pressure is expected to stay moderate in the near term.

Upcoming consumption voucher distribution to boost consumption

Retail sales declined mildly by 1.7% year-on-year in May, reversing from a strong year-on-
year rebound of 11.7% recorded in April. Nonetheless, taking the two months together
there was still a year-on-year increase of 4.7% as local Covid situation improved and the
first batch of consumption vouchers was distributed. Looking forward, the SAR
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Unemployment rate peaks in
Q1 as threat of Covid-19
abates.

Retail sales are likely to
support the economic
recovery ahead, with
another round of
consumption vouchers
slated for distribution.

Although upward pressure
on HKD interest rates
alongside the US Fed’s rate
hikes may weigh on property
market sentiment,
residential property prices
are likely to hover within a
few percentage points.
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government will disburse the second round of consumption vouchers in August. If the Hong Kong Retail Sales
threat of Covid-19 continues to abate in the coming months, retail and overall consumer 40 40%
activity should regain some momentum but a full recovery of local retail sector will still 35\ 30:"
hinge on how the pandemic evolves in the region and whether inbound tourism resumes. 30 \ / jg; &
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Disruption to exports may alleviate as mainland China eases curbs L1s _20%‘:9
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Total exports of goods recorded a weaker than expected year-on-year decline of 1.4% in > -40%
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May, after a year-on-year increase of 1.1% in April and a year-on-year rise of 1.9% in the
first five months of 2022.
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Source: Hong Kong Census and Statistics Department, data as
of 30/6/2022

Looking ahead, the gradual removal of pandemic control measures and the resumption
of production in mainland China may support Hong Kong’s external trade However, the
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global economic outlook has suffered amid rapidly changing monetary policy stances by

major central banks, elevated inflationary pressure driven by energy and food prices and 110

the supply chain disruption caused by the ongoing Russia-Ukraine conflict, and of course 100
the evolving pandemic. Against this background, Hong Kong’s export sector may only see

a moderate gain in the near term (partly driven by higher prices) despite an ongoing 90

normalisation of cross-border land transport and a relatively stable Covid situation.
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Hong Kong’s equity markets climbed to nearly a three-month high at one point in June as Source: Bloomberg, data as of 30/6/2022

mainland China’s authorities rolled out a series of policy measures and signalled an easing
of scrutiny on its technology sector. Nonetheless, upbeat US inflation and a 75-bp rate

hike by the Federal Reserve (Fed) continue to weigh on market sentiment. HIBOR and LIBOR
2.55
The Hang Seng Index closed at 21,859.8 points on 30" June, representing a rise of 2.1% 2.05

from end-May. The Hang Seng Tech Index climbed by 8.6% to end-June at 4,870.3 points.

In comparison, the Shanghai A-share index rose by 6.7% over the same period, whereas 155
the Dow Jones Industrial Average fell by 6.7% and global stocks by 8.4%. = 1.05
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Rising interest rates could put more pressure on the residential property
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According to figures released by the Rating and Valuation Department (RVD), as of end- Source: Bloomberg, data as of 30/6/2022

May 2022, the property price index was down 0.3% month on month, reversing from a
1% gain in April. Meanwhile, residential rents stayed flat month on month.

Libor-3m

With the Fed having raised its policy rate by 75 bps in June, HKD interest rates will likely
follow suit at a faster pace than previously expected, with the HKD soon returning to a
more neutral liquidity level. The rise in interest rates may put more pressure on
sentiment, but the fundamentals of Hong Kong’s property markets remain largely steady,
together with the phased relaxation of social distancing measures, which may help to
alleviate downside pressure on the residential property market. Hong Kong’s residential
property prices are expected to hover within a range of a few percentage points this year.
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Disclaimer

This document is prepared by The Bank of East Asia, Limited (“BEA”) for customer reference only. Other than disclosures
relating to BEA, the content is based on information available to the public and reasonably believed to be reliable, but has
not been independently verified. Any projections and opinions contained herein are as of the date hereof, are expressed
solely as general market commentary, and do not constitute an offer of securities, nor a solicitation, suggestion, investment
advice, or guaranteed return. The information, forecasts, and opinions contained herein are as of the date hereof and are
subject to change without prior notification, and should not be regarded as any investment product or market
recommendations. This document has not been reviewed by the Securities and Futures Commission of Hong Kong, Hong
Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed and as required by the law. In addition to certain reports published on a
periodic basis, other reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of the
information and stated returns contained in this document, and no liability is accepted for any loss arising, directly or
indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment
involves risks. The price of investment products may go up or down. Past performance is not indicative of future
performance. The investments mentioned in this document may not be suitable for all investors, and the specific investment
objectives or experience, financial situation, or other needs of each recipient are not considered. Therefore, you should not
make any investment decisions based solely on this document. You should make investment decisions based on your own
investment objectives, investment experience, financial situation, and specific needs; if necessary, you should seek
independent professional advice before making any investment.

The views and opinions in this document do not constitute the official views of BEA.

This document is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast,
circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media platforms that
exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department (email: lerd@hkbea.com, tel: (852)
3609-1504, post: GPO Box 31, Hong Kong).

© 2022 The Bank of East Asia, Limited
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