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Hong Kong’s GDP shrinks by 
1.4% in Q2 amid sluggish 
exports and investments  
 
Domestic activity set to pick 
up with an improving jobs 
market, whereas external 
trade is clouded by the 
gloomy global outlook 
   
Hong Kong may enter a fresh 
rate hike cycle soon 
following the US Fed’s 
aggressive rate hikes, with 
an imminent hike in the 
prime rate expected. 

  
 
 
 
 

 
Hong Kong recorded another year-on-year contraction in Q2 
 

Hong Kong’s economy posted a narrower contraction in Q2, with a 1.4% decline year on 

year (YoY) in real terms (vs. a 3.9% slump in Q1), due to a high base of comparison, 

subdued recovery in domestic activity, as well as sluggish external trade and investments 

but avoided a technical recession as a 0.9% quarter-on-quarter rebound was recorded. 

Private consumption barely changed YoY as downbeat consumer sentiment partially 

offset the impact from an improved pandemic situations and disbursement of 

consumption vouchers during the quarter, and as government expenditure, which grew 

by 13% YoY, continued to lend support to the economy. Nonetheless, merchandise 

exports and investments remained sluggish, dropping 8.6% and 3%, respectively YoY in 

Q2, while services exports recovered somewhat, rising 1.8%. The SAR government is likely 

to further downgrade its annual growth forecast range of 1–2% when the revised figures 

are published on 12th August, as indicated by Financial Secretary Paul Chan Mo-Po in a 

media interview. 

 

We are also revising our 2022 GDP forecast to an annual growth rate of 0.2%, down from 

1.2% previously, taking into account of a slower-than-expected recovery in 1H, the 

deteriorating external outlook, and a faster-than-expected pace of monetary tightening 

around the world. The export sector faces continued challenges and the tighter financial 

could potentially affect property market and investment sentiment under the looming 

rate hike cycle. However, we still expect domestic activity to pick up in 2H if pandemic 

conditions remain stable and the SAR government does not tighten pandemic control 

measures again.    

 

 

    

 

 

Mainland China and Hong Kong Economic Outlook 
Slower-than-expected Recovery in Q2    

Market Monitor – Hong Kong 
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Improving jobs market and consumption voucher scheme could support 
local consumer activity in the near term 
 

The jobs market has seen a recovery, with the seasonally adjusted unemployment rate 

dropping from its peak of 5.4% in the February – April period to 4.7% in the April – June 

period. The unemployment rate is expected to fall further to an average of around 4.5% 

in 2022, or even below 4.0% at the year-end assuming the pandemic continues to abate.  

 

Meanwhile, retail sales rebounded by 2.8% YoY in Q2, reversing from a 7.6% plunge in 

Q1, though there were still some ups and downs in the past couple of months, possibly 

related to the phased distribution of consumption vouchers and the still subdued 

confidence of local consumers. Looking ahead, retail sales and the overall consumer 

activity should regain some momentum with an improving jobs market as well as the 

disbursement of a second round of consumption vouchers in August. However, a full 

recovery of the local retail sector will still hinge on the course of the pandemic and 

whether inbound tourism returns to normal.    

 

Inflation is heating up slightly in Hong Kong, though it remains mild compared to other 

developed economies as recovery in rentals remains slow. The YoY increase in the 

headline consumer price index climbed to 1.8% in June, up from 1.2% in May, due to the 

fading impact of the government’s electricity charge subsidy. The overall price level rose 

by 1.5% in 1H and we expect the inflation rate will edge up to 1.7% in 2022 as a whole.    

 

Gloomier global outlook clouds external trade 

  

Merchandise exports recorded a YoY decline of 6.4% in June and 2.3% for Q2 as a whole, 

reversing a 3.4% growth in the previous quarter amid a regional pandemic outbreak and 

stringent pandemic control measures in the mainland. Moreover, the strong rebound in 

external trade with major economies since the re-opening may be halted amid increasing 

global economic uncertainties, such as supply chain disruption, unstable food and energy 

supplies, elevated inflationary pressure due to the pandemic and geopolitical tensions, 

as well as expedited monetary policy tightening and the evolving pandemic situation. 

Although production and exports are gradually resuming in the mainland, Hong Kong’s 

export sector may only see a moderate gain (partially due to higher prices) in the near 

term.  

 

Hong Kong equities stay range-bound  
 
Hong Kong’s equity markets retreated from their three-month high, weighed down by 

some new regulations affecting the mainland’s technology sector and by owners of 

unfinished properties suspending their mortgage payments, in addition to a mild rebound 

of Covid cases in the mainland. The Hang Seng Index broadly hovered between 19,000 to 

22,000 points since April and closed at 20,156.5 points on 29th July, representing a decline 

of 7.8% from end-June. In comparison, the Shanghai A-share index fell by 4.3 % over the 

same period, whereas the Dow Jones Industrial Average climbed by 7.5%.     
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Increase in prime rate looms with surge in interbank rates     
 
After a back-to-back 75 bps increase in the fed funds rate in July, while the aggregate 

balance again shrank to the lowest level since mid-2020 at HKD 165.2 billion, by 29th July 

the 1-month HKD interbank rate had climbed to 1.33% and the 3-month rate to 2.2%. As 

Hong Kong’s liquidity condition has returned to a more neutral position with higher 

interbank rates, Hong Kong banks will face more pressure to raise their prime rates. We 

will probably see the first prime rate hike in almost 4 years soon, with a rise of at least 25 

bps coming possibly in Q3, and Hong Kong’s banks are expected to follow the pace of 

further fed funds rate hikes ahead.    

 

According to the latest data from the Rating and Valuation Department, Hong Kong 

residential property prices dropped 3.4% in the first six months of 2022, while rents 

ceased their eight-month decline by rebounding 0.7% month-on-month in June. The 

imminent increase in mortgage and prime rates will likely weigh on property market 

sentiment in the near term, but a sharp correction is not expected amid a recovering 

economic performance and a steady housing policy and supply environment.    
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Disclaimer 

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only.  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 expressed solely as general market commentary, and do not constitute an offer 

of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such an offer. 

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 material 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. 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 material , 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, and may become valueless. Past performance is not indicative of future 

performance. The investments mentioned in this material 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 material. 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. 

 

This material 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 of BEA (email: lerd@hkbea.com/telephone number: 

(852) 3609-1504/postal address: GPO Box 31, Hong Kong). 

 

 

 

 

 

 

 

© 2022 The Bank of East Asia, Limited 

 

https://www.hkbea.com/html/en/bea-about-bea-economic-research.html
mailto:lerd@hkbea.com

