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First Prime Rate Hike in 4 Years

Hong Kong banks raised prime rates following Fed’s rate hike

After the US Federal Reserve (Fed) raised interest rates by 300 bps since March 2022,
bringingits policy rate to the highest level since 2008, the surge in Hong Kong's interbank
rates eventually drove commercial banks to announce the city’s first prime rate hike in
over 4 years with an increase of 12.5 bps. While the rate hike was well anticipated, the
scaleisrelativelytimid given the ample base of savings and demand deposits. The share
of savings and demand deposits in licensed banks is still high at 64.4% as of July 2022,
significantly above the 59.9% recorded in March 2005 and 60.5% in September 2018,
when Hong Kong’s last two rate hike cycles began. Looking forward, upside pressures on
the HKD primerate are expected dueto the Fed’s policy tightening, rising HIBORs, some
migration of savingand demand deposits, etc., though the upside pressure should remain
moderate. The HKD prime rate may only rise to 5.5% by the end of 2022, implying a
further riseof 37.5bpsin Q4.

Mandatory hotel quarantine ended for overseas arrivals

Hong Kong has ended its mandatory hotel quarantine requirements for overseas arrivals
starting from 26t September, marking a further step in easing the stringent entry
restrictions since the start of the pandemic, although arrivals still have to do 3 days of
medical surveillance. Looking ahead, the pandemic measures appear to point towards a
further re-opening ahead as the threat of pandemic recedes and inresponse to increasing
expectation from the businesses community.
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Hong Kong banks raise HKD
prime rate by 12.5 bps, the
first hike since September
2018.

End of mandatory hotel
quarantine for overseas
arrivals signals a further
easing of entry restrictions
ahead.

Domestic activity continues
to recover, but external
trade outlook is subject to
further downside pressure.
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Domestic activity to pick up further but external trade stays sluggish

The jobs market has continued to see solid recovery as the seasonally-adjusted
unemployment rate fell againto 4.1% inJune-August, down from the earlier peak of 5.4%.
Pandemic-sensitive sectors (namely retail, accommodation, and food services) continue
to see significant improvements. Retail sales declined by 0.1% year on year (YoY) in
August, while sales volume dropped 2.9%, des pite the support from the new round of
consumption vouchers and a rather quick recovery in the jobs market. While a full
recovery of the retail sector still hinges on how quickly i nbound tourism can return to
normal (especially mainland visitors), a stable pandemic situation and employment
market should give some boost to consumer confidence and domestic economic activity.

Contrary to the stabilising domesticenvironment, Hong Kong’s export sector is beset by
prevailingheadwinds amid mounting globalrisks, includingrapid monetary tightening by
major central banks, supply chain disruption, elevated inflationary pressure, and a
potential shift of consumer demand from goods to services followingthe gl obal economic
reopening. Merchandise exports contracted by 14.3% YoY in August, marking the fifth
decline in the past 6 months amid a worsening external environment and disruption to
cross-border land transport, while merchandise imports saw another significant YoY fall
of 16.3% in August. The monthly trade deficit shrank from HKS$68.5 billionin June to
HKS27.6 billion inJuly and HK$13.3 billion in August, which superficially improved the
economicpicture.

Property market sentimentsuppressed by rising interestrates

1-month HIBORs had climbed to 2.62% as of end-September, up 247 bps from the start
of the year, while 3-month HIBORs hadrisen to 3.33%, up 308 bps from the start of the
year. As the Federal Reserveis unlikely reverseits tight policy stance until 2024, we may
see 1-month HIBORs exceeding 3.8% and 3-month HIBORs exceeding 4.2% by end-2022.

Property market sentiment has undoubtedly been dampened by the rising mortgage
rates and uncertainglobaleconomic outlook. According to the latest data from the Rating
and Valuation Department, Hong Kong residential property prices dropped 2.3% month
on month (MoM) in August or 6.5% year-to-date (YTD), while rents saw another MoM
rebound of 0.7% in August, with some housing demand possibly being diverted into the
rental market. Residential prices maysee a high single-digit correctionthis year, andthe
drop in rents may narrow further to 2% or lower. Although the property market is still
subjectto some downside pressure, a steady housing policy and the supply environment
may mitigate the risk ofa sharp property market correctioninthe near term. Arecovering
economy, a loosened stress test for mortgage loans, and a more balanced population flow
after the easing of entry restrictions mayhelp boost demand inthe residential property
market, assuming therisein the prime rate remains manageable in the medium-tolong
term.
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Hong Kong Retail Sales
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Hong Kong Interbank Rates
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Hong Kong equities fall to lowest point over a decade Stock Market Indices
120 Index (1/7/2022 = 100)
Concerns over the Fed'’s rapid tightening actions and global economic outlook continue
to dent market sentiment, causing the Hang Seng Index to fall inSeptember. It closed at 110 ,..,-:’\~\
-~ Se_ 7N
17,223 on30% September, representing a drop of 13.7% from end-August andthe largest 100 =’ e
monthly dropinnearly11 years. The Shanghai A-shareindex declined by 5.5% over the 90
same period, whilethe Dow Jones Industrial Average fell by 8.8%.
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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 hereinare expressedsolely as general market commentary, and do not constitute an offer
of securities orinvestment, nor a solicitation, suggestion, investment advice, or guaranteed returnin 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
inHong Kong.

BEA will update the published research as needed. In additionto certain reports published on a periodic basis, other reports
may be published atirregular 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 ,andno liability is accepted forany loss arising, directly or indirectly,
fromany 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 BEAand is protected by relevantintellectual propertylaws. Without the prior written consent
of BEA, the information hereinis not allowed to be copied, transferred, sold, distributed, published, broadcast, circulated,
modified, or developed commerecially, in either electronic or printed forms, nor through any media platforms that exist now or
aredeveloped later.

For moreinformation, 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).
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