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Hong Kong’s economy enters a new expansionary cycle

e Hong Kong’s real GDP expanded by 2.7% year-on-year (YoY) in Q1 2023, after four
consecutive quarters of negative YoY growth in all of 2022.

e Hong Kong is expected to show a strong recovery in the coming quarters, with a
potential upside of around 5% based on our forecast.

e The housing market stabilized after months of rapid recovery.

Hong Kong’s economy returned to growth with amplifying momentum

Hong Kong’s real GDP expanded by 2.7% YoY in Q1 2023, after four consecutive quarters
of negative YoY growth in all of 2022. On a quarter-to-quarter (QtQ) basis, real GDP
surged by 5.3% in Q1 2023, up from a 0.0% QtQ growth in Q4 2022. The recovery is
boosted by a host of favourable factors, including Mainland China’s rapid post-pandemic
economic recovery, a resumption of cross-border travel between Hong Kong, Mainland,
and the rest of the world, a solid labour market, improved business sentiment, and the
still expansionary Government’s fiscal measures.

Pent-up demand and economic reopening fuelled double-digit growth in services trade
and private consumption. In Q1 2023, real exports of services surged by 16.9% Yoy,
driven by the swift rebound in visitor arrivals; real imports of services increased by 20.6%
YoY, reflecting strong outward travel demand by Hong Kong residents and real private
consumption expenditure rose by 12.5% YoY, supported by favourable job conditions.
Investment spending resumed growth with a solid real growth of 5.8% YoY, given
improving economic and business prospects. Together, these offset the drag from the
sluggish goods trade (real exports of goods and imports of goods declined by 18.7% and
14.5% YoY). Meanwhile, government spending was roughly unchanged, up by 0.5% Yoy,
due to high anti-pandemic spending in 2022. Overall, most of the expenditure
components recorded remarkable improvements in Q1 2023.
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Economic data in March 2023 indicated visible improvments. Among the major monthly
economic series, retail sales recorded remarkable growth in March with total values and
volumes increasing sharply by 40.9% and 39.4% YoY, recovering to roughly 75-85% of pre-
pandemic levels. Total goods trade also posted a much smaller contraction in March 2023,

as exports of goods dropped slightly by 1.5% YoY, compared to an average 25.4% slump Job vacancy to unemployed ratio
in January and February 2023. Regarding the local labour market conditions, the 1.0
unemployment rate reached a post-pandemic low of 3.1% in January to March 2023, 0.9
down from 3.3% in December 2022 to February 2023. Demand for workers remained 0.8
strong. The ratio of the private sector vacancies to total unemployed persons increased 0.7
to 0.89 in January to March 2023, up from 0.80 in December 2022 to February 2023. The 0.6
improvements in monthly data revealed a solid foundation for the ongoing recovery. 0.5
0.4
Growth momentum continues to accelerate 0.3
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golden week holidays in early May, visitor arrivals further rose, approaching 55% of the
pre-pandemic levels in 2019. Tourism-related services are likely to grow substantially.
With solid employment conditions, the disbursement of Government’s consumption
vouchers and a stabilizing housing market, private domestic spending will continue to
expand at a faster rate. Recent surveys indicated that both small and large enterprises
remained sanguine about Hong Kong’s economic outlook, which will support further
employment growth and boost confidence for investment activity. Along with the
expected peak of global monetary tightening cycle, business investment is expected to
revive. Looking ahead, the strong tourism recovery and robust domestic demand are
expected to outweigh the headwinds from a global economic slowdown, supporting the
Hong Kong economy to grow strongly in 2023, with a potential upside to 5% based on our
forecast.

The housing market has stabilized after months of rapid recovery . . .
Centaline Housing Price Index

Hong Kong’s housing market has generally held up. After a strong surge in activity in Q1 200
2023, total residential transactions moderated to 4,583 units, down from 6,690 units in 190
March but higher than the 12-month average of 4,142 units. Home prices remained

steady after a strong rally in Q1 2023. The official residential price index increased with 180
year-to-date growth of 5.0% as of March 2023, while residential rentals also rebounded

to a 0.5% year-to-date growth. Price gauges in secondary market transactions showed a 170
stable trend in April, reflecting a continued housing market recovery. 160

In early May, the Federal Reserve (Fed) raised the fed funds rate target by another 25 bps 150

to 5.00%-5.25%. Wide interest rate differentials between the Hong Kong dollar (HKD) and 2021 2022 2023
the US dollar (HKD) has provided high incentives for carry trades, which pressured the Source: Centaline Property Agency Ltd.

HKD to the Hong Kong Monetary Authority’s weak-side Convertibility Undertaking of 7.85

and led to a further drop in Hong Kong’s Aggregate Balance from April to early May. Given

higher USD interest rates and lower interbank liquidity conditions, HKD Hibors have

increased steadily since March. After the Fed’s 25 bps rate hike at its May meeting, large

commercial banks in Hong Kong increased the HKD prime rate by 12.5 bps. Overall, the

rise in borrowing costs is modest, which is expected to have little impact on Hong Kong’s

market sentiment.
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In April 2023, Hong Kong equity markets remained volatile. Stocks in Hong Kong
generally went up during the first half of April, boosted by stronger-than-expected data
on Mainland China’s economy. However, Hong Kong’s investor sentiment turned more
risk averse amid news reports of a possible divestment on several leading technology
stocks by their major shareholders, and renewed uncertainties about the China-US
strategic competition. Worries about the US banking stability also intensified the risk-off
mood. As of the end of April 2023, the Hang Seng Index closed at 19,895, down 2.5% from
the end of March 2023. During the same period, the Shanghai A shares and the Dow
Jones Industrial Average went up by 1.6% and 2.5%, respectively.
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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).
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