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Market Monitor — Hong Kong

Booming Tourism Led to Persistent Growth in Retail Sales
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e Inbound tourism has served as the major growth driver for retail sales, and total
visitorarrivals surpassed 23.3 millionattheend of Q3 2023.

e Arobustlabour market has laid outa solid foundationforthe economicrecovery,
while exports showed a moderate decline.

e Headlineinflation stayed modestamid increasing rental prices.

Retail sales grew strongly along with the pickup in tourism

Inbound tourism has consistently fuelled the retail sector in Hong Kong. Since the Hong Kong Visitor Arrivals
resumption of cross-border travel inJanuary, there has been a continuous surge in visitor 'g%ound arrivals (1000)

arrivals to Hong Kong. In Q3 2023, total visitor arrivals increased to 10.4 million, a

significant increase from 8.5 millionin Q2 and 4.4 millionin Q1. The robust recovery of %130

inboundtourism significantlylifted HongKong's real service exports, which posted rapid Elgg

growth at16.6% Year-on-Year (YoY)inQl and 22.9%in Q2. Meanwhile, theretail sector %” o

has remainedin an uptrend amid the rise of inbound tourists. Total retail sales value s

witnessed a remarkable YoY increase of 19.3% for the first eight months of 2023. In E >0

August, total retail sales value maintained a double-digit growth of 13.7% YoY. This = 30

followed a strong growth of 16.7%in July, when the Government disbursed the 2" batch _12

of consumption vouchers midway through the month. With the return of tourists and 122 5/22 9/22 1/23 5/23 9/23
positive consumer sentiment, the retail sales of jewellery, watches and clocks, & valuable Sources: Bloomberg

gifts, wearingapparel, and medicines & cosmetics all saw spectacular YoY increases in
Augustof57.2%,40.0%, and42.9%, res pectively.

Domestic consumption and tourism are set to maintain rapid growth momentum.
Starting in mid-September, the Government initiated the “Night Vibes Hong Kong”
Campaign, featuring an array of night-time events that have gathered significant
popularity among both local residents and tourists. It would deliver a further boost to
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consumer sentiment. During the Mid-Autumn Festival and the National Day Golden Week
in early October, Hong Kong's visitor arrivals witnessed a notable surge. Looking ahead,
Hong Kong should continue to register strong growth in service exports and private
consumption, fuelled by an ongoing recovery in the tourism sector and strong demand
for services spending in the upcoming festive seasons.

The labour market stayed robust, serving as a significant pillar for the economy. In June
- August 2023, the unemployment rate stood at 2.8%, unchanged from May - July. The
underemployment rate dropped slightlyfrom 1.2%in May-July to 1.1%inJune - August
2023. Both indicators have consistently hovered near their full-employment levels in
recent months. Additionally, private job vacancies remained elevated at a monthly
average of 105,225 in June - August 2023, with the ratio of vacancies per unemployed
person rising to 0.94. The resilience of the labour market, coupled with the Government's
expansionary fiscal stance, should continue to bolster the economy.

Merchandise trade and business sentiment stabilized

Hong Kong’s export growth in August recorded a narrower decrease, beating market
expectations. The YoY decrease in merchandise exports improved sharply from 9.1% in
July to merely 3.7% in August, representing the smallest contraction since March 2023.
For the first eight months of 2023, total export value fell by 13.2% YoY. Among Hong
Kong’s major trade partners, improvements were mainly seen in exports to the Chinese
Mainland, which were down by 1.5% YoY in August, up from the 15.2% decline in July.
Looking ahead, foreign demand, particularly from advanced economies, continues to be
dragged down by global monetary tightening, but Hong Kong export performanceiis likely
to gradually stabilise, given stronger favourable base effects towards the year-end.

Business sentiment registered a marginal decline. In September 2023, the S&P Global
Purchasing Managers’ Index (PMI) of Hong Kong fell slightly to 49.6, down from 49.8 in
August. The report indicated that severe weather conditions in September led to lower
new orders but a renewed accumulation of backlogged work. Besides, firms raised
employmentlevels further to handle the backlogs.

Inflation remained moderate, with an expected gradual pickup ahead

Inflation decelerated slightly but remained largely modest. In August 2023, the
composite consumer priceindex (CPI) climbed by 1.8% YoY, matching the rate seen inJuly.
Food inflationsaw a slight uptick, rising from 2.1% YoY in Julyto 2.2% in August. Besides,
housing inflation, another significant contributor to headline inflation, increased from
0.7% YoY in July to 0.8% in August. This indicates that higher rental prices continued to
add upward pressure on inflation. With a sustained economic recovery, rising private
rentals and a tight labour market, Hong Kong’s inflationary pressure is expected to
increase modestly.

Monetary tightening somewhat increases the burdens for mortgage borrowers. By the
end of September, 1-month HIBOR climbed to 5.39%, registering a month-to-month
(MoM) rise of 168 bps, while 3-month HIBOR surged to 5.27%, up by 83 bps. While the
US Federal Reserve keptits interest rate steady at the September meeting, major banks
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in Hong Kong recently adjusted their terms by charging higher rates on new mortgage
borrowers, which somehow increased the burdens for homebuyers. In August, Hong
Kong’s residential property prices retreated by 1.4% MoM, bringing its year-to-date
growth to 1.3%. Over the same period, residential rental prices rose by 1.4% MoM,
representing a year-to-date growth of 5.6%. It indicated steady demand for housing,
especially from non-local students and new immigrants from various talent schemes.
Overall, theresidential property market is expected to maintain a steady performance.

Fears of monetary tightening equity market performance

Hong Kong's stock market declined in September. Following stronger-than-expected
economicdatainthe US, the US Fed maintained a hawkishstance. Itinvestor sentiment
to turn cautious amid renewed fears over monetary tightening. By the end of September
2023, theHangSengIndexhad closed at 17,809, reflectinga 3.1% decrease from the end

of August. Meanwhile, Shanghai A shares declined by 0.3%, while the Dow Jones
Industrial Average fell by 3.5%.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ referenceonly. Thecontentis based on
informationavailable to the publicandreasonably believed to be reliable, but has not been independentlyverified. Any
projections and opinions contained herein are expressed solelyas general market commentary, and do not constitutean
offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such an
offer. Theinformation, forecasts, and opinions contained herein are as of the date hereof andare subject to change without
prior notification, and should not be regarded as anyinvestment 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
authorityinHong Kong.

BEA will update the published researchas needed. In addition to certain reports published on a periodic basis, other reports
may be published atirregularintervalsas appropriate without prior notice.

No representationor warranty, express or implied, is given by or onbehalfof BEA, as to theaccuracy or completeness of the
informationandstated returns contained inthis material, and no liabilityis accepted for any loss arising, directly or
indirectly, fromanyuse of such information (whether due to infringements or contracts or other aspects). Investment
involves risks. The price of investment products maygo up or down, andmay become valueless. Past performanceis not
indicative of future performance. Theinvestments mentioned inthis material maynot be suitable for allinvestors, andthe
specificinvestment objectives or experience, financial situation, or other needs of eachrecipientare not considered.
Therefore, you shouldnot 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 anyinvestment.

This material isthe propertyof BEAand is protected by relevantintellectual property laws. Without the priorwritten
consent of BEA, theinformation hereinis notallowed to be copied, transferred, sold, distributed, published, broadcast,
circulated, modified, or developed commercially, in either electronic or printed forms, northrough any media platforms that
existnow or are devel oped later.

For moreinformation, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. Foranyenquiries, 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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