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Market Monitor — Hong Kong

e HongKong’s real GDP expanded by 4.1% year-on-year (YoY) in Q3 2023, with private
consumption andinbound tourism serving as the majorgrowthdrivers.

e Domestic spending and private investment registered a strong gain, offsettingthe
negative contribution from subdued government spending and goods trade.

e The PolicyAddress announced measures to support the property market.
A sustained recovery lifted by private consumption and inbound tourism

Hong Kong’s economic recovery endured in Q3 2023. Hong Kong’s real GDP grew by4.1%
year-on-year(YoY)in Q3 2023, upfroma 1.5% growth inQ2 2023. On a quarter -to-quarter
(QtQ) basis, real GDP growth returned to a positive 0.1%inQ3 2023, a turnaround from
a 1.3% QtQ declinein Q2 2023. In Q3 2023, private consumption and inbound tourism
continued to serve as the primary growth engines for the economic recovery. Despite
global monetary tightening posinga serious challenge, investment rebounded visibly due
to a low comparison base last year. Changes in inventories alsoturned outto be a positive
contributor. Together, they offset the negative impacts of subdued goods trades and the
contraction of post-pandemic normalisation of government expenditure.

Overall, with continued support from a resilient labour market, pent-up demand and
resurging visitorarrivals, HongKong's economic fundamentals remain sound to sustaina
further recovery, thoughlikely short of the Government’s original 4.0%-5.0% forecast.
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Domestic consumption continued its strong expansion, driven by improved job
prospects and the Government’s support measures. Real private consumption
expenditurerose by 6.5% YoYin Q3 2023, following a robust growth of 7.7% in Q2 2023.
Hong Kong'’s labour market has remainedsolidin Q3, with the unemployment rate edging
down further to 2.8% for July —September from 2.9%in April —June. Throughout 2023,
private vacancies also stayed elevated at a monthly average of around 100,000, which
reflected positive job market prospects. These favourable economic conditions,
combined withthe disbursement of 2" batch consumptionvouchers and a series of mega
events organised by the Government, supported private consumption as one of the
primary growth drivers for the Hong Kong economy.

Private investment turnedto growth, and government spending continued to decline.
In Q3 2023, real gross domestic fixed capital formation, a measure of investment,
reported a YoY growth of 18.2% froma 0.5% contraction in Q2 2023, largely due to a low
base of comparison (-14.2% YoYin Q3 2022). Indeed, real investmentin Q3 2023 was still
about 20% below its peakin 2018. Apart from base effects, the rebound in investment
reflected a recovery in the construction industry, in tandem with the industry’s
employment level reaching a new post-pandemichighin July —September. Government
spending registered a decrease of 4.5% YoY in Q3 2023, followinga 9.8% decline in Q2
2023.Thislargely reflected a gradual returnto the pre-pandemic publicspending trend,
especiallyafter the huge pandemic-related budgets in 2021 and 2022.

Resilient services trade offsets the drag from subdued goods trade

Buoyant services trade outpaced the subdued goods trade. Fuelled by a surgein visitor
arrivals, Hong Kong’s real services exports grew at a strong pace, accelerating from 22.8%
in Q2 2023 to 24.0% YoY in Q3. The growth was impressive, particularly accounting for
the impacts of extreme weather conditions during that period. Meanwhile, real i mports
of services increased rapidly by 28.5% YoY, driven by strong outward travel demand by
Hong Kongresidents. For merchandise trades, total exports of goods shrank inreal terms
by 8.6% YoY in Q3 2023, in line with other Asian exporters’ performance. However, the
trend appears to be stabilising. Recent monthly trade figures showed that the YoY
declines in nominal exports have improved from double-digit to single-digit, with the
latest readings at 5.3% YoY in September. Looking ahead, foreign demand, particularly
from advanced economies, is likely to remain under pressure, given the restrictive
monetary environment and heightened geopolitical uncertainties. However, Hong Kong’s
export performance is likely to stabilise gradually, thanks to the significantly low base
effects towards the year-end. Giventhe much larger size of external trade relative to the
domestic economy, changes in external demand will continue to induce significant
volatilityin HongKong’s headline GDP growth.

Inflation picked up slightly but remained largely modest. In September, the composite
consumer price index (CPI) climbed by 2.0% YoY, up from 1.8% in August. Due to the
impacts of extreme weather conditions, including heavy rainstorms and typhoons, food
inflation rose from 2.2% in August to 3.0% YoY in September. Besides, housing inflation
accelerated from 0.8% in August to 0.9% YoY in September. With a sustained economic
recovery, rising private rentals and a tight labour market, Hong Kong’s inflationary
pressureis expected to rise modestly.
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Hong Kong Trade Performance
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The Policy Address announced measures to support the property market

Support measures in the 2023 Policy Address are likely to support the property market
amid persistently high interest rates. In October, 1-month HIBOR fluctuated between
4.90% and 5.10%, while 3-month HIBOR once surged to 5.29% and eventually declined to
5.24% by the end of the month. Higher borrowing costs have been a major hindrance to
the property market. In September, the official residential price index dropped by 1.7%
from August, putting the year-to-date growth at -0.8%. Meanwhile, the official rental
priceindex maintained an uptrendfrom Februaryto September, with year-to-date growth
reaching 6.2%. It suggested thatthere was resilient demand intherental market On 25
October, the Chief Executive announced the 2023 Policy Address with a package to
supportthe property market, including halvingBuyer’s Stamp Duty and New Residential
Stamp Duty from 15%to 7.5%; a new stamp duty suspension arrangement for incoming
talents; and shortening the applicable period of the Special Stamp Duty to 2 years. These
measures are likely to support a steady development of the residential property market.

In October, Hong Kong's equity market declined as risk sentiment soured. A number of
factors caused stronger selling pressure on the Hong Kong stock market, including the
escalationof geopolitical tensionsin the Middle East, rising longer-term treasury yields,
uncertainglobal economicoutlook, etc. By the end of October 2023, the Hang Seng Index
had closed at 17,112.48, reflectinga 3.9% decrease from the end of September.
Meanwhile, Shanghai Ashares declined by 2.9%, while the Dow Jones Industrial Average
fell by 1.4%.

MARKET MONITOR

November 2023

Housing Price and Rent Indices

Index (1/2010 = 100)
300
280
260
240
220
200
180
160
140
120

100

013
014

2010
2011
2012
2015
2016
2017
2018
2019

NN

Source: Rating and Valuation Department

Stock Market Indices
Index (3/10/2022 = 100)

2020

2021
2022
2023

Price e Rent

140

130

120 :

I3

110 '

100

90

80
N AN AN OO OOH N N MM N N o
AN AN AN AN AN AN NN N
e e T T - - -

Hang Seng e Shanghai A Share

Source: Bloomberg

9/23
10/23

Dow Jone



& BEARDRIT

Economic Research November 2023

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 not allowed 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 developed 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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