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Market Monitor — Hong Kong

External trade held up but Middle East tensions pose new risks
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e Merchandise exports growth accelerated to 29.6% YoY in the first two months of 2026, fuelled
by robust demand for Al-related electronic products.

e Retail sales growth surged by 11.8% in January and February 2026, thanks to robust vehicles
sales and a continued recovery in inbound tourism.

e Residential property prices increased by 1.6% MoM in February, pushing the year-to-date
growth to 2.6%.

Exports boomed, but the Middle East conflict casts a shadow over the outlook

External trade soared ahead of the Middle East conflict. Merchandise exports rose by 29.6% year-
on-year (YoY) in January and February 2026 combined, up from 26.1% in December 2025. The
robust export performance was underpinned by buoyant global demand for Al-related electronics,
as evidenced by the surge in exports of electrical machinery. Exports to the Chinese Mainland rose
by 31.6% YoY in the first two months of 2026, and exports to the US and EU also recorded robust
gains of 28.8% and 22.4%, respectively. Meanwhile, imports growth soared by 34.1% YoY in January
and February 2026, up from 30.6% in December 2025. That said, the external outlook has become
more uncertain. The ongoing conflict in the Middle East has induced significant volatility in global
financial markets, with higher energy prices and substantial disruptions to shipping and trade
routes in the region. These developments could weaken external demand and raise input costs.
Notably, business confidence weakened sharply, with the S&P Global Hong Kong PMI falling to 49.3
in March from 53.3 in February, its first contraction reading in eight months.
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Robust retail sales and an improving labour market indicate healthy domestic
demand

Retail sales surged thanks to strong vehicles sales and a continued recovery in inbound tourism.
Retail sales growth accelerated from 6.6% in December 2025 to 11.8% YoY in January and February
2026. The robust performance was boosted by the expiration of the "One-for-One Replacement”
scheme for electric vehicles on March 31, as motor vehicle sales soared 28.5% YoY during the first
two months of 2026, compared to 8.9% in December 2025. Meanwhile, retail sales in furniture and
fixtures climbed 13.0% YoY, likely driven by the optimistic housing market outlook, while jewellery
sales surged 27.8%, probably driven by high gold prices. In addition, strong tourist inflows remained
a significant driver of retail sales, with visitor arrivals rising 18.3% YoY to 10.0 million in the first two
month of 2026. Looking ahead, buoyant tourist arrivals, particularly from the Chinese Mainland
amid a stronger RMB, are expected to offset the drag from strong resident outbound travel, while
robust asset market performance and stable labour conditions should continue to support retail
sales to recover further.
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The labour market showed signs of stabilisation. The unemployment rate for November 2025 to
January 2026 eased to 3.8%, down from 3.9% in the preceding three months. Improvements were
widely seen across sectors. Notably, the unemployment rate in the construction sector edged down
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from 6.9% to 6.7%, while the retail and food services sector declined from 5.2% to 4.9%. These
moderations were likely driven by the recovery in the real estate and retail sectors. Nevertheless,
the unemployment rate in finance, insurance, and real estate sector ticked up slightly. On balance,
the labour market strain is likely to ease over time, underpinned by a steady economic expansion,
although short-term volatility may persist amid ongoing economic rebalancing.

Inflation remained benign for now. Composite CPI inflation held steady at 1.5% YoY in January-
February 2026. Similarly, underlying inflation (which nets out the efforts of all government's one-off
relief measures) remained unchanged at 1.3%. Specifically, miscellaneous services inflation
accelerated from 1.3% in December 2025 to 2.1% YoY in January-February 2026, led by an increase
in medical services, while housing and transportation inflation eased. That said, the transmission of
higher international energy prices to Hong Kong has been swift and visible, as several airlines have
already doubled their fuel surcharges, and retail petrol prices rose almost immediately following the
recent rally. In response, the SAR Government announced a two-month subsidy of HKD 3 per litre
of diesel for commercial vehicles, vessels and related industries that use diesel as fuel, alongside
other relief measures such as lower tunnel tolls. These measures are expected to soften inflation
pressures arising from the global energy shocks.

The residential property market has extended its robust recovery. The official residential property
price index rose by 1.6% month-on-month (MoM) in February, bringing the year-to-date growth to
2.6%. Preliminary data from secondary market transactions suggested that the uptrend in housing
prices is likely to persist into March. On the other hand, rental prices remained steady. Residential
property sales in March also remained robust at 6,316 units. Going forward, while the interest rate
trajectory has become more uncertain due to the Middle East conflict, Hong Kong's broad-based
economic expansion is poised to underpin a sustained recovery in residential property prices.
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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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