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Market Monitor — Hong Kong

Stuttering Recovery in 2021

Hong Kong’s economy contracted a record 6.1% annually in 2020 as the city was
battered by the COVID-19 pandemic. The main drag was from private consumption,
which declined by 10.1% year-on-year in 2020, while investment dropped 11.5%.
Hong Kong’s Q4 2020 GDP contracted by 3% year-on-year.

Cloudy short-term outlook

Total retail sales fell by 24.3% year-on-year in 2020, the largest drop on record. The
total value of retail sales has returned to the level of 10 years ago. The biggest
declines by category include jewellery, watches, clocks, and valuable gifts — which
plunged 54.0% year-on-year; medicines and cosmetics — which lost half of sales, and
apparel —which fell 41.3%.

Supermarket goods recorded the largest increase by category, with sales rising 9.7%
year-on-year. However, with gathering restrictions in place during Chinese New
Year, festive gatherings were fewer and there was less gift giving. Supermarkets
have likely seen business drop accordingly. As retail sales in Q1 2020 fell by more
than half year-on-year, we expect to see single-digit growth in the first quarter of
this year, but no real recovery until the second half of the year.
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2020 GDP contracted a
record 6.1% as the city
was battered by the
COVID-19 pandemic.
We expect a cloudy
short-term outlook, but
an economic recovery
in the second half of
2021.

Hong Kong’s export to
continue to benefit
from the recovery of
Mainland China and
the US.

Supported by a supply
shortage and low
interest rates,
residential property
market remained
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Meanwhile, the domestic economy is still underperforming. Hong Kong's

unemployment rate rose to 7% in a 3-month average between November

and January, up from 6.6% in the prior 3-month period and the highest level

in almost 17 years. Compared with the same period last year, the

unemployment rate has risen most notably in the retail, accommodation,

and catering service industries, where it rose by 6.1 percentage points. This

represents a rise of 0.7 percentage points from the previous month,

reflecting the heavy blow border restrictions and social distancing measures

have had on impacted companies. The next highest rate was in the
construction and transport industry.

The Financial Secretary announced a new budget. He said that the fiscal
deficit was HK$257.6 billion in 2020-21, and expected to be HK$101.6 billion
this coming fiscal year. It will continue to be in fiscal deficit for 5 consecutive

years. He emphasized that the government will find it difficult to increase

the scale of relief measures.

More upbeat external data

In contrast, exports showed a clear improvement in Q4, mainly due to the
accelerated growth of exports to the mainland Chinese market. Moreover,
Hong Kong exports to the US turned positive in Q4, at a mild growth of 0.1%
year-on-year, but up from a 10.7% decline in Q3.

Looking ahead, Hong Kong's exports will continue to benefit from the
recovery of Mainland China and the US. Mainland China’s economy is
growing steadily. At the same time, the Mainland government is committed

to promoting internal circulation and reforming the economy to drive
internal consumption, which will increase the demand for imports. With the

backing of the USS$1.9 trillion stimulus package and good progress in
vaccination, the US is expected to see a faster recovery this year. This will
add to its demand for Hong Kong exports. On the other hand, the repeated
global epidemic and tensions in US-China relations will bring downside risks.

Overall speaking, growth in Mainland China, with optimism fueled by

domestic vaccination progress this year, will shore up investment and
consumer sentiment, and economic growth in the second half of this year.

Equity market rallies was restrained by recent surge in US
treasury yields

Investor optimism was boosted by vaccination programmes accelerating in

countries such as the US and UK, and by the USS1.9 trillion US stimulus

package, all of which has fuelled hopes of a global economic recovery.

In addition, Mainland capital flowing into Hong Kong’s stock market so far
this year has already exceeded CNY481 billion in net purchases by 18"
February. Mainland investors particularly favoured high-tech stocks such as
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The average daily turnover in 2020 is HKS129.5 billion, an increase of 49%
from 2019's HK$87.2 billion. The turnover further rose to HK$245.7 billion
in January this year, representing an increase of 136% from the same period
last year. After seeing the amount raised from initial public offerings (IPOs)
reach a 10-year high, the Hong Kong stock market is now expecting ongoing
listings from biotechnology and technology companies. But the recent surge
in US treasury yields, as well as Hong Kong Budget’s proposal of increasing
the stamp duty on stock trading to 0.13% from 0.1%, led to a drag to equity
prices.

The Hang Seng Index closed at 28,980.2 points on 26th February, 2021,
representing a rise of 2.5% from the end of January. In comparison, the
Shanghai A-share index rose by 0.7% over the same period.

Higher earners helps lift housing market

Residential property prices have been resilient, supported by a supply
shortage and low interest rates despite the bleak economic performance. As
of 21st February, prices were up 0.9% from the previous month, and were
up 0.2% from the end of last year. The upswing was mainly led by smaller
apartments, which registered a 1.2% monthly rise in prices.

Property transactions were still strong entering 2021, with transaction
values rising 60% year-on-year during January to HKS$39.7 billion. This
increase was led by the secondary market, which saw an annual growth of
87.6%.

Property developers have seen sales slowdown last year amid the pandemic
and social distancing measures. Apartment sales are expected to speed up
in Q1, with sentiment now upbeat due to the recent stock market boom.
Though the economy suffers from a cloudy short-term outlook coupled with
high unemployment, the higher earners — including those working in finance
and business — have been less affected by the pandemic and can absorb the
market supply, adds to the upside of the property market.
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Disclaimers

This document is prepared by The Bank of East Asia, Limited (“BEA”) for customer reference only. Other than
disclosures relating to BEA, 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 as of the date
hereof and are expressed solely as general market commentary and do not constitute an offer of securities, nor a
solicitation, suggestion, investment advice, or guaranteed return to make 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 document 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 and as required by the law. 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 document, 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. Past performance is not indicative of
future performance. The investments mentioned in this document may not be suitable for all investors, and do not
consider the specific investment objectives or experience, financial situation or other needs of each recipient.
Therefore, investors should not make any investment decisions based on this document. Investors should make
investment decisions based on their own investment objectives, investment experience, financial situation and specific
needs; if necessary, they should seek independent professional advice before making any investment.

The views and opinions in this document are not an official view of BEA.

This document is the property of BEA and is protected by applicable 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 electronic nor printed forms, nor through
any media platforms that exist now or are developed later.

For more information, please visit the website at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries please direct contact to the Economic Research Department, Email: lerd@hkbea.com,
Tel: (852) 3609-1504 or GPO Box 31, Hong Kong.
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