
CHAPTER 2 : THE EXTERNAL SECTOR

Summary
· The external environment stayed weak in the first quarter of 2023.  As inflation in the US and Europe remained high, their central banks continued to tighten monetary policies, weighing further on their economic performance.  Nevertheless, the Mainland economy improved markedly along with the fading of the COVID-19 pandemic and the progressive removal of anti-epidemic measures as well as the authorities’ various measures to support the economy.  In April, the International Monetary Fund (IMF) forecast that global economic growth would slow further to 2.8% in 2023.
· The challenging external environment posed a significant drag on Hong Kong’s export performance, though the lifting of restrictions on cross‑boundary truck movements between Hong Kong and the Mainland provided some relief.  Hong Kong’s merchandise exports plummeted further by 20.9% in real terms(1) in the first quarter from a year earlier.  Exports to the Mainland, the US and the EU continued to fall notably.  Exports to most other major Asian markets also fell sharply.
· Exports of services expanded visibly by 16.5% year-on-year in real terms in the first quarter.  Exports of travel services leapt more than six‑fold thanks to the resumption of normal travel with the Mainland and the rest of the world.  Exports of transport services reverted to a moderate increase, and exports of business and other services turned to mild growth.  Exports of financial services, however, declined.
· The Financial Secretary announced in the 2023-24 Budget that additional funding of $550 million in total would be provided to the Hong Kong Trade Development Council (HKTDC) in the next five financial years to further assist Hong Kong enterprises and investors in opening up markets, and a further $500 million would be injected into the Dedicated Fund on Branding, Upgrading and Domestic Sales (BUD Fund) to support enterprises in exploring more diversified markets.  Meanwhile, the Government made concerted efforts to promote Hong Kong on all fronts.  The Chief Executive and various Principal Officials led a number of delegations to promote Hong Kong overseas.  The Government also launched a large‑scale global promotional campaign themed “Hello Hong Kong” in February to bolster Hong Kong’s economic and business advantages and promote the city’s economic prospects.  

Merchandise trade

	External environment

2.1 The external environment stayed weak in the first quarter of 2023.  As inflation in the US and Europe remained high, their central banks continued to tighten monetary policies, weighing further on their economic performance.  There have been a few bank failures in the US and Europe, raising concerns over the vulnerability of the global banking sector following the sharp rise in interest rates last year.  In the meantime, the Mainland economy improved markedly along with the fading of the COVID-19 pandemic and the progressive removal of anti‑epidemic measures as well as the authorities’ various measures to support the economy.  In April, the IMF forecast that global economic growth would slow further from 3.4% in 2022 to 2.8% in 2023, reflecting the weakness of the advanced economies.  It also highlighted downside risks such as financial sector stress, sovereign debt distress, tensions in Ukraine, persistently high core inflation and geoeconomic fragmentation.

2.2 The Mainland economy improved markedly in the first quarter, registering accelerated year-on-year growth of 4.5%, along with the fading of the COVID-19 pandemic and the progressive removal of anti-epidemic measures.  The authorities also rolled out further measures to support growth, including cutting the reserve requirement ratios of financial institutions by 25 basis points, granting value‑added tax exemptions and extending profit tax reductions for eligible micro and small enterprises and individual businesses, and providing financial support to rental housing developments.

2.3 Among the advanced economies, the US economy grew modestly at an annualised rate of 1.1% in the first quarter on a seasonally‑adjusted quarter‑to‑quarter basis.  As core inflation stayed much higher than the target of 2%, the Federal Reserve raised the target range for the federal funds rate by 25 basis points each in February, March and May, and continued to reduce the size of its balance sheet as planned.  The euro area economy grew marginally by a seasonally-adjusted 0.1% in the first quarter over the preceding quarter, as high inflation and continued monetary policy tightening dampened demand.  The European Central Bank raised key interest rates by 50 basis points in both February and March, and by 25 basis points in May, and noted that inflation is projected to remain high for a long time.


2.4 In other Asian economies, external trade generally fell further in the first quarter amid sluggish global economic growth, though domestic demand was relatively resilient.  Meanwhile, many central banks in the region further tightened their monetary policies to curb inflation during the quarter.


	Merchandise exports

2.5 Hong Kong’s merchandise exports plummeted by 20.9% year-on-year in real terms in the first quarter of 2023, despite narrowing from a decline of 25.3% in the preceding quarter.  The challenging external environment posed a significant drag on export performance, though the lifting of restrictions on cross‑boundary truck movements between Hong Kong and the Mainland provided some relief.  Exports by land declined by a smaller 15.0% in the first quarter in value terms, compared to 31.2% in the preceding quarter. 

Table 2.1 : Merchandise exports
(year-on-year rate of change (%))

	
	In value
terms

	In real
terms(a)
	Change
in prices

	2022	Annual 
	-8.6
	-14.8
	
	7.8

	
	
	
	
	

		Q1
	3.4
	-6.0
	(-6.3)
	10.3

		Q2
	-2.4 
	-8.9
	(-7.4)
	8.0

		Q3
	-10.9
	-17.4
	(-7.5)
	8.5

		Q4
	-21.7
	-25.3
	(-6.6)
	5.3

	
	
	
	
	

	2023	Q1 
	-17.7
	-20.9
	(-0.2)
	4.7



Notes :	(  )	Seasonally adjusted quarter-to-quarter rate of change.

(a) The growth rates here are not strictly comparable with those in the GDP accounts in Table 1.1.  Figures in Table 1.1 are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.

[image: ]Notes :	Merchandise exports as depicted refer to the year‑on‑year rate of change in real terms, while total import demand in Hong Kong’s major markets as depicted refers to the year‑on‑year rate of change in US dollar terms in the aggregate import demand in Asia, the US and the EU taken together.

(#) 	Import demand for the EU for the first quarter of 2023 is based on information available as of early May 2023.
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Notes :	(#)	EU merchandise imports for the first quarter of 2023 are based on the information available as of early May 2023.

	(*)	“Selected Asian economies” include the Mainland of China, Hong Kong, Singapore, Korea, Taiwan, Japan, Indonesia, Malaysia, Thailand and the Philippines.

	(^)	The trade flows were measured by the sum of the individual economies’ merchandise exports to the other nine economies within the “selected Asian economies”.
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Table 2.2 : Merchandise exports by major market
(year-on-year rate of change in real terms (%))

	
	   2022
	2023

	
	Annual
	Q1
	Q2
	Q3
	Q4
	Q1

	
	
	
	
	
	
	

	Mainland of China
	-20.6
	-13.4
	-18.0
	-21.0
	-29.2
	-27.2

	
	
	
	
	
	
	

	US
	-10.7
	11.2
	7.3
	-22.1
	-29.4
	-13.3

	
	
	
	
	
	
	

	EU
	-10.5
	2.1
	2.0
	-15.3
	-25.3
	-8.7

	
	
	
	
	
	
	

	ASEAN
	2.1
	13.6
	17.4
	1.4
	-18.4
	-18.6

	
	
	
	
	
	
	

	  Vietnam
	4.3
	14.1
	22.5
	8.6
	-22.0
	-19.5

	
	
	
	
	
	
	

	  Singapore
	12.4
	28.0
	23.0
	10.5
	-6.3
	-30.8

	
	
	
	
	
	
	

	India
	26.0
	38.0
	78.4
	19.1
	-8.5
	-17.5

	
	
	
	
	
	
	

	Japan
	-17.4
	7.7
	-15.2
	-24.6
	-33.9
	-32.5

	
	
	
	
	
	
	

	Taiwan
	-0.5
	23.4
	5.1
	-4.6
	-21.5
	-20.3

	
	
	
	
	
	
	

	Korea
	7.3
	9.8
	21.4
	7.1
	-5.9
	0.2

	
	
	
	
	
	
	

	Overall*
	-14.8
	-6.0
	-8.9
	-17.4
	-25.3
	-20.9



Note :	(*)	The growth rates here are not strictly comparable with those in the GDP accounts in Table 1.1.  Figures in Table 1.1 are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.

2.6 Analysed by major market, exports to the Mainland plunged further in the first quarter.  Exports to the US and the EU continued to record notable decreases.  Exports to most other major Asian markets fell sharply.

[image: ]
Note :	The import demand figure for the EU for the first quarter of 2023 is based on the information available as of early May 2023.
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	Merchandise imports

2.7 Merchandise imports shrank by 15.7% year-on-year in real terms in the first quarter of 2023, narrowing from the fall of 22.9% in the preceding quarter.  Retained imports, which refer to imports for domestic use and accounted for around one‑fifth of merchandise imports in 2022, turned to an appreciable increase of 9.6%.  Imports for subsequent re-exports(2) declined further.

Table 2.3 : Merchandise imports and retained imports
(year-on-year rate of change (%))

	
	Merchandise imports

	Retained imports(a)

	
	In value
terms

	In real
terms(+)
	Change
in prices
	In value
terms
	In real
terms
	Change
in prices

	2022	Annual

	-7.2
	-13.9
	
	8.1
	-1.6
	-10.2
	
	8.9

		Q1
	2.9
	-7.0
	(-6.3)
	 10.6
	-2.0
	-13.2
	(-6.1)
	11.1

		Q2
	1.3
	-6.6
	(-1.3)
	8.8
	13.6
	0.6
	(26.5)
	11.7

		Q3
	-11.3
	-17.6
	(-10.5)
	8.1
	-12.7
	-18.3
	(-20.4)
	6.3

		Q4
	-18.8
	-22.9
	(-6.8)
	5.8
	-4.7
	-10.6
	(-6.7)
	7.1

	
	
	
	
	
	
	
	
	

	2023	Q1
	-12.7
	-15.7
	(2.6)
	3.9
	11.4
	9.6
	(14.4)
	1.6



Notes :	(a)	Based on the results of the Annual Survey of Re-export Trade conducted by the Census and Statistics Department, re-export margins by individual end-use category are estimated and adopted for deriving the value of imports retained for use in Hong Kong.
	(+)	The growth rates here are not strictly comparable with those in the GDP accounts in Table 1.1.  Figures in Table 1.1 are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.
	(  )	Seasonally adjusted quarter-to-quarter rate of change.
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Services trade

	Exports of services

2.8 Exports of services expanded visibly by 16.5% year-on-year in real terms in the first quarter of 2023, after 0.6% growth in the preceding quarter.  Exports of travel services leapt more than six-fold and recovered to almost 40% of the pre-pandemic level, thanks to the resumption of normal travel with the Mainland and the rest of the world.  Exports of transport services reverted to a moderate increase as visitor arrivals rebounded.  Exports of businesses and other services also turned to mild growth.  Meanwhile, exports of financial services declined alongside weakened cross-border financial and fund raising activities.
[image: ]

Table 2.4 : Exports of services by major service group
(year-on-year rate of change in real terms (%)) 
	
	

Exports
of services

	
Of which :

Transport
	


Travel(a)
	

Financial
services
	

Business and 
other services

	2022	Annual

	-1.4
	
	-3.4
	62.3
	-1.9
	-3.4

		Q1
	-4.3
	(0.9)
	-2.1
	20.2
	-6.1
	-4.0

		Q2
	2.7 
	(*)
	0.9
	45.5
	2.8
	-0.4

		Q3
	-4.0 
	(-2.9)
	-5.5
	87.8
	-8.5
	-2.9

		Q4
	0.6   
	(2.7)
	-6.8
	94.3
	7.8
	-5.7

	
	
	
	
	
	
	

	2023	Q1
	16.5  
	(16.7)
	2.6
	504.5
	-2.5
	2.1



Notes :	Figures are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.
	(a)	Comprising mainly inbound tourism receipts.
	(  )	Seasonally adjusted quarter-to-quarter rate of change.
	(*)	Change of less than ±0.05%.



Imports of services

2.9 Imports of services rose notably by 20.4% in real terms in the first quarter of 2023 over a year earlier, having increased by 1.2% in the preceding quarter.  The increase was mainly driven by imports of travel services, which surged alongside the return of economic activities to normalcy.  Imports of business and other services returned to marginal growth.  On the other hand, imports of manufacturing services and transport services fell further along with weak trade and cargo flows.
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Table 2.5 : Imports of services by major service group
(year-on-year rate of change in real terms (%))

	
	Of which :
	
	

	
	
Imports
of services

	

Travel(+)
	

Transport
	
Manufacturing
services(^)
	
Business and 
other services

	2022	Annual

		-1.7
	59.7
	-4.3
	-8.5
	-4.6

		Q1
		-3.5 	(-3.0)
	9.7
	-4.4
	1.4
	-5.5

		Q2
		-1.5 	(0.8)
	25.4
	-0.4
	-9.5
	-2.6

		Q3
		-3.2 	(-0.5)
	31.6
	-4.7
	-7.4
	-5.3

		Q4
		1.2 	(3.7)
	164.4
	-7.3
	-15.6
	-4.6

	
	
	
	
	
	

	2023	Q1
		20.4 	(15.8)
	395.5
	-3.0
	-7.9
	0.4



Notes :	Figures are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.
	
	(+)	Comprising mainly outbound travel spending.
	(^)	This includes the value of processing fees paid by Hong Kong to the processing units outside Hong Kong and raw materials / semi-manufactures directly procured by these processing units.
	(  )	Seasonally adjusted quarter-to-quarter rate of change.


Goods and services balance 

2.10 Based on the GDP compilation framework and compared to a year earlier, the goods balance turned to a deficit of $39 billion in the first quarter of 2023, as the value of exports of goods saw a larger decline than that of imports.  Meanwhile, the services surplus narrowed to $44 billion.  The combined goods and services account registered a surplus of $6 billion in the first quarter of 2023, equivalent to 0.5% of total import value, compared to a surplus of $66 billion or 5.0% in the first quarter of 2022.

Table 2.6 : Goods and services balance
($ billion at current market prices)

	
	
	Total exports
	Imports
	Trade balance

	
	
	
Goods
	
Services
	
Goods
	
Services
	
Goods
	
Services
	
Combined
	As % of imports


	2022
	Annual
	4,814
	649
	4,859
	494
	-45
	156
	111
	2.1

	
	
	
	
	
	
	
	
	
	

	
	Q1
	1,219
	168
	1,203
	119
	16
	49
	66
	5.0

	
	Q2
	1,212
	154
	1,290
	116
	-78
	38
	-40
	-2.9

	
	Q3
	1,229
	163
	1,213
	121
	15
	42
	57
	4.3

	
	Q4

	1,154

	165

	1,152

	138

	1

	27

	28

	2.2


	2023
	Q1
	1,027
	188
	1,066
	144
	-39
	44
	6
	0.5



Notes : 	Figures are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.

	Figures may not add up exactly to the total due to rounding.



Other developments 

2.11 To further assist Hong Kong enterprises and investors in opening up markets, the Financial Secretary announced in the 2023-24 Budget that additional funding of $550 million in total would be provided to the HKTDC in the next five financial years.  The additional funding aims to help Hong Kong enterprises seize opportunities arising from the Belt and Road Initiative and the Guangdong‑Hong Kong‑Macao Greater Bay Area development, tap into emerging markets as well as step up Hong Kong’s global promotional efforts.  The Financial Secretary also announced a further injection of $500 million into the BUD Fund to further support enterprises in exploring more diversified markets.

2.12 [bookmark: _GoBack]Along with our return to normalcy, the Government made concerted efforts to promote Hong Kong on all fronts.  The Chief Executive led a delegation to visit Saudi Arabia and the United Arab Emirates (UAE) in February to promote Hong Kong’s business and investment opportunities, especially Hong Kong’s unique advantages under “One Country, Two Systems”, and enhance collaboration between Hong Kong and Saudi Arabia and the UAE respectively on various fronts.  During his visit, the Chief Executive announced that Hong Kong and Saudi Arabia would launch formal negotiations on an Investment Promotion and Protection Agreement.  In addition, the Financial Secretary visited Davos, Switzerland in January and Malaysia and Singapore in March to actively explain Hong Kong’s advantages and core competitiveness through engaging delegates from all over the world and leaders from different sectors.  The Government also launched a large‑scale global promotional campaign themed “Hello Hong Kong” in February to bolster Hong Kong’s economic and business advantages and promote the city’s economic prospects.

Notes :

(1) Changes in merchandise exports and imports in real terms are derived by discounting the effect of price changes from changes in the value of the trade aggregates.  Estimates of price changes for the trade aggregates are based on changes in unit values, which do not take into account changes in the composition or quality of the goods traded, except for some selected commodities for which specific price indices are available.  The real growth figures reported here are based on the external trade quantum index series compiled using the chain linking approach, which were first released in March 2015 to replace the previous trade index numbers compiled using the Laspeyres method with a fixed base year.  The series are not comparable with the real trade aggregates under GDP (reported in Chapter 1) which are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.  Apart from this, non-monetary gold is recorded as a separate item in the statistics of merchandise trade and not included in the trade aggregates reported in Chapter 2, but is included in the trade aggregates under GDP in accordance with the international compilation standard.

(2) Re-exports are those goods which have previously been imported into Hong Kong and are subsequently exported without having undergone in Hong Kong any manufacturing processes which change permanently the shape, nature, form or utility of the goods.
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Diagram 2.2 : Regional trade flows declined further


