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Economic performance in 2011 Q2
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Economy eFxpanded solidly in the second quarter

BT (%)

Rate of change in real terms (%)

15
E3ZEL T
] Gross Domestic Product
10 -
7 17
| Year-on-year change
5 - 5.1%

O\/_v ~ NS~

N -0.5%
A ISR

Seasonally adjusted quarter-to-quarter change

Ql Ql Ql Ql Ql Ql
2006 2007 2008 2009 2010 2011



External sector
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otal exports of goods slowed visibly after
a stellar first quarter
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But the Asian markets continued to outperform the
developed markets
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Seasonally adjusted Hong Kong's exports of goods in real terms
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Exports of services held up well
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Domestic sector
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Private consumptlon susta strong momentum
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Rate of change in real terms (%)
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Investment bounced' b S
machinery and equipment investment
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Unemployment rate staying low
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Job creation was impressive
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Labour wages and earnings rose further
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roving

Income generally imp
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Year-on-year rate of change
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Median monthly household income
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Inflation
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nd housmg remalned t key drivers behind

rising inflation in the second quarter
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Local and external 1nﬂat10nary pressures

picked up further

T Bk (%)

Year-on-year rate of change (%)

15
10 A
4.9%
5 -
0
. EH‘L’[E‘\T
Overall nomlnal wage index
5 | TTFREREATE GFFEET )
Fresh letting residential rental (8-quarter moving average)
: —WEHE =T BF T IR)
i Shop rental cost (8-quarter moving average)
-10 -ttt
Ql Ql Ql Ql Ql Ql Ql
2005 2006 2007 2008 2009 2010 2011

10.8%

7.2%

o e (%)
15 Year-on-year rate of change (%)
10 -
5
0 \\_J
] — AL i
-5 - Import prices of foodstuffs
1 — g
. Overall 1mp0rt prices
'10 LU | : | B — : LU | : | I — : L : | B :
Qi QI QI QI Q1 QI Qi
2005 2006 2007 2008 2009 2010 2011

10.2%

8.1%

18



Eong Kong

= RIS

Major emerging economies

big
Mainland
HI'E
India

g [ P‘“ l
Brazil
FhEes

Russia

x_ﬁﬁ“@q 3 BEi \Ed
ide

Rising intlation is a global-
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Local property market
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Residential property trading turned quieter after the
Government introduced further stabilising measures
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Flat prices rose by another 1 /0 in 2011 H1
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Affordability still below the average in the past 20 years

100 Repayment-income ratio” (%)

90 - e
E Less
80 - Affordable
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0 2011Q2: around 47 \/
6(); 1990-2009F I i“i—i['gﬁj
- (1990-2009 average)
S0 T T T T T e N T T T TNt
\/
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10
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ote : (") The ratio of mortgage payment for a flat with saleable area of 45 sq m (assuming 70% loan-to-va ue ratio and tenor of 20 years) to median income
of households (excluding those living in public housing).
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Outlook for the second half of 2011
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Uncertainties abound in the external environment

SRR M
Feeble economic and fiscal conditions in US
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Lingering European sovereign debt problem
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nflation and asset market bubble risks in Asian and emerging market

economies
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olicy tightening in Asia
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Asian economies continued to grow at a faster pace than
advanced economies
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Signs of losing steam in US and Europe
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Fiscal sustainability in advanced ¢économies is a key concern

UGEPREAR S PSEERTA B AR PO TR B AR

Real GDP Fiscal balance Government gross debt
Growth as % of GDP as % of GDP
I I I I I
2010 2011 (F) 2010 2011 (F) 2015(F) 2010 2011 (F) 2015(F)
(Y0) (%0) (%0) (%0) (%0) (Y0) (Y0) (%0)
[ 7 & Eurozone 1.7 2.0 -6.0 4.3 n.a. 85.3 87.9 n.a.
FUEIF Portugal 1.3 -1.5 9.1 -5.6 -5.8 93.0 90.6 103.7
Hi N F] Italy 1.3 1.0 -4.6 -4.1 -3.1 119.0 120.6 118.7
R Ireland -1.0 0.5 -32.4 -10.8 -4.3 96.2 114.1 123.5
%[/Jﬁii{ Greece -4.5 -3.0 -10.5 -7.4 2.1 142.8 152.3 149.4
P12 Spain -0.1 0.8 -9.2 -6.2 -4.6 60.1 67.5 74.1
B US 3.0 2.5 -10.3 -9.9 -5.5 91.2 98.3 109.4
= 3R World 5.1 4.3 -5.5 -4.6 n.a. 67.0 69.3 n.a.
itéﬁ“;@éﬁﬁ 3.0 2.2 -7.5 -6.8 -3.4 96.8 101.9 106.6
Advanced
PR PR 7.4 6.6 -3.7 2.7 -1.4 35.3 34.6 31.2

Emerging economies

SR I BEAREET ) BRI 5 BIEREUTRL £ 50
Sources: Eurostat; US Bureau of Economic Analysis; IMF 79
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Domestic factor (1): Busme
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sentiment still positive
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Year-on-year rate of change in real terms (%)
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Note : * Net balance indicates the direction of expected change in business situation versus preceding quarter. It refers to the difference in

percentage points between the proportion of establishments choosing "better" over that choosing "worse".

upward trend while a negative sign, a likely downward trend.

A positive sign indicates a likely
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Domestic factor (2): Stable labour market favourable to local
consumer sentiment

151 A5 (F1 53D £ 5 R (%)
Net balance™® (% point) Year-on-year rate of change (%) q

- WS BRI (Y
20 + — B Employment” growth (RHS)
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§ \

SRR NN R

0 1 1 ) 1 ) 1 1 1 1 L
Ql Q@2 Q3 Q4 Q Q@ Q3 Q4 Q Q Q Q4 Q Qb Ql - Q2 Q3 Q4 Ql Q2 Q3
{2006 2006 2006 2006 2007 2007 2007 2007 2008 2008 2008 2008 2 2009 2010 2010 2010 2010 2011 2011 2011
- -1
-10 +
- e, B2, o <SE i _2
(B S = P (AR
20 + Business expectation 3
! on employment (LHS)
-30 B
oot AR N DR~ R o VR TP ORI TS R T B ORI O T o B - Tl
Pl - - iy EIRTIEY F e B -
7

Notes: * Net balance indicates the direction of expected change in number of persons engaged versus preceding quarter. It refers to the difference in percentage points between
the proportion of establishments choosing "up" over that choosing "down". A positive sign indicates a likely upward trend while a negative sign, a likely downward trend.
# Employment in private sector.
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With robust outturn in H1, HK economy should be on
track to achieve a 5-6% growth this year

BETITRR (%)

Rate of change in real terms (%)

14
12 142 % A
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] 10-year trend growth
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6
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1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
D
(Forecast)
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Retail prlc i of foodsfuffs rose amid Import prlces of fo uffs 1f1 Hong Kong

higher import prices mainly driven by global food inflation
£ i (%) £ i (%) 15 T (%)
Year-on-year rate of change (%) 30 Year-on-year rate of change (%) Year-on-year rate of change (%) 39
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Effect of the increase in prlvate reS1dentlal rentals last
year further retlected in consumer prices

= sk (%)
Year-on-year rate of change (%)
y SRS
Eli%fliﬁ fPJ[FHrFIEIJ\T Fresh le[tlng rental
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Fresh letting rental
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Wage pressure rises as the economy is
near full employment

FEFIFT FilAeL (1991 571 — 20105 5747)
hillips Curve (1991Q1 — 2010Q4)
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Both external and domestic f: torE dlng to inflation

JH B =1 Externally:
* 1: '_A 73’ FF? IIETJl ﬁ
Global od and co odlty rices still-elevated
e iR E eS|
Global liquidity glut
o GE[ TRIRPIRVER HH

Rlslng inflation in import sources

7+ 237421 Domestically:

o RIFTEE = FH PO 3 E - 1R
Further feed-throu¢h from the earlier rental increases

'4m%ﬁmt Ji%%iﬂJ T[]

Higher cost pressures amid sustalned economic upturn

o LR [T RN Ry
One-off impact from statutory minimum wage
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Economic forecasts for 2011 as a whole kept unchanged

BTGRP~ = 5-6%
Real GDP growth: 5-6%

RBLRTIR: 5.4%
Headline inflation: 5.4%

5 R 5.5%
Underlying inflation: 5.5%
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