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Highlights of the latest economic situation
HK economy picked up slightly to grow by 2.8% in Q2

Goods exports stayed lacklustre; inbound tourism sluggish

Domestic demand stayed resilient, offsetting the external sector’s
sluggish performance

Labour market in full employment; inflation eased further
GDP growth forecast for 2015 revised to 2-3%

Subdued external environment; US’ interest rate lift-off approaching;
stock market volatility increased; prominent risks of housing market
bubble



Economic performance in Q2 2015



HK economy picked up slightly to grow by 2.8% in Q2
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Resilient domestic demand cushioned the setback from
the external front

Contribution to HK’s GDP growth by key component

(Yopoint(s)) _________ , (%)
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Net exports i Domestic demand ; HK’s GDP growth
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External sector



Sluggish import demand of advanced economies led to

A,
.

Note:

falling Asian exports
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Selected Asian economies include Mainland China, Hong Kong, India, Indonesia, Korea, Malaysia, the Philippines,

Singapore, Taiwan and Thailand. \ \ ‘ y
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(*) Due to data limitations, the latest figure for import demand of US, eurozone and Japan is April-May 2015
combined. 7



HK’s exports inevitably affected,
relapsing to a decline in Q2
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HK’s exports fared relatively better
than other Asian counterparts

Export performance of selected Asian economies

Year-on-year rate of change in US$ terms (%)

Ql Q2
Hong Kong 2.3 -1.9
Mainland China 4.6 -2.2
Singapore* 2.1 -4.7
Korea -3.0 -1.2
Taiwan -4.2 -9.8

Note: (*) denotes non-oil domestic exports.
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Services exports fared better than goods exports
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...financial services exports stood out as the bright spot
during the quarter

Exports of services

Year-on-year rate of change in real terms (%)
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Domestic sector
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Private consumption grew strongly, supported by

favourable job and income conditions
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Investment spending expanded further
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Labour market
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Labour market remained in full employment,
with unemployment rate staying at low level
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Note: Not seasonally adjusted except the overall unemployment rate. 16



Incomes™ sustained real improvements in Q2

Income

Year-on-year rate of change (%)

Nominal growth Real growth

Median household income 7.9 4.7
Average employment earnings of full-time employees 4.0 0.9
Among those: with elementary occupations 6.3 2.0

Note: (*) denotes excluding foreign domestic helpers.
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Inflation
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Underlying inflation eased further
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Contribution to the year-on-year rate of change in the underlying Composite Consumer Price Index by major component
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Property market
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Housing market bubble risk remained prominent
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Mortgage payment to income ratio stayed elevated

TR A EERN

Repayment-income ratio” (%)
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Note : (*) The ratio of mortgage payment for a flat with saleable area of 45 sq m (assuming 70% loan-to-value ratio and tenor of 20 years) to median income

of households (excluding those living in public housing). This ratio is different from the debt servicing ratio published by the HKMA, which is the
ratio of actual monthly debt obligations of mortgagees to their monthly income of newly approved mortgages.
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Outlook for the remaining 2015
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External environment was weaker than expected

World

US

Eurozone

Japan

Mainland China

Developing Asia

Emerging market and
developing economies

IMF forecasts on 2015 GDP growth

GDWF: %ﬁwh Apr Jul I Change between Apr—JuI:
3.4 35 33 0.2 |
2.4 31 25 : -0.6 !
0.8 15 15 : ) :
0.1 10 08 | 0.2 |
7.4 68 68 () !
6.8 66 6.6 : ) :
4.6 43 42 0.1 |
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Production and trading activities in Asia likely to be
subdued under the unsteady external environment
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Mainland economic growth reached 7% in Q2, but still
faces downward pressures
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Increasing risks of sharp swings in global stock markets
amid US’ eventual interest rate lift-off
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Individual emerging markets saw visible weakening of
their currencies

BB (CE—=F—H—H = 100) (MEkiEEH E# 7 2THE59)

Index (1 January 2013 = 100) ( -ve indicates a weakening of local currency against the US dollar)
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Overall business outlook generally positive, though some
Individual sectors stayed cautious

Business expectation by sector (net balance*)

DO b2 1OS
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| Retail +13 -18 -2 I
:Accommodation and food services +11 -9 0 :
Transportation, storage and courier services +3 +10 +17
Information and telecommunications +21 +20 +14
Professional and business services 0 -11 0
Financing and insurance +13 +19 +18
All sectors surveyed +3 +1 +5
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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”. A positive sign indicates a likely upward
trend while a negative sign, a likely downward trend. 2



Hiring sentiment remained positive

Hiring expectation by sector (net balance*)

15 Q1 15 Q2 1503
Import/export trade and wholesale -1 -1 +2
Retail +16 -2 +5
Accommodation and food services +9 +9 +14
Transportation, storage and courier services +9 +17 +14
Information and telecommunications +20 +35 +16
Professional and business services +4 -6 +5
Financing and insurance +13 +11 +5
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Note: *  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 “better” over that choosing “worse”. A positive sign indicates a likely
upward trend while a negative sign, a likely downward trend.
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Yet, the downtrend Iin inbound tourism warrants concern

YRR (%)
Year-on-year rate of change (%)
25 -
20 1 b e 2 A IR
Mainland visitor arrivals
15 -
= I
Overall visitor arrivals
5 _
0 N\ //\\
N7 V
AE N HEEG S R 2 IR
-5 - Non-Mainland visitor arrivals
_10 |
-15 I I ; ; I ; ; I I
01/14 04/14 07/14 10/14 01/15 04/15

31




Outlook for 2015

Near-term export performance likely to remain subdued

Domestic demand expected to be the key growth driver:

+ Local consumption supported by steady labour market with favourable job
and income conditions

+ Ongoing infrastructure works

+ Stimulus effect from Budget initiatives

j> 2015 GDP growth forecast: 2-3%
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Inflation outlook

Imported inflation tame

o Soft international commodity prices
o Low inflation in major import sources

Domestic cost pressures in check

> Annual underlying inflation rate revised down from 2.7% to 2.6%
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Sources of uncertainties

o US interest rate lift-off inevitably heightening volatility in global
financial markets; ensuing impact on asset markets needs watch-over

o Shocks inflicted by sudden capital outflows on emerging market
economies

o Fragile recovery of eurozone and Japan; world economic growth
lacking support

+ Geopolitical risks in various regions remain notable

o Downtrend in inbound tourism more entrenched
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Latest economic forecasts for 2015 as a whole

Forecasts as released

on 15 May Latest forecasts
Real GDP growth 1-3% 2-3%
Underlying inflation 2.1% 2.6%

Headline inflation 3.29% 3.1%
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