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Highlights of the economic situation in Q2 2020

The Hong Kong economy remained very weak in Q2. Yet, as local epidemic
receded in May and June, and the rebound of the Mainland economy also rendered
support to Hong Kong’s exports of goods, the overall economic situation tended to
stabilise during the quarter

Real GDP fell markedly by 9.0% year-on-year in Q2, and slightly by 0.1% from Q1

Local consumption activities were severely disrupted by the threat of COVID-19.
Yet the easing of social distancing requirements in May and June helped consumer
sentiment somewhat

Exports of goods saw a visibly narrower decline; Exports of services plunged
further, with inbound tourism remaining at a standstill

Unemployment rate rose to the highest in over 15 years; Consumer price inflation
eased visibly



The COVID-19 pandemic is still threatening many economies
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L_atest economic forecasts for 2020

Global economic recovery is likely to be uneven and bumpy. The threat of the
pandemic will continue to cloud the global economic outlook until an effective
vaccine is widely available

The tense China-US relations also fuel uncertainties

Locally, the surge of COVID-19 infections since mid-July and the resultant
tightening of social distancing measures have heavily weighed on private
consumption and business sentiment. Containing the epidemic is pivotal to the
recovery of local consumption activity

Economic growth forecast for 2020 is revised downwards to -6% to -8%;
Underlying inflation rate forecast is revised downwards to 1.8%



Economic performance in Q2 2020



The Hong Kong economy contracted sharply year-on-year in Q2
amid the severe blows of the COVID-19 pandemic, despite signs of
stabilisation during the quarter
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External sector



Regional trade flows slackened further in Q2 amid production disruptions in
many Asian economies
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Notes: (*) Official manufacturing PMI for the Mainland; Markit manufacturing PMI for other economies.
(*) “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’ exports of goods to the other nine economies within the “selected Asian economies”.
(#) EU goods imports for the second quarter of 2020 are based on the information available as of mid-August 2020.



Exports of goods to the Mainland turned to a solid increase, but those to
many other major markets saw declines of varying degrees
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Exports of services plunged further, registering the sharpest
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Exports of travel services came to a halt; Declines in exports of transport,
business and other services remained notable, but exports of financial
services still kept rising

Exports of services

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

Financial Business and
Travel Transport services other services
2019 Annual -21.0 -7.6 -2.1 -3.8
Q3 -31.3 -10.7 -2.7 -5.1
Q4 -52.6 -15.4 -2.1 -5.0
2020 Q1 -80.6 -32.2 1.3 -13.7

Q2 -97.1 -37.7 4.0 -13.8
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Domestic sector
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Private consumption expenditure recorded the steepest ever decline,
as local consumption activities were severely disrupted by the threat
of COVID-19
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Declines in retail sales and restaurant receipts narrowed in May and
June along with receding local epidemic
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Overall investment expenditure continued to tumble amid
negative business environment
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Overall investment expenditure

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

Machinery,
equipment and
intellectual Building and
property products construction
Annual -20.0 -6.2
Ql -2.0 -4.3
Q2 -12.2 -11.1
Q3 -26.5 -2.8
Q4 -32.3 -6.5
Q1 -17.9 -11.5
Q2 -44.1 -3.6
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Labour market
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Labour market continued to deteriorate with unemployment rate
surging to the highest in more than 15 years
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Unemployment rates of the consumption- and tourism-related
sectors saw particularly visible increases
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Wages growth decelerated, and household income fell sharply

Index of payroll per person engaged (Q1 2020)

Wage index (March 2020)

Average monthly employment earnings of full-time
employees of the lowest three decile groups (Q2 2020)

Median monthly household income (Q2 2020)

Note: (*) Excluding foreign domestic helpers.

Income*

Year-on-year rate of change (%)

Nominal growth  Real growth

3.2 1.2
2.2 -0.3
3.7 2.1
-10.2 -11.3
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Inflation
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Consumer price inflation went visibly lower, as the year-on-year rise in pork
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prices slowed and price pressures on many other components receded
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Property market
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The residential property market turned active in Q2

FEEE

Flat prices

FEE(CZE—AFE H=100)
Index (Jul 2015=100)

th/ NI BB AT (B AR TR
Small/medium-sized
flats price index

RS ERIER
Overall residential
price index

\

RELERN(EF&TER
Large flats price index

5+ttt
07/15 01/16 07/16 01/17 07/17 01/18 07/18 01/19 07/19 01/20

/VEE100-FJ5 >R EAL -

Small/medium-sized flats refer to those with a saleable area of less than 100 m?,
while large flats refer to those with a saleable area of at least 100 m2.
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Index of home purchase affordability (i.e. mortgage repayment to
Income ratio) worsened
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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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Total medium-term private flat supply would stay at
a high level of 92 000 units
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Note : The above figures included unsold units in completed projects, units under construction but not yet sold by presale, and units from disposed sites where
construction may start anytime.
Source : Transport and Housing Bureau.
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Outlook for the rest of 2020
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The global economy shows signs of bottoming out,
but COVID-19 remains a key threat to near-term outlook

+ Mainland: The economy has returned to solid growth due to successful
containment of the epidemic at an early stage

o US: The economy shrank sharply in Q2, but has shown signs of
stabilisation in the latter half of the quarter

+ Euro area: The economy contracted at a historic rate in Q2, but economic
sentiment improved in recent months

+ Rest of Asia: Many economies are troubled by the epidemic, weighing on
regional trade flows
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The US and the euro area economies should have got out of their troughs,
and the Mainland economy will likely show solid growth

Ei=t 4 Ei=p 44
Index Index
70 70
SUEEREKSHEEERN | AR 7% SR A K H R
Manufacturing PMIN E[5] Services PMI*
60 - us
60 -
US 50
50 | P~7 A
The Mainland
BT &
Euro area 30
40
Zp il
The Mainland 20 -
[F1 e
30 | EBX T
Euro area
10 -
20 ———— —— —— —_— N 0 +————m——m —_— — e —_

01/18 07/18 01/19 07/19 01/20 07/20 01/18 07/18 01/19 07/19 01/20 07/20

it o () NHEYE R E T RS SR PRI AR B H AR RGBT R MarkitB S SE SR AR g -
(*) MHIE Ry B U7 IR BUESE SRR HA AR AGHY I Ry Markit i SE BRI AL T 8 -
Notes: (*) Official manufacturing PMI for the Mainland; Markit manufacturing PMI for other economies.
(*) Official non-manufacturing PMI for the Mainland; Markit services PMI for other economies. 28



In view of the severe impacts of COVID-19 in the first half of the year and envisaged slower
recovery in the second half, the IMF projected a deeper global recession for 2020

World

us

Euro area

Japan

Mainland China

Developing Asia

Emerging market and
developing economies

IMF forecasts for
2020 GDP growth

IMF forecasts for
2021 GDP growth

GDP growth Jun Change between Jun Change between
in 2019 Jun and Apr Jun and Apr
2.9 -4.9 -1.9 5.4 -0.4
2.2 -8.0 2.1 4.5 -0.2
1.3 -10.2 -2.7 6.0 +1.3
0.7 -5.8 -0.6 2.4 -0.6
6.1 1.0 -0.2 8.2 -1.0
5.8 -0.8 -1.8 7.4 -1.1
3.7 -3.0 -2.0 5.9 -0.7
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In the Mainland, the spread of COVID-19 has been well contained since March;
Other economies generally faced more severe epidemic situations in Q2
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Business sentiment among Iar%e enterprises was less pessimistic on

entering the third quarter
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Surging local infections since the second week of July
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More recent surveys showed that business sentiment worsened again
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Hong Kong’s near-term economic outlook is still highly uncertain

o The threat of COVID-19 will continue to cloud the global economic outlook until an effective
vaccine or treatment is widely available, with recovery path likely to be uneven and bumpy

+ The tense China-US relations and heightened geopolitical tensions also fuel uncertainties

+ Locally, the recent surge of COVID-19 infections and the resultant tightening of social distancing
measures have weighed heavily on private consumption and business sentiment

+ The strength and speed of recovery in the Hong Kong economy will depend much on how fast
local infection can be brought under control and also the progress of global economic recovery.
The Government has been implementing the relief measures under the Anti-epidemic Fund and
the 2020-21 Budget at full steam to safeguard jobs, support enterprises and relieve people’s
financial burdens
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Latest economic forecasts for 2020 as a whole

Forecasts as released
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on 15 May : L atest forecasts :
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| |

Real GDP growth 4% t0-7%* 1 -6%1t0-8% i
i i

| |

| |

Underlying 0 : o |
inflation 2.2% l 1.8% :
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| |

Headline inflation 1.4% i 0.8% i
| |

| |

Note: (*) Announced by the Financial Secretary on 29 April.
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