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Highlights of the economic situation in Q3 2020

Hong Kong’s overall economic performance saw some improvement in Q3. Real
GDP recorded a visibly narrowed decline of 3.5% from a year earlier, and
rebounded by 2.8% from Q2

Exports of goods resumed moderate growth thanks to an improved external trading
environment amid the accelerated growth of the Mainland economy

Local economic sentiment revived in the latter part of the quarter as the epidemic
situation stabilised. Domestic demand improved somewhat but stayed weak

Exports of services continued to plummet as inbound tourism and cross-boundary
passenger transport remained frozen, though exports of financial services grew
further

Labour market deteriorated further for the quarter as a whole; Consumer price
inflation eased visibly



L_atest economic forecasts for 2020

While the abruptly deteriorated epidemic situations in Europe and the US cast a
shadow over the prospects of global economic recovery, the Mainland economy is
expected to strengthen further, thereby rendering some support to Hong Kong’s
exports

The evolving China-US relations, heightened geopolitical tensions, and Brexit
negotiations have also added to external uncertainties

Locally, the near-term outlook will hinge critically on the local COVID-19
situation. Provided that the local epidemic remains well contained, domestic
economic activities will likely see further modest improvement in Q4 of the year

Latest real GDP growth forecast for 2020 at -6.1%;
Underlying inflation rate forecast revised downwards to 1.3%



Economic performance in Q3 2020



The Hong Kong economy showed a visibly narrowed year-on-year
contraction in Q3 amid an improved external trading environment and the
stabilisation of the local epidemic situation in the latter half of the quarter
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External sector



Regional trade flows regained some momentum in Q3 alongside improved
production activities 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 third quarter of 2020 are based on the information available as of early-November 2020.



Merchandise exports to the Mainland continued to rebound notably,
while those to many other major markets saw relative improvements
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Exports of services plummeted further, though narrowing from the
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Exports of travel services almost vanished; Declines in exports of transport,
business and other services remained notable, but exports of financial
services saw further growth

EXxports 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 -35.5 2.5 -13.1

Q3 -97.4 -29.6 3.5 -10.7
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Domestic sector
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PCE posted a smaller but still notable year-on-year decline, as
sentiment revived somewhat in the latter part of Q3
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Overall investment expenditure continued to fall, reflecting the highly
uncertain economic outlook and weak construction activity
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Machinery,
equipment and
intellectual Building and
property products construction

Annual -20.0 -6.2
Q3 -26.5 -2.8
Q4 -32.3 -6.5
Q1 -17.9 -11.5
Q2 -43.6 -4.0
Q3 -20.9 -10.4
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Labour market
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Labour market deteriorated further for Q3 as a whole with the
unemployment rate rising to the highest in close to 16 years
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Note: Not seasonally adjusted except the overall unemployment rate.
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Unemployment rates of the consumption- and tourism-related
sectors went up to the highest level since SARS in 2003
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Wage growth slowed further and
median household income fell sharply

Index of payroll per person engaged (Q2 2020)

Wage index (June 2020)

Average monthly employment earnings of full-time
employees of the lowest three decile groups (Q3 2020)

Median monthly household income (Q3 2020)

Note: (*) Excluding foreign domestic helpers.

Income*

Year-on-year rate of change (%)

Nominal growth  Real growth

2.2 0.8
1.3 0.6
3.2 7.7
-8.2 -6.7
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Inflation
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Consumer price inflation eased notably, as the year-on-year rise in food prices narrowed
visibly and price pressures on many other components softened

# EEHBOH B HERG S HEY BRI EBHRIVER

Contribution to the year-on-year rate of change in the underlying Composite Consumer Price Index (CCPI)

(%) by major component
6.0 -
] o Hfth
5.5 g Others
: ES
20 ; Transport
45 o
40 - O &
] Food
35 - o BARLE OB YEIE 3.3
] Underlying CCPI 2.9 29 [*3 30 29
30 {28 28 o S s -
o5 {[a 2.3
] ] 1.8
15 0.4
10 |
o5 1[12 13| 03
] : ' 0.3
0-0 E T T T T T T T T T T T T T T T T T \-
-05
1.0

Q116 Q216 Q316 Q416 Q117 Q217 Q317 Q417 Q118 Q218 Q318 Q418 Q119 Q219 Q319 Q419 Q120 Q220 Q320
19



Property market
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The residential property market softened somewhat on entering Q3,
but showed some revival in the latter part of the quarter
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Note: 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. 21



Index of home purchase affordability (i.e. mortgage repayment to

Income ratio) remained elevated
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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.

22



Total medium-term private flat supply would stay at

a high level of 92 000 units
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construction may start anytime.
Source : Transport and Housing Bureau.
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Outlook for the rest of 2020
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The IMF slightly revised upwards its global economic growth forecast for 2020, but warned
that there remained tremendous uncertainty about the outlook

World

us

Euro area

Japan

Mainland China

Developing Asia

Emerging market and
developing economies

IMF forecasts for
2020 GDP growth

I MF forecasts for
2021 GDP growth

Change between

Change between

GDP growth
in 2019 Oct Oct and Jun Oct Oct and Jun
2.8 -4.4 +0.8 5.2 -0.2
2.2 -4.3 +3.7 3.1 -1.4
1.3 -8.3 +1.9 5.2 -0.8
0.7 -5.3 +0.5 2.3 -0.1
6.1 1.9 +0.9 8.2 0.0
55 -1.7 -0.9 8.0 +0.6
3.7 -3.3 -0.2 6.0 +0.2
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The COVID-19 pandemic is still threatening many economies, with the
situations in Europe turning particularly acute of late
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Sources:  National Health Commission of the People’s Republic of China and the World Health Organization.



While the global economy saw a faster-than-expected initial recovery,
the deteriorated epidemic in many places of late has added downside risks

+ Mainland: The economy gathered further steam as the epidemic there stayed
well contained since March

+ US: Economic activity continued to improve more recently after the sharp
rebound in Q3, but the increasingly severe epidemic situation there casts a
shadow on the economic outlook

+ Euro area: The economy saw a notably narrowed contraction in Q3, but the
austere epidemic situation threatens the economic outlook

+ Rest of Asia: Regional trade flows and production activities continued to see
Improvement in recent months
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Major economies continued to recover, but the euro area economy showed
signs of weakening amid the resurgence of COVID-19 infections
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(*) Official non-manufacturing PMI for the Mainland; Markit services PMI for other economies.
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The third wave of local epidemic has eased since late August
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Business sentiment among large enterprises saw some relative
Improvement on entering the fourth quarter
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Note: (*) Net balance indicates the direction of expected change in business situation versus the 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 indicates a likely downward trend. 30



More recent surveys also showed that business sentiment

revived somewhat as the local epidemic stabilised
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Notes : (") The diffusion index is computed by adding the percentage of SMEs reporting “up” to one half of the percentage of SMEs reporting “same”. A diffusion
index reading above 50 indicates that the business condition is generally favourable, whereas an index below 50 indicates otherwise. Respondents were
requested to exclude seasonal effects in reporting their views.

(~) Launched in Q3 2012 and quarterly data.
(*) Areading above 50 indicates that more than half of the surveyed traders incline towards the upside, which can be interpreted as an upward trend and an

increase in confidence, and vice versa for a reading below 50.
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The Hong Kong economy will likely see further modest improvement in Q4,
but uncertainties remain very high

* While the further strengthening of the Mainland economy should render some support to
Hong Kong’s exports, the prospects of global economic recovery still hinge crucially on
the epidemic development in other major economies

« The evolving China-US relations, heightened geopolitical tensions and the Brexit
negotiations have also added to external uncertainties

e Locally, the near-term outlook will hinge critically on the local COVID-19 situation.
Effectively controlling the epidemic is crucial to further revival of domestic economic
activities

» To preserve the vitality of the economy, the Government has been implementing the relief
measures under the Anti-epidemic Fund and the 2020-21 Budget at full steam, providing
some cushioning effects to the economy and paving way for continued recovery
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Latest economic forecasts for 2020 as a whole

Real GDP growth

Underlying
Inflation

Headline inflation

Forecasts as released on

14 August
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1.8%
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L_atest forecasts

-6.1%
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