
CHAPTER 3 : THE EXTERNAL SECTOR

Summary
· The external environment deteriorated sharply in 2022.  Economic growth in the advanced economies slowed, as inflation soared to very high levels due to the disruptions to supply chains and geopolitical tensions in Ukraine, and major central banks tightened monetary policy significantly.  Meanwhile, the Mainland economy was dampened by slackened global economic growth and occasional increases in COVID-19 cases.  According to the International Monetary Fund (IMF), global economic growth slowed from 6.2% in 2021 to 3.4% in 2022.
· [bookmark: _GoBack]Moderated global economic growth, coupled with disruptions to cross-boundary truck movements between Hong Kong and the Mainland, posed a significant drag on Hong Kong’s export performance.  Hong Kong’s merchandise exports plunged by 14.8% in real terms(1) in 2022.  Exports to the Mainland, the US and the EU turned to visible declines.  Exports to other major markets in Asia saw worsened performance.
· Exports of services declined slightly by 0.9% in real terms in 2022.  Exports of transport services declined alongside the weak trade performance.  Exports of financial services and business and other services also fell amid the deteriorated external environment.  On the other hand, with testing and quarantine arrangements for inbound visitors progressively relaxed, exports of travel services surged but were still far below the pre-pandemic level.
· As the epidemic generally stabilised over the course of the year, the Government made huge efforts to strengthen Hong Kong’s international exposure and promote Hong Kong’s strengths.  The Chief Executive and the Principal Officials led a number of overseas delegations.  The Government also continued to strengthen Hong Kong’s economic links with the Mainland and overseas economies, including signing Memorandums of Understanding (MOUs) with Shenzhen and Shandong and announcing the launch of bilateral free trade agreement negotiations with Peru.


Merchandise trade

	External environment

3.1 The external environment deteriorated sharply.  According to the IMF, global economic growth slowed from 6.2% in 2021 to 3.4% in 2022, with all the major economies recording moderated growth.

3.2 The Mainland’s economic growth decelerated to 3.0% in 2022, dampened by slackened global economic growth and occasional increases in COVID-19 cases.  To bolster the economy, the Mainland authorities rolled out a number of measures to strengthen investment and consumption, support the steady and healthy development of the property market, and alleviate the cost burden of enterprises.  The People’s Bank of China cut the reserve requirement ratios of financial institutions in April and December by 50 basis points in total.  The one-year and five-year loan prime rates were lowered by 15 and 35 basis points respectively during the year.

3.3 Major central banks tightened monetary policy significantly during 2022 as inflation in the advanced economies soared to very high levels due to the disruptions to supply chains and geopolitical tensions in Ukraine.  In the US, the Federal Reserve raised the target range for the federal funds rate seven times by 425 basis points in total, and started to reduce the size of its balance sheet in the middle of the year.  Private consumption weakened and as a result real GDP growth decelerated visibly to 2.1%, though the labour market remained resilient.  In Europe, the European Central bank raised key interest rates by a total of 250 basis points between July and December.  As the record-high inflation and subsequent monetary policy tightening and concerns about energy supply amid geopolitical tensions dampened both economic activities and sentiment, the euro area economy grew by a moderated 3.5%.

3.4 Meanwhile, many other major Asian economies saw softened growth in 2022.  Manufacturing and trading activities generally moderated due to the weaknesses in the latter half of the year (see Box 3.1).  Many Asian economies including Singapore, Korea and Taiwan tightened their monetary policies to combat inflation during the year, while the Bank of Japan kept its policy rates at record lows.


Box 3.1
Export performance of selected Asian economies
Merchandise exports of Asian economies stayed largely robust in the first half of 2022, extending the uptrend seen in the preceding year.  Most of the selected Asian economies([footnoteRef:2]) saw their exports in US dollar terms expanding at double-digit paces in the first half of 2022 over a year earlier (Chart 1), while those of Japan only showed meagre growth reflecting the initial effect of the visible depreciation of the Japanese Yen([footnoteRef:3]).  While advanced economies such as the US and the EU began to show signs of softening over the period, their imports from the Asian economies was still broadly solid.  The robust economic performance of the Mainland in early 2022 also rendered further support to regional trade. [2: ()	Include Japan, Korea, Taiwan, Singapore, India, Indonesia, Malaysia, the Philippines, Thailand and Vietnam.]  [3: ()	In the first half of 2022, the Japanese Yen depreciated by over 10% against the US dollar from a year earlier, steeper than other major Asian currencies.  In Japanese Yen terms, merchandise exports of Japan actually expanded visibly by 15.2% year-on-year in the first half of 2022.
] 

[image: ]Chart 1: Exports of Asian economies generally worsened in the second half of 2022
Sources :	CEIC and internal estimation.
Yet the regional trade scene deteriorated progressively over the course of the year as multiple headwinds including the continued tensions in Ukraine, soaring inflation in the advanced economies and the resulting sharp monetary policy tightening by major central banks gusted across the global economy, leading to significant weakening of demand for Asia’s exports and regional trade flows.  Consequently, merchandise exports of the selected Asian economies generally worsened in the second half of 2022, with some of them even turning to year-on-year declines.  Exports to major markets including the Mainland, the US, the EU and the ASEAN all showed varying degree of deterioration, indicating that the moderation in external demand was rather broad-based (Chart 2).  For 2022 as a whole, all of the selected Asian economies recorded deteriorated export performance as compared to the preceding year, though energy and food exporters such as Indonesia and Malaysia held up better on the back of elevated commodity prices.


Box 3.1 (Cont’d)
	Chart 2a: Mainland, US, EU and ASEAN are major export markets of the selected Asian economies
	Chart 2b: Exports of selected Asian economies to all major markets worsened visibly in the second half of 2022 
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	Note :	The Philippines’ exports to the ASEAN exclude those to Cambodia and Myanmar due to data availability. 
Sources :	CEIC and internal estimation.


Looking ahead, the regional trade performance will likely remain constrained by the weak demand from the advanced economies.  In its latest World Economic Outlook, the IMF projected the global economic growth to slow further from 3.4% in 2022 to 2.9% in 2023, noting that the rise in central bank policy rates to fight inflation and sustained geopolitical tensions would continue to weigh on economic activities.  Earlier in October 2022, the World Trade Organization (WTO) trimmed its growth forecast for global merchandise trade to 1.0% in volume terms in 2023, down from the previous estimate of 3.4%.  Yet, the forecast by the WTO has not taken into account the much improved outlook of the Mainland economy on entering 2023.  Considering the close trade linkages between the Mainland and other Asian economies, an expected faster growth of the Mainland economy should help offset some of the external headwinds facing the region this year.  


	Merchandise exports

3.5 Hong Kong’s merchandise exports plunged by 14.8% in real terms in 2022, after surging by 19.9% in 2021.  On top of the moderated global economic growth, disruptions to cross-boundary truck movements between Hong Kong and the Mainland also posed a significant drag on exports to the Mainland and re-exports(2) of Mainland origin to other parts of the world.  Merchandise exports turned to a year-on-year decline of 6.0% in real terms in the first quarter, and recorded widened declines of 8.9%, 17.4% and 25.3% in the subsequent quarters.

Table 3.1 : Merchandise exports
(year-on-year rate of change (%))

	
	In value
terms

	In real
terms(a)
	Change
in prices

	2021	Annual
	26.3
	19.9
	
	5.4

		Q1
	33.2
	32.0
	(13.3)
	1.0

		Q2
	27.2
	21.1
	(-4.2)
	5.0

		Q3
	22.7
	15.7
	(2.0)
	6.1

		Q4

	23.8
	14.0
	(2.0)
	9.0

	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



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 fourth quarter of 2022 is based on information available as of early February 2023.

[image: ]
Notes :	(#)	EU merchandise imports for the fourth quarter of 2022 are based on the information available as of early February 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 3.2 : Merchandise exports by major market
(year-on-year rate of change in real terms (%))

	
	2021
	2022

	
	Annual
	Q1
	Q2
	Q3
	Q4
	Annual
	Q1
	Q2
	Q3
	Q4

	
	
	
	
	
	
	
	
	
	
	

	Mainland of China
	17.7
	37.5
	18.8
	11.4
	8.5
	-20.6
	-13.4
	-18.0
	-21.0
	-29.2

	
	
	
	
	
	
	
	
	
	
	

	US
	20.5
	21.4
	17.4
	19.8
	23.2
	-10.7
	11.2
	7.3
	-22.1
	-29.4

	
	
	
	
	
	
	
	
	
	
	

	EU
	19.9
	26.0
	10.2
	22.5
	21.4
	-10.5
	2.1
	2.0
	-15.3
	-25.3

	
	
	
	
	
	
	
	
	
	
	

	ASEAN
	18.4
	11.4
	18.6
	17.0
	26.0
	2.1
	13.6
	17.4
	1.4
	-18.4

	
	
	
	
	
	
	
	
	
	
	

	  Vietnam
	19.7
	32.9
	22.8
	3.5
	23.1
	4.3
	14.1
	22.5
	8.6
	-22.0

	
	
	
	
	
	
	
	
	
	
	

	  Singapore
	17.4
	-2.2
	14.3
	34.4
	23.2
	12.4
	28.0
	23.0
	10.5
	-6.3

	
	
	
	
	
	
	
	
	
	
	

	India
	32.6
	21.3
	48.9
	20.9
	47.1
	26.0
	38.0
	78.4
	19.1
	-8.5

	
	
	
	
	
	
	
	
	
	
	

	Japan
	7.2
	7.9
	-1.2
	16.9
	6.2
	-17.4
	7.7
	-15.2
	-24.6
	-33.9

	
	
	
	
	
	
	
	
	
	
	

	Taiwan
	35.0
	44.6
	28.3
	36.8
	32.3
	-0.5
	23.4
	5.1
	-4.6
	-21.5

	
	
	
	
	
	
	
	
	
	
	

	Korea
	41.0
	33.9
	28.6
	56.9
	44.3
	7.3
	9.8
	21.4
	7.1
	-5.9

	
	
	
	
	
	
	
	
	
	
	

	Overall*
	19.9
	32.0
	21.1
	15.7
	14.0
	-14.8
	-6.0
	-8.9
	-17.4
	-25.3



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.

3.6 Analysed by major market, exports to the Mainland, the US and the EU turned to visible declines in 2022.  Exports to Japan recorded a double-digit decline, while those to most other major markets in Asia grew at decelerated pace.  The worsening of performance was particularly obvious in the latter part of the year for most of the markets.

[image: ] 
Note :	The import demand figure for the EU for the fourth quarter of 2022 is based on the information available as of early February 2023.
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	Merchandise imports

3.7 Merchandise imports shrank markedly by 13.9% in real terms in 2022, after increasing by 18.1% in 2021.  Retained imports, which refer to imports for domestic use and accounted for around one-fifth of merchandise imports in 2022, declined by 10.2%.  Imports for subsequent re-exports turned to a decline along with deteriorated export performance.

Table 3.3 : 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

	2021	Annual

	24.3
	18.1
	
	5.5
	17.6
	12.6
	
	5.1

		Q1
	25.6
	24.4
	(10.5)
	1.1
	2.5
	2.4
	(2.1)
	0.7

		Q2
	27.9
	22.2
	(-1.4)
	4.7
	34.8
	30.5
	(10.2)
	3.4

		Q3
	25.8
	18.4
	(1.2)
	6.5
	39.5
	30.4
	(-3.2)
	7.8

		Q4

	19.0
	9.6
	(-1.0)
	9.0
	0.4
	-7.0
	(-12.7)
	8.4

	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
	(26.2)
	11.7

		Q3
	-11.3
	-17.6
	(-10.5)
	8.1
	-12.7
	-18.3
	(-20.3)
	6.3

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



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

3.8 Exports of services declined slightly by 0.9% in real terms in 2022, after increasing by 3.4% in 2021.  Exports of transport services declined alongside the weak trade performance.  Exports of financial services and business and other services also fell amid the deteriorated external environment.  On the other hand, with testing and quarantine arrangements for inbound visitors progressively relaxed, particularly towards the end of the year, exports of travel services surged but were still far below the pre-pandemic level.

[image: ]

Table 3.4 : 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

	2021	Annual

	 	3.4
	5.6
	-38.3
	2.0
	8.8

		Q1
	 	-6.5	(14.2)
	-6.6
	-74.3
	4.6
	6.5

		Q2
	 	5.8  (-5.9)
	6.6
	31.4
	0.6
	7.8

		Q3
	 	7.9 	 (3.5)
	11.2
	56.9
	3.4
	7.3

		Q4

	 	8.9	 (-2.3)
	11.9
	40.5
	-1.8
	13.4

	2022	Annual

	 	-0.9
	-3.1
	64.8
	-1.4
	-3.3

		Q1
		-3.0	   (1.7)
	-2.1
	19.5
	-4.8
	-3.7

		Q2
		2.4	  (-0.7)
	0.7
	53.9
	3.4
	-0.2

		Q3
		-4.2  (-3.0)
	-4.9
	92.7
	-8.8
	-2.9

		Q4
	 	2.0        (4.0)
	-5.7
	95.0
	8.3
	-5.7



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.

	




Imports of services

3.9 Imports of services decreased by 1.0% in real terms in 2022, after rising by 2.5% in 2021.  Imports of manufacturing services and transport services turned to falls as trade and cargo flows plunged.  Imports of business and other services also dropped against the backdrop of a weakened global economy.  On the other hand, imports of travel services recorded visible growth as outbound tourism revived particularly in the fourth quarter following the adjustments to travel restrictions in other places and quarantine arrangements on arriving Hong Kong, but the level remained meagre.
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Table 3.5 : 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

	2021	Annual

		2.5
	-42.1
	10.8
	11.0
	3.9

		Q1
		-10.2	(4.1)
	-77.9
	9.4
	12.2
	5.9

		Q2
		11.5	(-1.3)
	40.4
	16.6
	11.3
	5.7

		Q3
		6.4	(1.4)
	4.8
	10.0
	10.7
	2.2

		Q4

		5.4	(-0.6)
	2.1
	8.1
	10.3
	2.1

	2022	Annual

		-1.0
	60.4
	-3.6
	-8.2
	-4.0

		Q1
		-3.0 	(-2.5)
	8.3
	-4.1
	1.1
	-4.8

		Q2
		-1.5 	(0.6)
	24.6
	-0.8
	-9.4
	-1.9

		Q3
		-3.2 	(-0.4)
	28.5
	-4.3
	-7.3
	-4.9

		Q4
		3.3 	(5.4)
	172.5
	-5.0
	-14.4
	-4.1



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.
	
	(+)	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 

3.10 Based on the GDP compilation framework, the goods balance turned to a deficit of $45 billion in 2022, as the value of exports of goods saw a larger decline than that of imports.  Meanwhile, the services surplus widened to $161 billion.  The combined goods and services account registered a surplus of $116 billion in 2022, equivalent to 2.2% of total import value, compared to a surplus of $160 billion or 2.8% in 2021.

Table 3.6 : Goods and services balance
($ billion at current market prices)

	
	
	Total exports
	Imports
	Trade balance

	
	
	
Goods
	
Services
	
Goods
	
Services
	
Goods
	
Services
	
Combined
	As % of imports


	2021
	Annual
	5,236
	615
	5,211
	480
	25
	135
	160
	2.8

	
	
	
	
	
	
	
	
	
	

	
	Q1
	1,167
	155
	1,160
	112
	7
	42
	49
	3.9

	
	Q2
	1,238
	134
	1,267
	109
	-29
	25
	-4
	-0.3

	
	Q3
	1,363
	162
	1,359
	123
	4
	40
	44
	2.9

	
	Q4

	1,468

	164

	1,426

	136

	43

	28

	71

	4.6


	2022
	Annual
	4,814
	655
	4,859
	493
	-45
	161
	116
	2.2

	
	
	
	
	
	
	
	
	
	

	
	Q1
	1,219
	168
	1,203
	119
	16
	50
	66
	5.0

	
	Q2
	1,212
	154
	1,290
	116
	-78
	38
	-40
	-2.8

	
	Q3
	1,229
	163
	1,213
	120
	15
	43
	58
	4.4

	
	Q4
	1,154
	169
	1,153
	138
	1
	31
	32
	2.5



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

3.11 As the epidemic generally stabilised over the course of the year, the Government has made huge efforts to strengthen Hong Kong’s international exposure and promote Hong Kong’s strengths.  The Chief Executive attended the 29th Asia-Pacific Economic Cooperation Economic Leaders’ Meeting in Bangkok in November.  The Financial Secretary visited Bahrain and Saudi Arabia in late October to strengthen the financial and commercial ties and co-operation between Hong Kong and the Middle East, and update Middle Eastern markets on Hong Kong’s latest economic and financial developments.  Various large-scale events were also launched in Hong Kong, with the Global Financial Leaders’ Investment Summit receiving over 200 international and regional leaders from around 120 global financial institutions.

3.12 The Government also continued to strengthen Hong Kong’s economic links with the Mainland and overseas economies in 2022.  In June, Invest Hong Kong and the Commerce Bureau of Shenzhen Municipality signed an MOU to continually strengthen mutual co-operation on inward investment promotion.  In October, an MOU was signed between Invest Hong Kong and the Department of Commerce of Shandong Province pledging deeper co-operation on investment promotion between the two places.  As for overseas economies, in November, Hong Kong and Peru announced the launch of negotiations for a bilateral free trade agreement, with a view to further enhancing trade and investment ties between the two economies.  In May, Hong Kong and New Zealand conducted the fourth Joint Commission meeting under the Closer Economic Partnership Agreement, and signed three implementing arrangements to facilitate the ongoing co-operation and communication in the areas of rules of origin, sanitary and phytosanitary measures, and government procurement.




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 3, 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 3.6 : Exports to the US

plunged in 2022
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Diagram 3.7 : Exports to Japan

recorded a double-digit decline in 2022


image9.emf
Q1

2017

Q1

2018

Q1

2019

Q1

2020

Q1

2021

Q1

2022

-60

-40

-20

0

20

40

60

80

100

120

Hong Kongʼs

merchandise exports

to India

Year-on-year

rate of change (%)

Indiaʼs

import demand 

in US$

Q1

2017

Q1

2018

Q1

2019

Q1

2020

Q1

2021

Q1

2022

-25

-20

-15

-10

-5

0

5

10

15

20

25

30

35

40

45

50

Year-on-year 

rate of change (%)

Hong Kongʼs 

merchandise exports

to Taiwan

Taiwanʼs

import demand

in US$

Diagram 3.8 : Exports to India

softened towards the end of 2022

Diagram 3.9 : Exports to Taiwan started to 

contract from the third quarter of 2022
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Diagram 3.10 : Exports to Korea turned to a 

decline in the fourth quarter of 2022
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Diagram 3.11 : Exports to Singapore 

posted moderated growth in 2022
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Diagram 3.12 : Merchandise imports shrank markedly
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Diagram 3.14 : Exports of services 

declined slightly in 2022

Diagram 3.13 : The contribution from travel services 

to total exports of services stayed low

Transport 

$260.7 billion

(39.8%)

Seasonally adjusted

quarter-to-quarter

rate of change in real terms

Travel 

$24.6 billion

(3.8%)

Year-on-year

rate of change

in real terms

Exports of services in 2022:

$654.6 billion


image13.emf
Travel 

$41.2 billion

(8.4%)

Diagram 3.15 : The share of travel services to 

overall imports of services remained small
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Diagram 3.16 : Imports of services

decreased in 2022
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