
CHAPTER 2 : THE EXTERNAL SECTOR

Summary

· The external environment continued to be challenging in the third quarter of 2023.  Import demand for goods in the US and Europe remained weak as their central banks continued to tighten monetary policies to tame inflation.  Meanwhile, the Mainland economy has picked up speed since August after the temporary softening earlier on.  In October, the International Monetary Fund (IMF) forecast that global economic growth would slow further to 3.0% in 2023(1), with a more pronounced slowdown in the advanced economies. 
· Hong Kong’s merchandise exports declined further by 9.2% year-on-year in real terms(2) in the third quarter.  Exports to the Mainland fell further.  Exports to the US recorded a further decline, and those to the EU continued to fall visibly.  Exports to most other major Asian markets shrank by varying degrees.
· Exports of services expanded notably further by 23.9% year-on-year in real terms in the third quarter.  Exports of travel services leapt almost nine‑fold thanks to the continued revival of visitor arrivals.  Exports of transport services rose further in tandem.  Exports of business and other services grew modestly, while exports of financial services fell further.
· [bookmark: _GoBack]In October, the Office for Attracting Strategy Enterprises (OASES) signed an agreement with the first batch of twenty strategic enterprises from the Mainland and overseas which are setting up or expanding their businesses in Hong Kong.  Meanwhile, the Government continued to strengthen Hong Kong’s economic links with the Mainland and overseas economies.  A Memorandum of Understanding (MOU) was signed with the Arab Republic of Egypt on mutual co-operation in investment promotion exchanges and support, and an Investment Promotion and Protection Agreement (IPPA) was signed with Türkiye to expand investment flows and strengthen the economic and trade ties between the two places.  The Chief Executive and various Principal Officials visited different Mainland cities and overseas economies to strengthen bilateral economic ties and mutual co-operation and promote Hong Kong’s strengths.

Merchandise trade

	External environment

2.1 The external environment continued to be challenging in the third quarter of 2023.  Despite some easing, inflation in the US and Europe remained well above their central banks’ targets.  Their central banks continued to tighten monetary policies during the quarter, dampening import demand for goods.  Meanwhile, the Mainland economy has picked up speed since August after the temporary softening earlier on.  In October, the IMF forecast that global economic growth would slow further from 3.5% in 2022 to 3.0% in 2023, with a more pronounced slowdown in the advanced economies.  The IMF also warned of various downside risks to the global economic outlook, including slower economic growth in the Mainland, more volatile commodity prices amid climate and geopolitical shocks, persisting underlying inflation, financial sector turbulence, increasing sovereign debt distress and intensifying geoeconomic fragmentation.  The IMF’s Managing Director also noted that the latest conflict in Israel and Gaza will add another source of uncertainty to the global economy.

2.2 The Mainland economy grew further by 4.9% over a year earlier in the third quarter.  On a quarter-to-quarter comparison, the economy recorded an accelerated growth of 1.3%.  The growth momentum continued to weaken in the early part of the quarter, but has picked up since August as the authorities stepped up macro-policy support to bolster the economy and confidence.  On monetary policy, the People’s Bank of China lowered benchmark policy interest rates by 10 to 15 basis points in August and reduced the reserve requirement ratio of financial institutions by 25 basis points in September.  On the fiscal front, the authorities extended or enhanced tax and fee reductions for small and micro enterprises and individuals, and rolled out policy measures to stimulate consumption and investment.  The Central Government also announced that an additional RMB 1 trillion of treasury bond would be issued in the fourth quarter, lifting the budget deficit for 2023 to around 3.8% of GDP.  For the property sector, the authorities lowered mortgage rate floors and eased rules regarding the identification of first-home buyers, while some cities relaxed home purchases and resale restrictions.

2.3 As regards the advanced economies, the US economy grew by an accelerated 4.9% in the third quarter on an annualised seasonally‑adjusted quarter‑to‑quarter basis, but imports of goods stayed weak.  Core personal consumption expenditure inflation softened further during the quarter, but remained well above the Federal Reserve (Fed)’s target.  The Fed raised the target range for the federal funds rate further by 25 basis points in July, and continued to reduce the size of its balance sheet as planned.  In the euro area, the economy weakened in the third quarter, contracting by 0.1% from the preceding quarter on a seasonally-adjusted basis.  With headline inflation easing but remaining elevated, the European Central Bank raised key interest rates by 25 basis points each in July and September. 

2.4 As for other Asian economies, while overall economic growth was supported by the broadly stable domestic demand in the third quarter, external trade remained dragged by the weak import demand from the major economies.  Intra-regional trade continued to decline in tandem.  


	Merchandise exports

2.5 Hong Kong’s merchandise exports declined by 9.2% year‑on‑year in real terms in the third quarter of 2023, further to the fall of 16.6% in the preceding quarter.  The weak external demand for goods continued to weigh on export performance.

Table 2.1 : Merchandise exports
(year-on-year rate of change (%))

	
	In value
terms

	In real
terms(a)
	Change
in prices

	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

	
	
	
	
	

	2023	Q1 
	-17.7
	-20.9
	(-0.2)
	4.7

		Q2
	-13.3
	-16.6
	(-2.5)
	4.1

		Q3
	-6.0
	-9.2
	(1.6)
	3.7



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 third quarter of 2023 is based on information available as of early November 2023.
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Notes :	(#)	EU merchandise imports for the third quarter of 2023 are based on the information available as of early November 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 2.2 : Merchandise exports by major market
(year-on-year rate of change in real terms (%))

	
	2022
	2023

	
	Annual
	Q1
	Q2
	Q3
	Q4
	 Q1
	 Q2
	Q3

	
	
	
	
	
	
	
	
	

	Mainland of China
	-20.6
	-13.4
	-18.0
	-21.0
	-29.2
	-27.2
	-17.6
	-12.0

	
	
	
	
	
	
	
	
	

	US
	-10.7
	11.2
	7.3
	-22.1
	-29.4
	-13.3
	-22.9
	-8.5

	
	
	
	
	
	
	
	
	

	EU
	-10.5
	2.1
	2.0
	-15.3
	-25.3
	-8.7
	-18.4
	-15.5

	
	
	
	
	
	
	
	
	

	ASEAN
	2.1
	13.6
	17.4
	1.4
	-18.4
	-18.6
	-19.2
	-9.0

	
	
	
	
	
	
	
	
	

	  Vietnam
	4.3
	14.1
	22.5
	8.6
	-22.0
	-19.5
	-11.6
	2.5

	
	
	
	
	
	
	
	
	

	  Singapore
	12.4
	28.0
	23.0
	10.5
	-6.3
	-30.8
	-27.6
	-27.9

	
	
	
	
	
	
	
	
	

	India
	26.0
	38.0
	78.4
	19.1
	-8.5
	-17.5
	-25.3
	-9.7

	
	
	
	
	
	
	
	
	

	Japan
	-17.4
	7.7
	-15.2
	-24.6
	-33.9
	-32.5
	-21.2
	-17.4

	
	
	
	
	
	
	
	
	

	Taiwan
	-0.5
	23.4
	5.1
	-4.6
	-21.5
	-20.3
	-19.7
	-8.2

	
	
	
	
	
	
	
	
	

	Korea
	7.3
	9.8
	21.4
	7.1
	-5.9
	0.2
	-11.7
	-15.3

	
	
	
	
	
	
	
	
	

	Overall*
	-14.8
	-6.0
	-8.9
	-17.4
	-25.3
	-20.9
	-16.6
	-9.2



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.

2.6 Analysed by major market, exports to the Mainland fell further in the third quarter.  Exports to the US recorded a further decline, and those to the EU continued to fall visibly.  Exports to most other major Asian markets shrank by varying degrees.
[image: ]
Note :	The import demand figure for the EU for the third quarter of 2023 is based on the information available as of early November 2023.
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	Merchandise imports

2.7 Merchandise imports shrank by 6.1% year-on-year in real terms in the third quarter of 2023, after falling by 16.7% in the preceding quarter.  Retained imports, which refer to imports for domestic use and accounted for around one‑fifth of merchandise imports in 2022, reverted to an increase of 7.7%.  Imports for subsequent re‑exports(3) declined further.  

Table 2.3 : 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

	2022	Annual

	-7.2
	-13.9
	
	8.1
	-5.9
	-10.2
	
	4.2

		Q1
	2.9
	-7.0
	(-6.3)
	 10.6
	-7.1
	-13.2
	(-6.1)
	5.4

		Q2
	1.3
	-6.6
	(-1.3)
	8.8
	9.3
	0.6
	(26.5)
	7.5

		Q3
	-11.3
	-17.6
	(-10.5)
	8.1
	-16.7
	-18.3
	(-20.4)
	1.5

		Q4
	-18.8
	-22.9
	(-6.8)
	5.8
	-8.7
	-10.6
	(-6.7)
	2.6

	
	
	
	
	
	
	
	
	

	2023	Q1
	-12.7
	-15.7
	(2.6)
	3.9
	13.0
	10.4
	(14.4)
	2.3

		Q2
	-13.6
	-16.7
	(-2.0)
	3.7
	-14.2
	-16.0
	(-1.4)
	1.8

		Q3
	-2.8
	-6.1
	(1.4)
	3.5
	11.5
	7.7
	(0.9)
	3.2



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

2.8 Exports of services expanded notably by 23.9% year‑on‑year in real terms in the third quarter of 2023, after growing by 22.8% in the preceding quarter.  Exports of travel services leapt almost nine‑fold and recovered to 53% of the level in the same quarter in 2018, thanks to the continued revival of visitor arrivals during the quarter.  Exports of transport services rose further in tandem.  Exports of business and other services grew only modestly amid the difficult external environment.  Meanwhile, exports of financial services fell further alongside subdued cross‑border financial and fund raising activities.
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Table 2.4 : 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

	2022	Annual

	-1.4
	
	-3.4
	62.3
	-1.9
	-3.4

		Q1
	-4.3
	(0.9)
	-2.1
	20.2
	-6.1
	-4.0

		Q2
	2.7 
	(*)
	0.9
	45.5
	2.8
	-0.4

		Q3
	-4.0 
	(-2.9)
	-5.5
	87.8
	-8.5
	-2.9

		Q4
	0.6   
	(2.7)
	-6.8
	94.3
	7.8
	-5.7

	
	
	
	
	
	
	

	2023	Q1
	16.6  
	(16.8)
	3.3
	502.6
	-3.3
	2.8

		Q2
	22.8  
	(5.3)
	1.1
	771.0
	-3.1
	0.7

		Q3
	23.9  
	(-1.8)
	6.3
	791.2
	-4.0
	2.7



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.
	(*)	Change within ±0.05%.



Imports of services

2.9 Imports of services grew visibly by 28.3% in real terms in the third quarter of 2023 over a year earlier, further to 25.4% growth in the preceding quarter.  The increase was mainly driven by the strong growth in imports of travel services.  Imports of business and other services recorded further expansion.  On the other hand, imports of manufacturing services and transport services fell further amid weak trade and cargo flows.
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Table 2.5 : 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

	2022	Annual

		-1.7
	59.7
	-4.3
	-8.5
	-4.6

		Q1
		-3.5 	(-3.0)
	9.7
	-4.4
	1.4
	-5.5

		Q2
		-1.5 	(0.8)
	25.4
	-0.4
	-9.5
	-2.6

		Q3
		-3.2 	(-0.5)
	31.6
	-4.7
	-7.4
	-5.3

		Q4
		1.2 	(3.7)
	164.4
	-7.3
	-15.6
	-4.6

	
	
	
	
	
	

	2023	Q1
		20.7 	(16.0)
	379.0
	-0.4
	-9.1
	1.6

		Q2
		25.4 	(4.9)
	430.8
	-10.3
	-6.5
	*

		Q3
		28.3 	(1.7)
	373.1
	-4.6
	-4.0
	1.8



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.
	(*)	Change within ±0.05%.


Goods and services balance 

2.10 Based on the GDP compilation framework and compared to a year earlier, the goods balance turned to a deficit of $24 billion in the third quarter of 2023, as the value of exports of goods saw a larger decline than that of imports.  Meanwhile, the services surplus narrowed to $38 billion.  The combined goods and services account registered a surplus of $14 billion in the third quarter of 2023, equivalent to 1.1% of total import value, compared to a surplus of $57 billion or 4.3% in the third quarter of 2022.

Table 2.6 : Goods and services balance
($ billion at current market prices)

	
	
	Total exports
	Imports
	Trade balance

	
	
	
Goods
	
Services
	
Goods
	
Services
	
Goods
	
Services
	
Combined
	As % of imports


	2022
	Annual
	4,814
	649
	4,859
	494
	-45
	156
	111
	2.1

	
	
	
	
	
	
	
	
	
	

	
	Q1
	1,219
	168
	1,203
	119
	16
	49
	66
	5.0

	
	Q2
	1,212
	154
	1,290
	116
	-78
	38
	-40
	-2.9

	
	Q3
	1,229
	163
	1,213
	121
	15
	42
	57
	4.3

	
	Q4

	1,154

	165

	1,152

	138

	1

	27

	28

	2.2


	2023
	Q1
	1,025
	190
	1,064
	144
	-39
	46
	7
	0.6

	
	Q2
	1,068
	181
	1,133
	142
	-65
	39
	-26
	-2.0

	
	Q3
	1,164
	194
	1,188
	155
	-24
	38
	14
	1.1



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.

	Figures may not add up exactly to the total due to rounding.



Other developments

2.11 The OASES held the Launching Ceremony of OASES Partnership in October.  An agreement was signed with the first batch of twenty strategic enterprises from the Mainland and overseas which are setting up or expanding their businesses in Hong Kong.  Most of them will set up research and development centres or regional business headquarters in Hong Kong.  In addition to bringing investment and employment, these enterprises will assist in gathering upstream, midstream and downstream enterprises and thus promote vibrant development of the innovation and technology ecosystem in Hong Kong.

2.12 To assist Hong Kong enterprises in developing e-commerce business in the Mainland, the Chief Executive announced in the 2023 Policy Address the launching of “E-commerce Easy” under the Dedicated Fund on Branding, Upgrading and Domestic Sales, to enable enterprises to make use of $1 million flexibly for the implementation of e-commerce projects within the cumulative funding ceiling of $7 million.

2.13 The Government also continued to strengthen Hong Kong’s economic links with the Mainland and overseas economies.  In September, Invest Hong Kong and the General Authority for Investment and Free Zones of the Arab Republic of Egypt signed an MOU, pledging mutual co-operation on investment promotion exchanges and support, in particular, in promoting both inward and outward investments in the two places.  Hong Kong and Türkiye signed an IPPA in October, marking the first IPPA signed by this term of Government.  The Agreement seeks to enhance investor confidence with a view to expanding investment flows and strengthening the economic and trade ties between the two places.  Continuing its efforts to strengthen Hong Kong’s investment relations with other economic partners, the Government also announced in October that, in addition to Bahrain and Saudi Arabia, Hong Kong is negotiating an IPPA with Bangladesh.

2.14 In October, the Chief Executive led a high-level delegation to participate in the third Belt and Road Forum for International Cooperation in Beijing, to proactively share with the international community on Hong Kong’s various strengths, including Hong Kong’s role as the prime functional platform in promoting the high-quality development of the Belt and Road Initiative.  In the same month, the Financial Secretary attended the 2023 Annual Meetings of the IMF and the World Bank Group in Morocco as a member of the Chinese delegation, and introduced Hong Kong’s new opportunities brought about by the development of finance and innovative technology to representatives of central banks and international financial institutions.  Earlier in September, the Financial Secretary also visited four cities in Europe, namely Paris, London, Berlin and Frankfurt, to meet with their respective political, business and financial communities to introduce to them the new advantages of Hong Kong and the new business opportunities that Hong Kong provides, with a view to strengthening bilateral economic ties and mutual co-operation.

Notes :

(1) The table below presents a more detailed comparison between the growth forecasts made by the IMF in October 2023 and those three months ago. 
	
	2022
(%)
	2023

	
	
	July round
(%)
	October round
(%)

	
	
	
	

	World (PPP## weighted)
	3.5
	3.0
	3.0

	Advanced economies
	2.6
	1.5
	1.5

	US
	1.9#
	1.8
	2.1

	Euro area
	3.4#
	0.9
	0.7

	UK
	4.1#
	0.4
	0.5

	   Japan
	1.0#
	1.4
	2.0

	Emerging market and developing economies
	
	
	

	
	4.1
	4.0
	4.0

	Emerging and developing Asia
	4.5
	5.3
	5.2

	Mainland China
	3.0#
	5.2
	5.0

	India^
	7.2#
	6.1
	6.3

	ASEAN-5§
	5.5
	4.6
	4.2

	Middle East and 
Central Asia
	5.6
	2.5
	2.0



	Notes :
	
	(#)
(##)
(^)
(§)
	Actual figures. 
PPP refers to purchasing power parity.
Fiscal year.
Includes Indonesia, Malaysia, the Philippines, Singapore and Thailand.



(2) 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 2, but is included in the trade aggregates under GDP in accordance with the international compilation standard.

(3) 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 2.11 : Exports to Singapore 

plummeted further
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Diagram 2.12 : Merchandise imports shrank further
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Diagram 2.14 : Exports of services 

expanded notably further year-on-year

Diagram 2.13 : The contribution from travel services 

to total exports of services continued to rise
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Diagram 2.15 : The share of travel services to 

overall imports of services rose further
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Diagram 2.16 : Imports of services 

grew visibly
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Diagram 2.1 : Merchandise exports declined further
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Diagram 2.2 : Regional trade flows continued to decline


