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Global Markets Research

Economics—Hong Kong

Hong Kong Deep in Recession

Hong Kong GDP contracted 9.0% YOY in the second quarter. The economy
remained mired in a downturn amid a synchronized fallin consumer spending
and business investment as well as weak international trade. Employment rate
has surgedto over 15-year high. The third virus outbreak in mid-July is likely
to jeopardise any hope of a recovery in 3Q.
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Second quarter GDP unrevised frominitial Hong Kong remained mired in recession in the second quarter of 2020 w ith

estimate, stillworse than previous recessions GDP growth coming in at -9% (1Q: -9.1% revised), unrevised from the
preliminary reading. This marked GDP's fourth back-to-back contraction since
3Q last year. The current dow nturn is w orse than its previous ones during the
Asian Financial Crisis (-8.3%) and Global Financial Crisis (-7.8%). On a
seasonally adjusted QOQ basis, GDP recorded a small decline of -0.1%, after
the heftier fall in 1Q (-5.5%).

The fall in household spending/private consumption expenditure steepened
Consumer spending, investment sustained further to -14.2% YOY (1Q: -10.6%). Government spending rose 9.8% YOY
declines; trade remained weak (1Q: +8.8%) compared to same quarter last year as government raised
spending to combat the ongoing downturn. Gross fixed capital
formation/investment fell even more sharply in 2Q, recording a 21.4% decline
(1Q: -15.8%), its sixth double-digit drop. The private sector slashed spending in
building/construction (-10%) as well as machinery, equipment & intellectual
property products (-18%). Exports of goods continued to fall albeit at smaller
magnitude (-2.4% vs -9.7%). Services exports collapsed by 46.1% YOQOY (1Q: -
37.4%). Imports of goods fell 7.1% YOY (1Q: -11.1%). Similarly, services
imports tanked with a sharp drop of 42.9%. Generally its international trade
sector remained w eak despite a recent rebound in exports to mainland China.
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Stricter social distancing rules to weigh on 3Q
outlook

Unemployment rate highest in more than 15
years
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The minute QOQ change offers signs that the dow nturn has bottomed up.
Chances of a potential stabilization were dampened by the third wave of
Covid-19 virus w hich had hit Hong Kong in mid-July, prompting the imposition
of more stringent social distancing measures. The virus resurgence is even
stronger than March-April, with cases going up as high as 173 at its peak. The
Hong Kong government acted swiftly by closing schools, limiting social
gathering to two persons and prohibiting dine-in after 6pm, after which
restaurants are only allow ed to provide take-away services. These measures
are expected to further weigh on the private sector in the third quarter,
particularly in the food/dining/catering industry w hich has been grappling w ith
the loss in foreign visitors ever since the anti-government protest broke out in
March 2019 and subsequently the halt in global tourism sector altogether, not
to mention the city’s already sky-high rentals.
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Unemployment rate has been climbing since October last year to 6.2% in the
April-June period, its highestlevel in more than 15 years, moving further away
fromits once stable range of 2.8-2.9%. The deteriorating job market suggests
that the government’s stimulus relief packages that include a cash payout of
HK$10,000 may not be sufficient to help its citizen w eather this downturn. The
most recent stimulus package (w orth HKD137.5b) had been announced on 8
Apr, when added to the 2020-21HKD120b budget and HKD30b Anti-epidemic
Fund announced in late February brought the total stimulus to around
HKD288b, representing around 10% of Hong Kong’s GDP. A deteriorating job
market coupled w ith stricter social distancing measures is expected to hamper
consumer spending. Businesses on the other hand w ill continue to cut back on
investment in an ongoing dow nturn.
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Official forecast at -6% to -8% The situation will likely to improve once the virus is contained; its citizens are
well known for adapting and adhering to hygienic practices, after having
battled SARS in early 2000s. Nonetheless, virus resurgence remains a key
risk globally in the absence of vaccines. Even countries with the most
successfully contained outbreak (Vietnam, New Zealand) saw relapses.

The government said that Hong Kong’s near term outlook remains highly
uncertain. Domestic recovery depends on the containment of the virus and
global economic recovery w hich is likely to be bumpy and uneven. US-China
tension also fuels uncertainties. The official forecast for 2020 is now
dow ngraded to -6% to -8%, from the previous -4% to -7%.

Hong Kong Overview:

Figure 2: GDP Expenditure Components Figure 3: External Trade
- YOY % HKS$, bn
N> W
0 4+ -
-20 A
Private Consumption
= ===+ Government spending
-40 — | nvestment
Goods Exports 20
Trade balance, HK$ bn (RHS) r -60
— 0,
60 230 Exports, YOY % (LHS) L 70
2012 2013 2014 2015 2016 2017 2018 2019 2020 2015 2016 2017 2018 2019 2020
Source: Bloonberg Source: Bloonberg
Figure 4: Retail Sales and Visitor Arrival Figure 5: CPl and Major Components
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DISCLAIMER

This report is for information purposes only and does not take intoaccountthe investment objectives, financial situation or particular needs of any
particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer or
solicitation with respectto the purchase or sale of any of the financial instruments mentionedin this reportand will not form the basis or a part of any
contract or commitment whatsoev er.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or
suitability of the data. Any opinions expressed reflect the currentjudgment of the authors of the reportand do not necessarily representthe opinion of
HLBB or any of the companies withinthe HongLeong Bank Group (“HLB Group”). The opinions reflected herein may change without notice and the
opinions do not necessarily correspond tothe opinions of HLBB. HLBB does not hav e an obligation to amend, modify or update this report or to
otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth
herein, changes or subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability toany person or recipient (whether by reason of
negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising out of, contained in
or deriv ed from or omission from the reports or matter. HLBBmay, tothe extent permitted by law, buy, sell or hold significantly long or short positions;
act as investment and/or commercialbankers; be represented on the board of the issuers; and/orengage in ‘market making’ of securities mentioned
herein. The past perf ormance of financial instruments is not indicative of futureresults. Whilst every effort is made toens ure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinionand other subjective judgments contained in this report
are based on assumptions considered to be reasonable as of the date of the documentin which they are contained and must not be construed as a
representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be achieved due to
multiple risk factors including without limitation market volatility, sector v olatility, corporate actions, the unav ailability of complete and accurate
information. No assurance can be given that any opiniondescribed herein would yield favorable investmentresults. Recipients who are not market
prof essional or institutional investor customer of HLBB should seek the advice of their independent financial advisor prior to taking any investment
decision based on the recommendations in this report.

HLBB may provide hyperlinks towebsites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at y our own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distributionto or use by, any person or entity who is a citizen or resident of or located in any state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This reportis for the use of
the addressees only and may not be redistributed, reproduced or passed on to any otherperson or published, in part or in whole, for any purpose,
without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain countries. Persons
into whose possession this report may come are required to inform themselves about and to observe suchrestrictions. By accepting this report, a
recipient hereof agrees to be bound by the foregoing limitations.
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