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      Hong Kong economy shrank 6.1% in 2020 
 Worst annual contraction on record 

 High unemployment rate remains a concern 

 Stronger external demand a positive sign for trade related sectors 

Background 

The Hong Kong economy contracted by 3.0% y/y in the final quarter of 
2020, an improvement from the 3.6% decline in the third quarter thanks 
to improvement in domestic and external demand. On a seasonally 
adjusted quarter-on-quarter basis, GDP posted a minor 0.2% expansion, 
compared to the 2.7% q/q growth prior, reflecting the economic impact 
of Covid-19 restrictions placed on 10 December. For the full year of 
2020, the economy shrank by 6.1% (2019: -1.2%), marking its second 
year of downturn and also its largest ever contraction.  

Compared to the same quarter last year, improvements were broad-
based. Personal consumption expenditure fell  7.2% y/y (3Q: -8.2%); 
government spending reported a more modest 5.6% y/y growth (3Q: 
+7.1%). Domestic investment turned around and grew 2.6% y/y (3Q: -
10.9%).  Exports of goods rose 5.5% (3Q: +3.9%) while exports of 
services declined 29.3% (3Q: -33.5%) with the tourism sector still 
battered by the absence of foreign travellers. Goods imports picked up 
sharply by 6.9% (3Q: +1.9%) while services imports remained nearly 36% 
lower (3Q: -36%). 

Outlook  

We expect consumer demand to continue improve in 2021 although it is 
unlikely to see a marked increase in spending judging from the elevated 
level of unemployment rate (7.0% in January) and the continuously 
weak property prices.  

The government’s undaunted commitment to contain the pandemic via 
strict social distancing rules could constrain overall  economic activity, 
thus limiting growth potentials. This is evident in the meagre quarterly 
growth in 4Q when the government significantly tightened rules on 10 
December and made several extension thereafter. These swift 
responses have proven to be effective thus far, keeping daily cases at 
low levels. Restrictions have been loosened for the Feb 18 -March 3 
period. This shall lead to some temporary boost to overall  consumption 
but any spike in cases (followed by tighter rules) would risk reversing 
any gains.  

International travel is expected to remain shuttered for the rest of the 
year with the WHO now expecting the pandemic to end in early 2022. 
Visitors from China which are crucial for Hong Kong’s retail  sector 
remained extremely low. The 21-day hotel quarantine requirement (for 
visitors outside China) also serves as deterrence.  

 
 
Figure 1: Hong Kong’s economy contracted 
for second year in a row 
 

 
Source: Bloomberg 
 
Figure 2: Unemployment Rate remained 
high despite economic recovery 

 
Source: Bloomberg 
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Having said that, Hong Kong is expected to continue benefit from strong 
external demand particularly from China via the trade sector. Exports to 
China surged nearly 18% at late 2020 while exports to other trading 
partners also recorded a modest increase for the second consecutive 
month. Rising global vaccination rate and easing infections in major 
countries suggest that global demand could pick up further in the 
coming months. 

Government pledged HKD120b to fight pandemic downturn 

The government announced this morning that it has pledged over HKD 
120b ($15.5b) worth of funds for counter cyclical measures designed to 
combat the pandemic-related downturn. This is part of a HKD727.8b 
spending plan for financial year 2021-22. Among the measures include 
HKD5000 electronic vouchers to each resident to encourage spending as 
well as an ear-marked HKD15b in guaranteed personal loans for the 
jobless. The overall  budget is expected to have a stimulus effect of 
around 2.0% of GDP and the government is expected to incur a budget 
deficit of HKD101.6 in the 21-22 financial period, compared to the HKD 
257.6b deficit in 20-21.  Historically it had been able to maintain a fiscal 
surplus but the US-China trade war and domestic unrests in 2018-2019 
brought an end to the 15-year streak. In a bid to narrow the fiscal gap, it 
resorts to raise revenues by hiking the trading tax from 0.1% to 0.13%. It 
has also embarked on an expenditure reduction program to cut 
spending across bureaucracies. The government estimated that the 
economy would grow 3.5 to 5.5% in 2021.  
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DISCLAIMER 

This report is for information purposes only and does not take into account the 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 respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis 

or a part of any contract or commitment whatsoever.  

 
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, co mpleteness or 

suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the 
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may cha nge without 

notice and the opinions do not necessarily correspond to the opinions of HLBB.  HLBB does not have 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 to any person or recipi ent (whether by 

reason of negligence, negligent misstatement or otherwise) arising from any statement, opini on or information, expressed or implied, arising 

out of, contained in or derived from or omission from the reports or matter .  
 

Potential and actual conflict of interest may arise from the  activities of HLB Group. HLB Group constitute a diversified fina ncial services group. 

These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions  and other 

activities for their own account or  the account of others. In the ordinary course of their business, HLB Group may effect transactions for t heir 
own account or for the account of their customers and hold long or short positions in the financial instruments . HLB Group, in connection with 

its business activities, may possess or acquire material information about the financial instruments. Such activities and information may 

involve or have an effect on  the  financial instruments. HLB Group have no obligation to disclose such information about the f inancial 
instruments or their activities.  

 

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of fac ts 

made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgment s contained in this 
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and mu st not be 

construed as a representation that the matters referred to therein will occur.  Any projections or forec asts mentioned in this report may not be 

achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, t he unavailability of 

complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results. 
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their indepen dent financial 

advisor prior to taking any investment decision based on the recommendations in this report.  
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own risk. HLBB does not accept responsibility whatsoever for any such material, nor for consequences of its use.  
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