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1Q GDP growth weakened to lowestsince
GFC on weak private spending & exports

Hong Kong first quarter GDP growth eased further to 0.6% YO, its slowest
since the Global Financial Crisis nearly a decade ago, highlighting
entrenched domestic demand and its vulnerabilies to slower global growth
abroad. Heavy reliance on China for incoming tourists, exports of goods as
well as investment continues to pose downside risk to the economy in
general, and could stand to lose more should US-China trade tensions
escalate further. On a positive note, GDP managed to rebound on a quarterly
basis by 1.3% offering reprieves that momentum is not deteriorating further
as home prices recover in recent months. Looking ahead, we are still bearish
of the Hong Kong’s economy but expect growth to rebound from the low in
first quarter and stabilize in the second half of 2019 barring the above
mentioned trade fallout as a recovery in the property sector could improve
household wealth which in turn could lend some support to domestic

demand.
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GDP growth decelerated to slowest level since Hong Kong real GDP growth decelerated further to 0.6% YOQOY in the first

Global Financial Crisis. quarter of 2019 (4Q: +1.2% revised) marking its slowest growth since the
global financial crisis nearly a decade ago. The number was revised slightly
upw ard from the Censtat’s advance estimate of 0.5% Y QY released in early
May. The latest release also confirmed a downward revision to 4Q18 GDP
print from 1.3% YOY to 1.2% YOY. On a positive note, GDP managed to
rebound by 1.2% QOQ on a seasonally adjusted basis (4Q: -0.5% revised)
offering some reprieves that momentum may be slow ly picking up in the Hong
Kong economy.

Private consumption expenditure nearly Breaking dow n the major GDP components, private consumption expenditure
stagnated is one culprit behind the poor headline figure, posting a mere 0.2% YOQOY gain
(4Q: 2.7% revised). The near stagnation was driven by a sharp fall in
consumer durables (-6.1% vs +4.4%) and a further decline in spending on
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food (-1.2% vs -0.6%). Expenditure on consumer non-durables (+4.5% vs
(+1.2% vs +2.3%) also appeared to be softer, largely in line with the poor retail
sales performance in the last two months of the first quarter as consumers
severely cut spending after Lunar New Year celebration in early February.
Government consumption expenditures continued to see solid grow th of 4.5%
YOY albeit at a slower pace compared to the 4.9% Y QY gain in the previous
quarter.

Investment dipped further for the second running quarter, by a larger margin
of 7.1% YOY (4Q: -5.8% revised) after recording its first decline since 3Q17 in
the last quarter, again reflecting the extended but slower contraction in
building and construction investment (-3.5% vs -4.9%) and the fall in
machinery, equipment and intellectual property products (-1.8% vs 4.7%).

International trade w eakened tremendously in the first quarter. Goods exports
fell 4.1% Y OY (4Q: 0.0% revised) after a flat 4Q, its first decline since 1Q16,
as shipments to majority of key trading partners recorded decline. Notably,
exports to China fell sharply by 8.9% Y OY (4Q: -2.3%) w hile shipment to the
US also fell by 9.9% YOY (4Q: +3.1%). Grow th in services exports meanw hile
pulled back to 1.1% YOY (4Q: +3.3% revised), continuing its dow nw ard trend
since 1Q18.

Similarly goods imports also saw an outsized fall of 4.7% YOY (4Q: -0.5%
while services imports experienced a change in direction as it posted a decline
of -0.8% YOY (4Q: +2.1% revised), underscoring the severe lack of domestic
demand for oversea products.

The much slower growth in the first quarter is not surprising in our view as
the Hong Kong economy continues to face domestic and external headw inds
stemming from both slower domestic and overseas demand. Hong Kong’s
highly open economy means that it is extremely vulnerable to demand
conditions abroad. Globally, grow th trajectory for major developed economies
appear to be bumpy, with the Eurozone, UK and Japan poised to see only
modest gains. The US is not exactly in its exceptional state as manufacturing
and retail data softened amidst w aning stimulus effect.

Hong Kong’s huge reliance on China for incoming tourists, exports of goods
as well as investment continues to post dow nside risk to the economy in
general. Despite upbeat first quarter GDP print which shows that the
economy is stabilizing, w e think that outlook for China remains skew ed to the
dow nside as proven in the recently disappointing retail sales and industrial
production. Uncertain US-China trade relation future is of course the crux of
the w hole big issue, the most recent tariff hikes could be extended further to
impact the largely untaxed Chinese-made consumer goods, elevating the
current trade spat to a full blow n scale.

Looking ahead, we are still bearish of the Hong Kong’s economy but expect
grow th to rebound fromthe low in first quarter and stabilize in the second half
barring the above mentioned trade war escalation, as the recovery in home
prices is set to improve household wealth which in turn could lend some
support to domestic demand. With the latest revised figure, the Hong Kong
government has maintained its growth forecast for 2019 at 2-3% as
announced in the FY2019/2020 Budget.
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Hong Kong Overview:

Figure 2: GDP Expenditure Components

Figure 3: External Trade
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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 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 f orm 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 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 change 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, employ ees and representatives do not have any responsibility or liability to any 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 derived from or omission from the reports or matter. HLBB may, to the extent permitted by law, buy, sell or hold significantly long or short positions;
act as investment and/or commercial bankers; be represented on the board of the issuers; and/or engage in ‘market making’ of securities mentioned
herein. The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ens ure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments 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 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 volatility, corporate actions, the unavailability of complete and accurate
information. No assurance can be given that any opinion described herein would yield favorable investment resukts. Recipients who are not market
professional 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 to websites of entities mentioned in this report, howev er 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 atyour own risk. HLBB
does not accept responsibility whatsoev er for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to 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, av ailability or use would be contrary to law or regulation. This report is for the use of
the addressees only and may not be redistributed, reproduced or passed on to any other person 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 observ e such restrictions. By accepting this report, a
recipient hereof agrees to be bound by the foregoing limitations.
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