Economic situation in the first
quarter of 2020 and latest GDP and
price forecasts for 2020 (with photo)

The Government released today (May 15) the First Quarter Economic Report
2020, together with the revised figures on Gross Domestic Product (GDP) for
the first quarter of 2020.

The Government Economist, Mr Andrew Au, described the economic situation
in the first quarter of 2020 and the latest GDP and price forecasts for 2020.

Main points

* The economic recession deepened in Hong Kong in the first quarter of 2020,
as the threat of COVID-19 and the necessary anti-epidemic measures seriously
disrupted a wide range of local economic activities and supply chains in the
region. With the disease evolving into a pandemic in March, the economic
fallout became even more severe. Real GDP contracted sharply by 8.9% in the
first quarter from a year earlier, after declining by 3.0% in the preceding
quarter. On a seasonally adjusted quarter-to-quarter comparison, real GDP
plunged by 5.3% in the first quarter, after a decrease of 0.5% in the
preceding quarter. Both rates of decline were the steepest for a single
quarter on record.

* Total exports of goods saw a visibly enlarged year-on-year fall of 9.9% in
real terms in the first quarter, weighed by the serious disruptions to
economic activities in the Mainland, the regional supply chains and related
trading activities amid the threat of COVID-19, and later by sharp moderation
of economic activities worldwide. Exports of services plummeted by a record
37.8% in real terms from a year earlier, with inbound tourism at a standstill
in February and March and cross-boundary transport and commercial services
falling distinctly.

* Domestic demand weakened markedly. The year-on-year fall in private
consumption expenditure widened sharply to 10.1% in real terms in the first
quarter, as the threat of COVID-19 and resulting social distancing measures
seriously disrupted consumption-related activities, while austere labour
market conditions dealt a heavy blow to consumer sentiment. Overall
investment expenditure continued to show a sharp year-on-year contraction of
14.3% in real terms amid subdued business sentiment and falling construction
activity.

* The labour market showed further sharp deterioration in the first quarter.
The seasonally adjusted unemployment rate soared to 4.2%, the highest in more
than nine years. The underemployment rate likewise increased notably to an
almost 10-year high of 2.1%. Total employment saw a record decrease.

* The local stock market showed a notable correction in the first quarter,
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with market sentiment hard hit by the economic fallout of the COVID-19
pandemic. The residential property market lacked clear direction amid immense
uncertainties about the impact of the pandemic and the resultant large-scale
monetary easing measures by the major central banks. Trading activities
slowed down visibly, while flat prices edged down by 1% during the quarter.

* Looking ahead, as many major economies are still facing the serious threat
of COVID-19, the global economy may continue to experience sharp contraction
in the near term despite the massive monetary and fiscal support measures
from central banks and governments worldwide. The progress of reopening the
major economies and thus the timing and speed of recovery of the global
economy will hinge on the developments of the pandemic and global public
health situation, which are subject to huge uncertainties. Besides, the
USa€‘Mainland economic and trade relations, geopolitical tensions and global
financial market volatility continue to warrant attention. Amid a still
austere external environment, Hong Kong's export performance will remain
under pressure in the near term.

* Recently there have been signs that the epidemic is getting contained in
Hong Kong. However, local economic activities indicate that business
sentiment has remained subdued. As inbound tourism is likely to remain at a
standstill until the pandemic is well contained and travel restrictions are
gradually eased, the business environment facing the consumption- and
tourism-related sectors will remain challenging in the near term.

* Considering the sharp economic contraction in the first quarter, the high
uncertainties surrounding the pandemic, the difficult global economic
situation, but also the cushioning effects of the massive relief measures
rolled out by the Government, the real GDP growth forecast for 2020 as a
whole has been revised downwards to -4% to -7%, as announced by the Financial
Secretary on April 29. If the local epidemic remains well contained and our
major trading partners are successful in reopening their economies, Hong
Kong's economic performance will hopefully improve gradually in the second
half of the year. The Government will continue to closely monitor the
situation and introduce measures as necessary to support enterprises and
safeguard jobs.

* Underlying consumer price inflation edged down to 2.9% in the first quarter
from 3.0% in the preceding quarter. Inflationary pressure is likely to ease
in the near term. Domestic cost pressures should continue to abate amid the
austere local economic situation. External price pressures are expected to
subside further in view of the deep global recession and the recent
strengthening of the Hong Kong dollar along with the US dollar. Taking into
account these factors and the actual outturn in the first quarter, the
forecast rates of underlying and headline consumer price inflation for 2020
as a whole are revised downwards to 2.2% and 1.4% respectively, from 2.5% and
1.7% as announced in the Budget.

Details

GDP



According to the revised data on the GDP released today by the Census
and Statistics Department, GDP contracted sharply by 8.9% in real terms in
the first quarter of 2020 from a year earlier (the same as the advance
estimate), after declining by 3.0% in the preceding quarter. On a seasonally
adjusted quarter-to-quarter comparison, real GDP plunged by 5.3% in the first
quarter (the same as the advance estimate), after a decrease of 0.5% in the
preceding quarter (Chart).

The latest figures on GDP and its major expenditure components up to the
first quarter of 2020 are presented in Table 1. Developments in different
segments of the economy in the first quarter of 2020 are described below.

External trade

Total exports of goods plunged by 9.9% in real terms in the first
quarter of 2020 from a year earlier, visibly larger than the 2.5% fall in the
preceding quarter. Both exports to the Mainland and re-exports of Mainland
origin dived in the first two months of the year combined as the threat of
COVID-19 caused serious disruptions to economic activities in the Mainland,
regional supply chains and related trading activities. For the first quarter
as a whole, exports to the Mainland fell moderately. Exports to the US and
the EU recorded further sharp falls, partly due to plunging demand in March
when the disease spread to most parts of the world. Exports to many other
major Asian markets also registered declines of varying degrees. On a
seasonally adjusted quarter-to-quarter basis, total exports of goods fell by
9.2% in real terms in the first quarter, having increased by 2.0% in the
preceding quarter.

Exports of services plummeted by a record 37.8% year-on-year in real
terms in the first quarter, following an already very steep decline of 24.2%
in the preceding quarter. Exports of travel services fell drastically, as the
COVID-19 pandemic resulted in widespread travel restrictions and border
controls across the world. Exports of business and other services showed a
visibly enlarged decrease, dampened by the extremely austere external
environment. Exports of transport services took a dive, as cross-boundary
passenger flows came to a virtual halt in February and March and cargo flows
turned more subdued. Exports of financial services fared relatively better
and grew mildly from a year earlier, supported by active financial market
trading amid the turbulent market situation. On a seasonally adjusted
quarter-to-quarter basis, exports of services declined further by 16.8% in
real terms in the first quarter, having decreased by 10.6% in the preceding
quarter.

Domestic sector

Domestic demand weakened markedly. The year-on-year fall in private
consumption expenditure widened sharply from 2.9% in real terms in the
preceding quarter to 10.1% in the first quarter of 2020. The threat of
COVIDa€‘19 and resulting social distancing measures severely disrupted
consumption-related activities, while austere labour market conditions
heavily weighed on consumer sentiment. Residents' expenditure abroad plunged,



as people delayed or cancelled their travel plans in the face of travel
restrictions and quarantine measures around the world. On a seasonally
adjusted quarter-to-quarter comparison, private consumption expenditure
decreased by 6.7% in real terms in the first quarter after increasing by 0.3%
in the preceding quarter. In contrast, government consumption expenditure
grew notably by 8.3% year-on-year in real terms in the first quarter, after a
6.1% growth in the preceding quarter.

Overall investment spending in terms of gross domestic fixed capital
formation fell significantly by 14.3% year-on-year in real terms in the first
quarter, following a decline of 16.8% in the preceding quarter. Within the
total, expenditure on acquisitions of machinery, equipment and intellectual
property products showed another large decline of 18.0%, as there was a
further deterioration of business sentiment amid the COVID-19 pandemic.
Expenditure on building and construction continued to fall visibly by 9.1%,
with both private and public sector activities shrinking further. Meanwhile,
the costs of ownership transfer plunged along with the sharp fall in property
transactions in both residential and non-residential segments.

The labour sector

The labour market showed further sharp deterioration in the first
quarter. The seasonally adjusted unemployment rate soared to 4.2%, the
highest in more than nine years, with lower-skilled workers experiencing a
faster rise in unemployment. The underemployment rate likewise increased
notably to an almost 10-year high of 2.1%. Total employment saw a record
decrease, signifying significant job losses.

The asset markets

The local stock market saw a notable correction in the first quarter of
2020, as market sentiment was hard hit by the economic fallout of the
COVID-19 pandemic. The Hang Seng Index (HSI) closed at 23 603 at end-March,
down markedly by 16.3% from end-2019, the largest quarterly decline since the
third quarter of 2015. On May 14, the HSI closed at 23 830.

The residential property market lacked clear direction in the first
quarter of 2020 amid immense uncertainties about how the COVID-19 pandemic
and the resultant large-scale monetary easing measures by the major central
banks will affect the economy and the market. Trading activities slowed down
visibly. The number of residential property transactions, in terms of the
total number of sale and purchase agreements for residential property
received by the Land Registry, declined visibly by 21% from the preceding
quarter or 26% from a year earlier to 10 204 in the first quarter. Flat
prices edged down by 1% during the first quarter, but the level in March 2020
still exceeded the 1997 peak by 117%. The index of home purchase
affordability remained elevated at around 73% in the first quarter.
Meanwhile, flat rentals continued to decrease amid a weak economy, by 4%
during the quarter. The commercial and industrial property markets quietened
further, with trading activities plunging to record low levels. Prices for
major market segments exhibited diverse movements, while rentals fell.



Prices

Consumer price inflation remained moderate in the first quarter. Netting
out the effects of the Government's one-off relief measures, underlying
consumer price inflation edged down from 3.0% in the preceding quarter to
2.9% in the first quarter. While prices of pork and some other basic
foodstuffs recorded larger increases, price pressures on many major CPI
components showed easing of varying degrees. Domestically, the increase in
private housing rentals decelerated further, as the effect of softening
fresh-letting residential rentals over the past year or so continued to feed
through. Business cost pressures also abated amid the austere local economic
conditions, with wages rising at a slower pace and commercial rentals easing
further. Meanwhile, external price pressures subsided. Alongside the weakened
global demand and softened international commodity and energy prices amid the
COVID-19 pandemic, inflation rates in many of Hong Kong's major import
sources eased visibly towards the end of the quarter. These developments,
together with the strengthening of the Hong Kong dollar along with the US
dollar against other major currencies, have led to some softening of import
prices. Headline consumer price inflation went down visibly from 3.0% in the
preceding quarter to 2.0% in the first quarter, mainly reflecting the
implementation of new one-off relief measures by the Government.

Latest GDP and price forecasts for 2020

Looking ahead, as many major economies are still facing the serious
threat of COVID-19, the global economy may continue to experience sharp
contraction in the near term despite the massive monetary and fiscal support
measures from central banks and governments worldwide. The progress of
reopening the major economies and thus the timing and speed of recovery of
the global economy will hinge on the developments of the pandemic and global
public health situation, which are subject to huge uncertainties. Besides,
the USa€‘Mainland economic and trade relations, geopolitical tensions and
global financial market volatility continue to warrant attention. Amid a
still austere external environment, Hong Kong's export performance will
remain under pressure in the near term.

Recently there have been signs that the epidemic is getting contained in
Hong Kong. However, local economic activities indicate that business
sentiment has remained subdued. As inbound tourism is likely to remain at a
standstill until the pandemic is well contained and travel restrictions are
gradually eased, the business environment facing the consumption- and
tourism-related sectors will remain challenging in the near term.

Considering the sharp economic contraction in the first quarter, the
high uncertainties surrounding the pandemic, the difficult global economic
situation, but also the cushioning effects of the massive relief measures
rolled out by the Government, the real GDP growth forecast for 2020 as a
whole has been revised downwards to -4% to -7%, as announced by the Financial
Secretary on April 29 (Table 2). If the local epidemic remains well contained
and our major trading partners are successful in reopening their economies,
Hong Kong's economic performance will hopefully improve gradually in the



second half of the year. The Government will continue to closely monitor the
situation and introduce measures as necessary to support enterprises and
safeguard jobs. For reference, the latest forecasts by private sector
analysts range from -3.0% to -8.7%, averaging around a€‘5.1%.

On the inflation outlook, inflationary pressure is likely to ease in the
near term. Domestic cost pressures should continue to abate amid the austere
local economic situation. External price pressures are expected to subside
further in view of the deep global recession and the recent strengthening of
the Hong Kong dollar along with the US dollar. Taking into account these
factors and the actual outturn in the first quarter, the forecast rates of
underlying and headline consumer price inflation for 2020 as a whole are
revised downwards to 2.2% and 1.4% respectively, from 2.5% and 1.7% as
announced in the Budget (Table 2).

The First Quarter Economic Report 2020 is now available for online
download, free of charge at www.hkeconomy.gov.hk/en/situation/index.htm. The

Report of the Gross Domestic Product, First Quarter 2020, which contains the
GDP figures up to the first quarter of 2020, is also available for online
download, free of charge at the homepage of the Census and Statistics
Department at www.censtatd.gov.hk.

Hong Kong Customs combats online sale
of infringing HKDSE Examination
teaching notes

Hong Kong Customs yesterday (May 14) conducted an operation to combat
the online sale of infringing teaching notes for the Hong Kong Diploma of
Secondary Education (HKDSE) Examination. During the operation, one person was
arrested and a batch of items suspected to be involved in the case was
seized, including a desktop computer set, a notebook computer, a tablet
computer and a mobile phone.

Customs earlier received a complaint from a copyright owner alleging
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that suspected infringing HKDSE Examination teaching notes were put on sale
through online platforms.

After an in-depth investigation with the assistance of the copyright
owner, Customs officers found that a seller solicited business via a "cross-
platform, multiple accounts" approach. Upon receiving orders, the seller
would ask the buyers to transfer money to the designated electronic payment
accounts. A hyperlink for downloading the suspected infringing HKDSE
Examination teaching notes would then be sent to the buyers via email.

Customs officers took enforcement action yesterday and arrested a 20-
year-old man in Tung Chung suspected to be involved in the case.

Investigation is ongoing.

Under the Copyright Ordinance, any person who sells or possesses for
sale any infringing goods commits an offence. The maximum penalty upon
conviction is a fine of $50,000 per infringing copy and imprisonment for four
years.

Members of the public may report any suspected infringing activities to
Customs' 24-hour hotline 2545 6182 or its dedicated crime-reporting email
account (crimereport@customs.gov.hk).

Effective Exchange Rate Index

The effective exchange rate index for the Hong Kong dollar on Friday,
May 15, 2020 is 108.9 (up 0.1 against yesterday's index).

Transcript of remarks by LegCo
President on invoking RoP 92 to deal
with delay in election of House
Committee Chairman

The following is issued on behalf of the Legislative Council Secretariat:

Following is the remarks by the President of the Legislative Council
(LegCo), Mr Andrew Leung, on invoking Rule 92 of the Rules of Procedure (RoP)
to deal with the delay in the election of the LegCo House Committee (HC)
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Chairman at a media briefing at the LegCo Complex today (May 15):

I have invited representatives of Members belonging to different
political affiliations and parties to have a meeting this morning with a view
to resolving the current impasse of HC. Unfortunately, pan-democratic Members
did not attend.

As President, I have the responsibility to protect the Legislature and
ensure that LegCo functions orderly. Over the past six months, I have
attempted in different ways to help and hope HC could solve the impasse by
itself. As early as late-March, I sought legal advice from outside Senior
Counsels Mr Benjamin Yu and Mr Jenkin Suen on the responsibility and powers
of the incumbent HC Chairman.

At the same time, I sought legal advice from Lord Pannick QC and Mr
Anthony Chan of Counsel on what actions could be taken by me as President of
the LegCo with reference to experience of overseas legislatures. I received
the latter piece of legal advice this week.

According to the Counsel's advice, the most effective solution for me is
to invoke RoP 92 to introduce a new procedure for dealing with the current
impasse in HC.

I decided to specify Hon Chan Kin-por as the member presiding at the
election of HC Chairman at a HC meeting to be held at 1llam next Monday (May
18). When presiding at the election, Mr Chan shall proceed straight to
balloting and shall not hear points of order or entertain any motion.

Before deciding to invoke RoP 92, I have been hoping that HC could
resolve (the impasse) by itself. Regrettably, the HC meeting held last Friday
(May 8) presided by Hon Dennis Kwok failed to elect the Chairman and the
afternoon meeting chaired by Hon Starry Lee had dealt with many outstanding
items but the meeting proceeded in chaos and confrontations between Members.

The inordinate delay in the election cannot be allowed. The present
situation must be ended immediately.

I must stress that my decision is made to address the exceptional
difficulties. I appeal to Members to put aside political differences and
elect the HC Chairman quickly.

One-off Grant to Registered Sports
Coaches scheme opens for applications

A spokesman for the Leisure and Cultural Services Department (LCSD) said
today (May 15) that the Government will launch a One-off Grant to Registered
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Sports Coaches scheme under the second round of the Anti-epidemic Fund. The
scheme is now open for applications. Each eligible registered sports coach
can receive a one-off grant of $7,500. The scheme aims to provide immediate
financial relief to eligible registered sports coaches whose coaching and
teaching services have been seriously affected by the COVID-19 pandemic and
social distancing measures imposed by the Government.

Sports coaches registered under National Sports Associations or
recognised sports organisations who had provided coaching services from April
1, 2019, to March 31, 2020, are eligible for application. They should submit
applications to the Sports Funding Office of the LCSD by June 15. The grant
will be disbursed in batches around one month after receipt of the completed
application form and supporting documents.

The application form and guidelines can be downloaded from the LCSD
website
(www.lcsd.gov.hk/en/programmes/programmeslist/sss/subsidyscheme.html). These
documents are also available from the 18 District Leisure Services Offices of
the LCSD. For enquiries, please contact the Sports Funding Office at 2601
7411.
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