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HKU Announced 2012 Q4 HK Macroeconomic Forecast

Slower Economic Growth in Hong Kong

The APEC Studies Programme of the Hong Kong Institute of Economics and Business
Strategy at the University of Hong Kong (HKU) released its quarterly Hong Kong
Macroeconomic Forecast today (October 10). According to its High Frequency
Macroeconomic Forecast, real GDP in 12Q3 is estimated to increase by 2.8% when
compared with the same period last year. This is a downward revision of the previous
forecast of 3.0% growth released on July 11, 2012, reflecting a weaker external demand.

In 12Q4, real GDP growth is forecast to rise by 1.9% when compared with the same

period last year.

Real Gross Domestic Product
(YYear-on-year percentage change, 2009 prices)

AN ANOTANDT ANNTANDLTANDT ANDTANDTANDT ANDTANDT AN AN®
0404040 {0{0J0 (040040 (0000400 0 0 0/0 0000 0040 00004000 004004000 000 00 el0l0lol0]
000 dddANNNNNNNIANIITIINVONOOOOORNRRNODDONDNIDOOO0OAAAANNNN
OO0 0000000000000 0000O0O0000000000000O0O0O00AdTdAdAAAAAAH



Professor Richard Wong Yue-Chim, Professor of Economics at HKU said that, "Hong
Kong's real GDP in 2012 is estimated to grow by 2.3% in the second half of this year,
picking up from the 0.9% increase in the first half. This acceleration in output growth
reflects a rebound in the visible trade. For the year as a whole, real GDP is forecast to
increase by 1.6%, as compared with the 5.0% growth in 2011. The growth in real GDP
is driven by domestic demand, with external demand making a negative contribution.
The increase in domestic demand is estimated to account for 3.3 percentage point of the
1.6% overall increase in real GDP in the current year, while the net exports of goods and
services is estimated to subtract 1.7 percentage point from overall growth."

"The labour market is projected to remain relatively stable with the unemployment rate
forecast to increase to 3.3% in 12Q4, up from 3.2% in 12Q3. The number of
unemployed workers is projected to rise by 4,000, and the number of employed workers
is estimated to go up by 3,000 in the current quarter. Inflationary pressure is relatively
stable, with the price level, as measured by the composite CPI, estimated to increase to
4.1% in 12Q4," according to Dr. Alan Siu, Executive Director of the Hong Kong
Institution of Economics and Business Strategy at HKU.

The forecast details are in Table 1 and Table 2, and the forecasts of selected monthly
indicators are in Table 3.  All growth rates reported are on a year-on-year basis.

Forecast Highlights

Given a more uncertain economic outlook, private consumption spending grew by 3.7%
in 12Q2, decelerating from the 6.5% growth in 12Q1. The deceleration in the growth of
consumption spending will continue. Private consumption spending is projected to
grow, but at a slower pace, with a growth rate forecast to be 2.8% in 12Q3 and decelerate
to 2.5% in 12Q4. For the year as a whole, private consumption spending is forecast to
grow by 3.8%.

Benefit by the pickup of visitor arrivals during August 2012, the volume of retail sales
grew by 3.2%, faster than the 1.4% growth in July 2012. The sharp fall in spending on
jewellery, watches and valuable gifts will continue to put a downward pressure on the
growth of retail sales. The growth of the volume of retail sales is expected to moderate
to 3.8% in 12Q3 and 3.3% in 12Q4. For the 2012 as a whole, it is projected to grow by
6.3%.



Exports of goods dropped by 0.4% in 12Q2, a sound improvement from the 5.7% decline
in 12Q1. With the confirmation of supportive accommodative policies by the Fed, the
export growth is expected to resume in the second half of this year. The growth of the
exports of goods is estimated to be 2.0% in 12Q3, and picking up to 3.9% in the current
quarter. For the year as whole, total exports of goods is forecast to have zero growth in
2012.

Imports of goods increased by 0.7% in 12Q2, reverted from the 2.7% drop in 12Q1. In
tandem with the pickup in the exports of goods, imports of goods is forecast to grow by
2.7% in 12Q3 and to rise by 5.2% in 12Q4. For the year as a whole, it is projected to
grow by 1.6%.

Service exports grew by 2.1% in 12Q2, decelerating from the 2.9% growth in 12Q1.
Along with the visitor arrivals growth of 20.5% in August and resumption of growth in
visible trade, service exports is expected to improve further. It is forecast to grow by
3.9% in 12Q3 and picking up to 5.0% in 12Q4. For the year as whole, total exports of
services is forecast to increase by 3.5% in 2012.

Service imports went up by 1.5% in 12Q2, decelerating from the 3.5% growth in 12Q1.
Service imports is forecast to grow by 0.7% and 2.8% in 12Q3 and 12Q4 respectively.
It is estimated to grow by 2.1% in the whole year of 2012.

Gross fixed capital formation grew by 5.7% in 12Q2, slowing down from the 12.9%
growth in 12Q1. Infrastructural projects will continue to provide impetus for
investment spending. The gross fixed capital formation is projected to grow by 5.4% in
12Q3 and 4.2% in 12Q4. The annual growth is estimated to be 6.8%.

Investment in land and construction went up by 5.7% in 12Q2. The infrastructural
projects will continually provide growth momentum, with the growth rate projected to be
1.1% in 12Q3 and to 0.4% in 12Q4. The annual growth of 2012 is estimated to be
2.5%.

Investment spending in machinery, equipment and computer software increased by 5.7%
in the 12Q2. Underpinned by the low interest environment, investment in machinery,
equipment and computer software is projected to increase by 8.3% in 12Q3 but
moderated to 6.9% growth in 12Q4 when compared with the same period last year. Itis
projected to increase by 10.1% for the year of 2012 as a whole.



Composite Consumer Price Index
(Year-on-year percentage change)

e The general price level, as measured by the Composite CPI, rose by 3.8% in August
2012. The headline consumer inflation rate was 4.2% in 12Q2. If there were no fiscal
measures, the underlying rate would have been 5.1% in 12Q2. Inflationary pressure is
projected to ease further, given the decelerating growth in food and rental prices. The
inflation rate is forecast to be 3.8% in 12Q3 and increase to 4.1% in 12Q4. For the year
as a whole, the headline consumer inflation is estimated to be 4.3% for the year of 2012,
as compared to the 5.3% in 2011.



Unemployment Rate
(Seasonally adjusted)

e The provisional seasonally adjusted unemployment rate remained at 3.2% in the 3
months ending in August 2012. Hong Kong's labour force reached an all-time-high
level of 3.8 million persons in 12Q3. The unemployment rate is forecast to be 3.2% in
12Q3, and to rise slightly to 3.3% in 12Q4. The labour force is estimated to increase by
7,000 persons with the number of jobs increased only by 3,000, resulting in the number
of unemployed going up by 4,000 persons. For the year of 2012 as a whole, the
unemployment rate is estimated to average out to be 3.3%.

Concluding Remarks

Despite a challenging global environment due to the sovereign debt crisis in Europe and
anemic economic recovery in the United States, the Hong Kong economy still managed
to grow by 5% last year, down from the 7.0% growth in 2010. In our press release in
January this year, the global economy was projected to continue to slow further, with
Hong Kong's real GDP growing by 2% to 3%. It turns out that the global economy is
weaker than the estimate at the beginning of the year. Our real GDP is now revised to
grow by only 1.6% in 2012.



About Hong Kong Macroeconomic Forecast Project

The Hong Kong Macroeconomic Forecast is based on research conducted by the APEC
Studies Programme of the Hong Kong Institute of Economics and Business Strategy at
HKU in the Faculty of Business and Economics. It aims to provide the community
with timely information useful for tracking the short-term fluctuations of the economy.
The current quarter marco forecasts have been released on a quarterly basis since 1999.

The high frequency forecasting system was originally developed in collaboration with
Professor Lawrence Klein of the University of Pennsylvania in 1999-2000. Since
then, the system has been maintained and further refined by the APEC Study Center
which is now a research programme area of the Hong Kong Institution of Economics
and Business Strategy.

The project is sponsored by the Faculty of Business and Economics. The Hong Kong
Centre for Economic Research at HKU provides administrative support to the project.
Researchers at the Hong Kong Institution of Economics and Business Strategy are
solely responsible for the accuracy and interpretation of the forecasts. Our quarterly
forecasts can be accessed at:

http://www.hiebs.hku.hk/apec/macroforecast.htm
For media enquiries, please contact Ms Trinni Choy, Assistant Director (Media)
(Tel: 2859 2606/Email: pychoy@hku.hk), or Ms Melanie Wan, Manager (Media)
(Tel: 2859 2600/Email: melwkwan@hku.hk), Communications & Public Affairs Office,

HKU.

October 10, 2012.



High Frequency Macroeconomic Forecasts
APEC Studies Programme

Hong Kong Institute of Economics & Business Strategy

Table 1: Current Quarter Model Forecast

The University of Hong Kong

(Millions of 2009 HK Dollar)

2011 2012

Q3 Q4 Annual Q1 Q2 Q3 Q4 Annual

(Estimate) | (forecast) (forecast)
Gross Domestic Product 464,933| 482,645| 1,824,997 443,712 441,590| 477,826 491,946/ 1,855,073
Private Consumption Expenditure 291,299| 311,170| 1,172,697 292,828| 306,205 299,469 318,905| 1,217,407
Government Consumption Expenditure 37,054 37,479 149,553 40,816 36,350 38,166 38,603 153,935
Exports of Goods 777,945 768,786| 3,031,030/ 690,285| 748,750/ 793,690| 798,894| 3,031,619
Imports of Goods 852,913| 852,765| 3,348,193| 779,343| 848,211| 876,026| 897,290| 3,400,870
Exports of Services 216,641 218,823| 819,041 202,814| 190,442 225,121 229,718| 848,095
Imports of Services 100,622| 100,348| 387,888 97,752 93,875| 101,354| 103,202 396,183
Gross Fixed Capital Formation 97,396 98,456 374,058 92,859 101,405 102,652 102,565 399,482
GFCF in Land & Construction 39,243 41,093| 162,475 43,592 42,093 39,669 41,242 166,596
GFCF in Mach., Equip. & Comp. Soft. 58,153 57,363 211,583 49,267 59,312 62,983 61,324 232,886
Changes in Inventories -1,867 1,044 14,699 1,205 524 -3,892 3,752 1,589

Date of Forecast: October 8, 2012




High Frequency Macroeconomic Forecasts

APEC Studies Programme
Hong Kong Institute of Economics & Business Strategy
The University of Hong Kong

Table 2: Current Quarter Model Forecast

Year-on-Year Growth Rate (%)

2011 2012

Q3 Q4 Annual Q1 Q2 Q3 Q4 Annual

(Estimate) | (Forecast) | (Forecast)

Gross Domestic Product 4.4 3.0 5.0 0.7 1.1 2.8 1.9 1.6
Private Consumption Expenditure 9.5 6.6 8.5 6.5 3.7 2.8 2.5 3.8
Government Consumption Expenditure 1.3 2.2 1.8 2.3 3.5 3.0 3.0 2.9
Exports of Goods -2.2 2.0 3.6 -5.7 -04 2.0 3.9 0.0
Imports of Goods 14 3.9 4.8 2.7 0.7 2.7 5.2 1.6
Exports of Services 5.3 5.3 6.7 2.9 2.1 3.9 5.0 3.5
Imports of Services 14 2.8 3.1 3.5 15 0.7 2.8 2.1
Gross Fixed Capital Formation 11.7 9.8 7.6 12.9 5.7 54 4.2 6.8
GFCF in Land & Construction -5.0 -2.3 0.6 3.1 5.7 1.1 0.4 2.5
GFCF in Machinery, Equip. & Computer Software 26.7 20.5 13.7 23.3 5.7 8.3 6.9 10.1
GDP Deflator Growth Rate 4.8 3.8 3.7 3.4 2.5 2.1 1.8 2.4
CPI (Composite) Inflation Rate 6.4 5.7 5.3 5.2 4.2 3.8 4.1 4.3
Unemployment Rate 3.2 3.3 3.4 3.4 3.2 3.2 3.3 3.3

Date of Forecast: October 8, 2012




High Frequency Macroeconomic Forecasts

APEC Studies Programme

Hong Kong Institute of Economics & Business Strategy
The University of Hong Kong

Table 3: Selected Monthly Indicators
Year-on-Year Growth Rate (%)

JAN | FEB | MAR | APR | MAY JUNZOlZJUL AUG | SEP | OCT | NOV | DEC
Unit Value Trade Index (Domestic Exports) 3.2 2.7 2.8 3.6 2.7 1.6 1.1 1.8 1.4 1.6 14 14
Unit Value Trade Index (Imports of Foodstuffs) 115 9.2 7.2 7.0 5.6 3.3 2.5 2.8 2.1 1.6 0.0 -1.2
Unit Value Trade Index (Imports of Consumer Goods) 8.2 6.7 6.0 4.9 5.3 3.8 3.3 2.2 2.4 2.8 2.9 3.3
Unit Value Trade Index (Imports of Raw Materials & Semi-Manufactures) 4.6 1.8 0.8 15 2.7 2.2 1.0 -0.6 -0.2 -1.1 -0.4 0.5
Unit Value Trade Index (Imports of Fuels) 19.3 19.2 10.7 4.9 4.3 -6.4 -8.3 -4.9 -4.3 -2.5 -5.9 -4.3
Unit Value Trade Index (Imports of Capital Goods) 5.7 4.5 3.7 6.0 5.1 5.1 55 4.3 4.6 5.7 4.2 2.8
Real Retained Imports of Foodstuffs -13.0 30.2 4.7 7.6 -3.2 7.0 -4.9 -9.6 -1.7 -0.6 -9.0 1.0
Real Retained Imports of Consumer Goods -25.2 71.7 5.8 9.1 -3.6 -4.5 9.1 -4.7 6.1 16.6 4.1 24.6
Real Retained Imports of Raw Materials & Semi-Manufactures -38.4 -0.5 -22.5 -6.8 -12.2 -3.1 1.6 -1.7 3.7 15.7 12.1 -9.8
Real Retained Imports of Fuels -14.9 6.4 -9.2 -4.4 -4.9 -4.3 -28.5 -15.5 1.2 -22.3 2.3 -15.7
Real Retained Imports of Capital Goods 124 133.9 35.8 -13.8 13.2 21.9 21.4 0.5 23.6 46.4 -25.3 3.8
Total Motor Vehicles Newly Registered -25.5 29.9 -15.7 -14.2 32.1 12.4 3.3 5.3 9.3 5.9 -0.2 0.3
Private Cars Newly Registered -24.1 28.7 -13.4 -20.0 40.2 17.8 2.4 2.6 9.2 6.6 -1.6 -2.7
Money Supply (M2) 12.8 14.9 12.0 10.2 7.2 9.1 7.7 8.9 10.0 9.1 9.3 9.7
Loans and Advances 17.5 16.7 144 134 10.6 104 9.5 74 7.3 7.6 6.9 8.3
Volume Index of Retail Sales 9.0 10.1 13.2 7.6 5.7 8.6 1.4 3.2 7.3 4.0 4.2 2.0
Visitors Arrivals 15.1 15.3 16.4 144 12.7 19.3 13.8 20.5 21.6 19.0 18.7 15.9
Hong Kong Resident Departures 4.5 0.0 0.0 -3.4 0.0 2.3 -2.6 2.5 1.6 2.2 -0.7 0.1
Electricity Consumption -2.6 14.0 10.3 10.0 9.1 -5.2 1.4 -7.5 1.8 3.1 -6.1 -1.9
Gas Consumption 0.8 2.5 35 -1.3 -2.4 -2.2 -0.7 14 0.5 -1.9 -0.7 0.8

Date of Forecast: October 8, 2012




