CB(1)614/10-11(01)

Hong Kono SAR Government

e 5 N |
Meeting of L.egCo Panel on Financial Affairs

= ~EEhs
pAY November 2010

2010F 57— RSyl
Economic performance in 2010 Q3




H?%F;h:?;’?‘?\r—f‘ Py = = E SN T Jﬁgva
Ec0n0£y remained robust in the third quarter
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Merchandise exports maintained strong momentum
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Asia still the bright spot; Furt er 1mpr0vement in
exports to US and Europe
(2008 37= % =100)
32008 = 100
140 Q ) TP
1 ?U?T“Fﬁq‘fr g:ml',[ I Main_land
130 Hong Kong's exports of goods in real terms China
(116.2)
120 P g,
Asia- others
110 %/ (110.3)
[ 17 Japan
100 -+ N (105.9)
@ US
90 - \9292.8)
(] EU
80 (86.1)
70 A
60
50 T T T T T T T
Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
2008 2008 2009 2009 2009 2009 2010 2010 2010




15

T R
Exports of services continued to perform well
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Rate of change in real terms (%)

20

Exports of services
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Private consumption picked up further
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Investment spending expanded modestly further after
three quarters of notable expansion
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Building and construction
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Labour market
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Unemployment rate fell to the lowest since end 2008
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Labour wages and earnings rose further
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Low-income households
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Unemployment rate by major economic sector

2010F 8F]-10% | fi-f % <] 2009F 85 [-10F iUk H = A Change
Unemployment rate Unemployment rate (7153 4% point(s))
Aug - Oct 2010 Aug - Oct 2009 P70 p
Construction 6.2 7.9 -1.7
Prlw BE T A
Foundation and superstructure 5.9 7.7 -1.8
TR~ (S5
Decoration, repair and maintenance 7.2 8.5 -1.3
LEEN] T B
Import/export trades 3.7 4.7 -1.0
Retail 5.7 6.7 -1.0
E {7
Accommodation services 3.0 4.6 -1.6
]
ood services 5.4 8.2 -2.8
S - E@ SRR -
Transportation, storage, postal and courier
services, information and communications 3.4 4.1 -0.7
B R R T S eI
Financing and insurance, real estate,
professional and business services 3.0 3.6 -0.6
f,af*{‘ Overall 4.2 5.2 -1.0
(4.2) (5.3) (-1.1)
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F
Note: () Seasonally adjusted unemployment rate
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Distribution of domestic households by monthly
household income

Q3 2000
Qi)

(10 years ago)

Q3 2009
=

(1 year ago)

Q3 2010

(%) (%) (%)
Less than $4,000 8.1 7.7 71
$4,000 - $7,999 9.9 12.7 12.2
$8,000 - $11,999 14.1 13.5 12.9
$12,000 - $15,999 13.5 12.5 12.4
$16,000 - $23,999 18.9 17.5 17.5
$24,000 - $39,999 19.4 18.9 19.2
$40,000 - $99,999 14.0 14.5 15.8
$100,000 or above 2.1 2.8 2.9
R REWE T S HR I I S B (SRR ) SIS B % 5T 5 9104%

F{1102% -

Note:  The purchasing power of the income (as measured by the Composite CPI) in Q3 2000 and Q3 2009 were 104% and 102% of that in

Q3 2010 respectively.

16




(5 = Ere gyt e P

Number and breakdown of low-income households*

RUET IHEEGERREEE T REGEEREEIE B
Elderly Economically inactive Economicaﬁv active Total
households households households
Q3 2000 105 600 29 000 30 400 165 000
(5.2) (1.4) (1.5) (8.1)
Q3 2005 119 700 34 500 31 900 186 100
(5.5) (1.6) (1.5) (8.5)
Q3 2009 106 000 39 800 31 200 177 000
(4.6) @.7) 1.3) 7.7)
Q3 2010 105 700 40 200 20 300 166 200
(4.5) 1.7) 0.9 | 71) |

e [T AL 40008 ) O -

) [ FEE
Notes: * Low-income households refer to households with monthly household income less than $4,000.

() Share in all domestic households. 17
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Composition of and change in low-income households®
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73.3
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Economically inactive
20 L households
O
Elderly households
0

@ Q3 Q8 Q3 @8 @B 0 0 Q3 B B 0 Q3 Q3
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

FE () (R (B G E] 74,0007 1) o
ote : (*) Low-income households refer to households with monthly household income less than $4,000.
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Composition of economically active persons in low-income

*
households
7 (000)
5 Number ('000)
AP B
40 1 Economic down-cycle Ecnnnmlc up-cycle E i
recovery
35 4 i)
Unemployed
30 ] (14 300, 62%)
(14 300, constituting 62%)
25 A B
Full-time
20 1 (4400, 19%)
(4 400, constituting 19%)
15 { FIER
Voluntary part-time
10 1 /\/—- Ve
=, /"\ \< (3100, constituting 13%)
—
e — \ B L
0 T T T T T T T T T T Underemployed

@ Q3 Q3 @ Q3 Q8 Q3 Q3 Q3 Q Q3 Q3 Q3 Q3 Gy
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 (300 consituting %)

() (R (R 4000R I NI T « S B pUER PO ISR 1 o (ESER 4 LD -
ote : (*)  Low-income ;ouseholds refer to households with momhly household income less than $4, 000 This does not include economically
active persons in the low-income households with elderly members only, but the numbers involved are insignificant.
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Employment conditions of low-lncome households* moving in tandem with
economic cycles

B (000) * B (000)
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Economic down-cycle Economlc up-cycle Economic |
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80 LSS S QT( 1Y L 240
Total unempluyed in the r
economy (RHS) [

60 L 180
R R T [

40 - CSSA active caseload (unemploy: r 120
\,

20 ] - 60
= I IO B (A8 [
d in low-i holds (LHS) r

O+t T v rr T r T rrrr T rrrrrrrrrrrr T T T+t 0

Q1 QI Q Q Q Q Q Q& Q& Q Q& Q@ QI Q1 Oct
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2010

Fét 1) [ = iR E] 74,0007 1) O T ﬁT EV}‘{]H E R HpoSs EW}"}’H"@‘EJ ?’?’ﬁﬁé’lﬁff o= \'L'Lﬁl‘g SRR
"N ERE | pA T o
Notes : (*) Low-income households refer to households with monthly household income less than $4,000. This does not include economically
active persons in the low-income households with elderly members only, but the numbers involved are insignificant.
() Monthly period-end figures.
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Local stock market
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Local stock market fluctuated alongside major stock
.
markets worldwide
170 (15/9/2008=100)
— A
160 Sha:ghai‘ nl)mposi&elndex Cg::?E
— e AT iﬂwﬁﬁ)'((fyi%“ FIE 9t 15/9/2008
150 MSCI Pacific Index (excl. HK and Japan)
P =
Singapore Straits Index (38%)
140 g
A MsCI
Hang Seng Index (30%)
130 3 — pmmmpoosue
FTSE 100 Index HsI
120 — e > (19%)
Dow Jones Index
110 — R
lf\lilfl‘(ei Indg( ‘ iﬁ:’s
100 H% v > %)
90 '
80
70 Nikkei
-18%
60 (-18%)
50 + T T T T T T T T T T T T T
15/9/08 15/11/08 15/1/09 15/3/09 15/5/09 15/7/09 15/9/09 15/11/09 15/1/10 15/3/10 15/5/10 15/7/10 15/9/10 15/11/10
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Local property market
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Flat prices rose sharply starting early 2009
ﬁii((léigjjg;flgo)gjzloo) itbzrgl[:sféos peak: +15%

gzugwf
Above 9J97 peak: +10%

£ 20087
Above %OJOS peak: +22%
{£1997g
Below 1997 peak: -11%

100 4 1) -
Residential price |ndex
(100 sq m or above)

TR Y
Overall residential
price index

[£d 2008£
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mlgwﬁ
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Exuberance sprea
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_ Index (2009 Dec 100)

to mass market flats
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Property market transactlon ere very vibrant
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Transactions for mass market flats
registered faster growth

== 5 i [ R 153 o

Year-on-year rate of change (%)

3 707 AT EREVT L pLE
No. of secondary transaction for
flats less than 70 sq m

-40
1007 f 51 | ([T =% pLEl
-60 T No. of secondary transactions for flats
100 sq m or above
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Jan-
Sep
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Short-term resale transactions picked up sharply
B! i1 (AT TP (%)
70000 - Number Share in total S&P agreements (%) 25
TR (A IR AR (5589 e ,[FT 1 FASEE IR (FiARRRY
06 4 Number of total S&lg agreements (LHS) Short- term resale as a share of total S&P agreemenE (RHS)
MY 0T (Y \ 20
50 000 - Number of short-term resale (LHS)
M SR LR T A R8T TUEEr (1997-2000% 2 14 [ /~/\/— 15
40000 - Short-term #e‘staleF as ars!hare of total S&P agreements (97-09 avg.) M
30000 A
- 10
20000 A
-5
10000
0 L et 0
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2010
2 ST N G pA T ] U Q3
ote : Short-term resale refers to resale within 24 mJnlhs after assignment.
28

14



ﬁlliﬂﬁi R B
Home purchase affordablhty is deteroriating

Y pean

. Repayment-income ratio” (%)

1997 2V % 1 92.8
1997 Q2:92.8

F————————

201 2010 1= % : 420
10 I 2010 Q3 5 42.0
0 t t t t t t t t t t t t t t e t e e t
Q1 QL Q1 QI QI QI QI QI Q1 Q1 QI Q1 Q1 QI QI Q QI QI Q1 Q Q1 Q1
89 90 91 92 93 94 95 9 97 98 99 00 01 02 03 04 05 06 07 08 09 10
F:E i (7) 457 ok A BRI ﬁ(ﬁ?ﬁ?@*@ﬁ”m%’*’*ﬂ 5205 ) AFISFE T QU g ( Kl S EE ) b
Note : (*) The ratio of mortgage payment for a flat with saleable area of 45 sqm (assuming 70% loan-to- value ratio and tenor of 20 years) to median income
of households (excluding those living in public housing).
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The repayment rden would 1ncrease further should
interest rate eventually normalise
B ek
o Repayment-income ratio” (%)
(B R | 13001
If mortgage rate +300 bps
60 \
50| 1989-2008 average : 52.6 N
40
30 4
2010 Y= % : 42.0
20 2010 Q3:42.0
10 t t t t t t t
2003 2004 2005 2006 2007 2008 2009 2010 2010
e (") 457 4 it ok HE?@W?\(T@W?@*@(*WO%N"E’J*”ZO*)TE’“TIZ’\ PR g Rk kA Ok

2 ET) ke o
Note : (*) The ratio of mortgage payment for a flat with saleable area of 45 sq m (assuming 70% loan-to-value ratio and tenor
of 20 years) to median income of households (excluding those living in public housing).
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Low interest rate and ample liquidity are the major

drivers
1
g % HK$ billion
= FJﬁflﬁ?ﬁ%in‘;J[iJi P
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Inflation

32
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Inflation climbed up further as reflationary process

went on
AT (%)
o Year-on-year rate of change (%)
20 A
A A
15 1 Basicfoodgfuffs
10
5 | 5.7%
m\ M ~
A : ' i
N W{Wﬁﬁﬁwwgﬁgr
Underlying CCPI
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Oct
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Inflation on a general'uptrend in Asia

5 iR (%)

1 Year-on-year rate of change (%)

— B — b — Bk
Mainland China Singapore Malaysia

—2p — i — it
hailand Hong Kong South Korea

-4 : . . . . . . . .
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2008 2008 2008 2008 2009 2009 2009 2009 2010 2010 2010
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Economic forecastg on Hong Kong for 2010

BIREPE~F: 6.5%
Real GDP growth: 6.5%

WA 2.5%

Headline inflation: 2.5%

FLA s 1.7%
Underlying inflation: 1.7%
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Outlook for 2011
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Many uncertainties on the external front
o =X [k — /% rJE_Il[ 'L;"[,—’AE’Z iy N e 3 i"djf}_:\—‘[ "_‘E“ N
EL_E;;%;;I/%I%I BP0 ) SRS DR SRR R T

Whether the new round of “quantitative easing” in the US can
speed up recovery there is yet to know

OSSO & SR IR AR LR
Whether endogenous growth can take place in regions such as
Europe, the US and Japan is also key

FPUEY R VTR T TR (P OB I o LRI
Need to beware of the notably increased risk of asset market
bubble in Asia

37
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Areas to watch over domestically

Pk T

Gyrations in asset markets

Cr O ﬂ Jjaﬁ)Jﬁ:F\l ;ﬁgﬁj ,]E;,‘};f - F Ei’sa?::I F’m%z;g
Whether labour market can sustain the trend of improvement as
shown in the past year

SRR S
Inflationary trend
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