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Hong Kong’s Recent Economic Performance and Near-term Outlook

Introduction

This paper analyses the recent performance of the Hong Kong economy,
briefly discusses the outlook for the remainder of 2026 and provides the latest
economic forecasts by the Government for 2026 as a whole.

Recent economic performance

2. Global economic performance was largely resilient in the first quarter.
The economy of many parts of Asia grew, driven by the robust export and
manufacturing. For example, the Mainland economy was stronger-than-expected in
the first quarter, picking up to grow by 5.0% over a year earlier. The US and euro
area economies grew modestly. Other Asian economies continued to expand
steadily in general. Looking ahead, global demand is expected to remain largely
resilient, but the increased uncertainty surrounding inflation, the elevated energy
prices and the continued geopolitical tensions will continue to weigh on the near-term
economic outlook. In April, the International Monetary Fund revised down its
global economic growth forecast this year in light of the Middle East conflict.
According to their “reference forecast” (generally regarded as the baseline scenario),
global growth is projected to slow to 3.1% in 2026, lower than the 3.4% growth in
2025. On the other hand, inflation is expected to increase, with the global headline
inflation increasing to 4.4% in 2026 from 4.1% in 2025.

3. The Hong Kong economy expanded robustly in the first quarter, driven by
the sustained strong performance in external trade and pick-up in domestic demand.
Real Gross Domestic Product (“GDP”’) grew by 5.9% over a year earlier, accelerating
from the 4.0% growth in the preceding quarter. On a seasonally adjusted quarter-to-
quarter comparison, real GDP rose notably by 2.9% (Chart 1). Taking into account
the stronger-than-expected outturn in the first quarter and the potential near-term
headwinds in the external environment, the real GDP growth forecast for 2026 as a
whole remains at 2.5% — 3.5%, unchanged from that announced in the Budget. On
inflation outlook, the feed-through of higher international oil prices to fuel-related
components in consumer prices should continue in the coming months.
Nevertheless, overall inflation in Hong Kong is expected to remain relatively well
anchored, reflecting our lesser extent of reliance on energy as a service-oriented
economy, as well as stable energy supplies from the Mainland helping mitigate
external shocks. Taking into account the current actual inflation situation and the
factors mentioned above, the forecasts for the underlying and headline consumer price
inflation rates for 2026 are revised up to 2.5% and 2.6% respectively, from 1.7% and



1.8% as announced in the Budget.

Chart 1 : The Hong Kong economy expanded robustly in the first quarter
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External trade

4. Hong Kong’s total exports of goods grew markedly by 23.7% year-on-year
in real terms in the first quarter, following an increase of 15.4% in the preceding
quarter (Chart 2(a)). The strong export growth was supported by the sustained
global demand for artificial intelligence (Al)-related electronic products and buoyant
regional trade flows in Asia. Analysed by major market, exports to the Mainland
maintained double-digit growth in the first quarter over a year earlier, those to ASEAN
markets continued to surge, and those to the majority of advanced economies in Asia
increased further. Exports to the US showed strong growth, and those to the EU grew
solidly.

5. Exports of services continued to expand solidly by 3.5% in real terms in the
first quarter over a year earlier, after rising by 4.7% in the preceding quarter
(Chart 2(b)). Exports of all major service groups showed expansion. Specifically,
exports of travel services continued to grow visibly, driven by strong inbound tourism.
Exports of transport services and financial services grew moderately, amid solid
performance in cross-boundary traffic and financial services activities. Exports of
business and other services also showed moderate growth. Recent data showed that
visitor arrivals continued to grow visibly in the first four months, rising by 15% year-
on-year to 18.52 million. During the Labour Day Golden Week, visitors arrivals rose
further by 8% year-on-year this year.

Chart 2(a) : Total exports of goods Chart 2(b) : Exports of services
grew markedly continued to expand solidly
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Domestic sector

6. Private consumption expenditure growth accelerated in the first quarter,
rising by 4.9% in real terms over a year earlier, faster than the increase of 2.5% in the
preceding quarter (Chart 3(a)), indicating a more entrenched recovery in households’
spending.

7. Overall investment expenditure in terms of gross domestic fixed capital
formation continued to expand at a double-digit rate of 17.7% year-on-year in real
terms in the first quarter, following an 11.7% increase in the preceding quarter (Chart
3(b)). Expenditure on acquisitions of machinery, equipment and intellectual
property products surged, within which, private sector spending showed particularly
strong growth. Costs of ownership transfer soared amid active property transactions.
Expenditure on building and construction turned to an increase. However, business
sentiment turned somewhat more cautious in recent months in view of the Middle East
conflict. The S&P Global Hong Kong Purchasing Managers’ Index declined again
in April, and stayed in the expansionary zone for the second consecutive month.

Chart 3(a) : Private consumption expenditure Chart 3(b) : Overall investment expenditure
growth accelerated continued to expand at a double digit rate
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Labour market

8. The labour market showed modest improvement. The seasonally adjusted
unemployment rate fell to 3.7% in February — April 2026 from 3.8% in the fourth
quarter of 2025.  As compared with the fourth quarter of 2025, the underemployment
rate fell by 0.2 percentage point to 1.5% (Chart 4). Compared with a year ago, the
labour force decreased by 19 300 to 3 787 200, and total employment decreased by
29 100 to 3 648 000.

0. The unemployment rate of various sectors (not seasonally adjusted) showed
diverse movements in February — April 2026 compared with the fourth quarter of
2025 (Chart 5). The unemployment rate of the construction sector saw a more
visible decline of 0.5 percentage point to 6.2%. The unemployment rate of the retail,
accommodation and food services sector edged down by 0.1 percentage point to 5.1%.
Among which, the unemployment rate of the retail sector edged down by 0.1
percentage point to 4.5%, whereas that of the food and beverage service activities
sector rebounded slightly by 0.1 percentage point to 6.3%. On the other hand, the
unemployment rate of the public administration, social and personal services sector
went up by 0.3 percentage point to 1.7%, while those of the professional and business
services sector (excluding cleaning and similar activities), the import/export trade and
wholesale sector, the real estate sector, and the financing and insurance sector went up
by 0.2 percentage point, to 4.0%, 3.6%, 3.1%, and 2.5% respectively. For the low-
paying sectors (“LPS”)(!) as a whole, the unemployment rate went up by 0.3
percentage point to 3.3%.

(1) The Minimum Wage Commission identifies LPS as (i) retail; (ii) food and beverage services; (iii) estate
management, security and cleaning services; and (iv) other LPS, including elderly homes; laundry and dry
cleaning services; hairdressing and other personal services; local courier services; and food processing and
production.
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Chart 4 : The labour market showed modest improvement
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10. Analysed by skill segment ®, the unemployment rates of the lower-skilled
workers and the higher-skilled workers both edged up by 0.1 percentage point in
February — April 2026 over the fourth quarter of 2025, to 3.9% and 2.5% respectively.

11. Establishment surveys indicated that wages and labour earnings continued
to register year-on-year increases in the fourth quarter of 2025. The average wage
rate rose by 3.4% in nominal terms in December 2025 over a year earlier. After
discounting for inflation, it increased by 1.9% in real terms. Labour earnings, as
measured by the index of payroll per person engaged, increased by 3.2% in nominal
terms or 1.9% in real terms in the fourth quarter of 2025 over a year earlier. More
recent General Household Survey data indicated that employment earnings continued
to record year-on-year growth in the first quarter of 2026. The average monthly
employment earnings of full-time employees ® increased by 5.6% in nominal terms
or 4.0% in real terms.

12. As for persons with lower incomes, the average monthly employment
earnings of full-time employees in the lowest three decile groups combined increased
by 2.4% in nominal terms or 0.9% in real terms in the first quarter of 2026. Among
economically active households, there were 95 600 households with monthly
household income below $10,000 4 (referred to as “low-income households™)®),
accounting for 3.4% of total domestic households, on par with the average in the past
ten years.

(2) The breakdown of unemployment by skill segment does not include first-time job-seekers and re-entrants into the
labour force who were unemployed.

(3) Analysis in paragraph 11 and 12 of this paper excludes foreign domestic helpers.

(4) The benchmark of monthly household income for low-income households adopted in this paper is based on the
level of Statutory Minimum Wage ($42.1 per hour) with effect from May 2025, adjusted for inflation, to analyse
the situation in the first quarter of 2026. Calculated based on Consumer Price Index (A), the benchmark is
equivalent to $9,900 at Q2 2025 prices (rounded to the nearest hundred dollars).

(5) There were 182 600 persons living in low-income households, among whom 104 600 were economically active.
Among these economically active persons, the numbers of full-time workers and voluntary part-timers were
20 300 and 31 300, up by 10% and down by 2% respectively from a year earlier. The number of unemployed
persons was 43 900, up by 13% from a year earlier.
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Hong Kong Dollar exchange rates and interest rates

13. Interest rates in Hong Kong generally softened so far this year. Hong Kong
dollar interbank interest rates (“HIBORs”) largely trended down as seasonal demand
for Hong Kong dollar funding faded. Coupled with the subsided funding demand in
the capital market for Hong Kong dollar after the outbreak of the Middle East conflict
at end-February, short-dated interest rates once saw a more notable decline in March.
While short-dated interest rates rose back somewhat in the past month or so, they were
still lower than the levels at end-2025 (Chart 6). The overnight, 1-month and 3-
month HIBORs stood at 2.29%, 2.59% and 2.83% respectively as of 21 May, all lower
than the corresponding levels of 4.38%, 3.08% and 2.93% at end-2025. Meanwhile,
as the US Federal Open Market Committee kept the target range for the Federal Funds
Rate unchanged at 3.50-3.75% so far this year, the Base Rate under the Discount
Window operated by the Hong Kong Monetary Authority (“HKMA™) was kept
unchanged at 4.00%. Currently the Best Lending Rates among banks ranged from
5.00% to 5.50%. Total deposits with authorized institutions increased by 1.0%
during the first quarter, within which Hong Kong dollar deposits increased by 1.9%.

14. As the negative HKD-USD interest rate spread persisted and spurred carry
trade selling flows, the Hong Kong Dollar spot exchange rate against the US Dollar
weakened in the first five months of 2026. The spot exchange rate on 21 May was
7.8339 per US dollar, compared with 7.7838 at end-2025 (Chart 7). Meanwhile,
under the Linked Exchange Rate System, while the US dollar appreciated against most
major currencies during the first quarter, it depreciated against the Renminbi, which
carries a relatively larger weight in Hong Kong’s trade basket. As a result, the trade-
weighted Hong Kong Dollar Nominal and Real Effective Exchange Rate Indices
decreased by 1.5% and 1.3% respectively during the first quarter. The Aggregate
Balance stood at $53.93 billion as of 21 May, similar to that at end-2025.
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Chart 6 : HIBORs generally softened so far this year,
though rising back somewhat in the past month or so
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Asset markets

15. The local stock market was volatile in the first quarter of this year, but
resumed its uptrend entering the second quarter. The Hang Seng Index (“HSI”)
rallied to a four-and-a-half-year high of nearly 28 000 in January, moved sideways in
February, and retreated in March after the Middle East conflict in line with other major
markets. Yet with market sentiment stabilising somewhat since early April, the HSI
recovered some of the lost ground and closed at 25 387 on 21 May, 2.4% higher than
the level at end-March (Chart 8). Trading activities stayed active. Average daily
turnover of the stock market up to 21 May this year was $271.0 billion, higher than
the annual average of $249.8 billion in 2025. Fund raising activities also remained
strong. The amount of funds raised through initial public offerings (“IPOs”) in the
first four months increased by six-fold year-on-year to $151.4 billion, ranking first
globally.

Chart 8 : The local stock market was volatile in the first quarter of this year,
though resumed its uptrend entering the second quarter; trading stayed active
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16. The residential property market has stayed buoyant recently with further

increases in both prices and transactions, being little affected by the lingering Middle
East conflict thus far. Regarding trading activities, the number of sale and purchase
agreements for residential property received by the Land Registry increased to over
6 200 per month in the first quarter. Trading activities turned more active in April,
with the number of transactions rising to a two-year high of over 7 000 (Chart 9(a)).
Overall flat prices rose by 4% in the first quarter, showing a rebound of 10% from last
year’s low. Meanwhile, overall flat rentals went up further by 1% during the same
period (Chart 9(b)).
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Chart 9 : The residential property market has stayed buoyant recently with
further increases in both prices and transactions
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17. While the non-residential property market remained soft in the first quarter,

signs of stabilisation have emerged more recently. Regarding trading activities, the
number of transactions of major market segments (office space, retail shop space and
flatted factory space) all picked up year-on-year. The prices and rentals of office
space in March reverted to increases over the preceding month. The prices and
rentals of retail shop space still went lower, while those of flatted factory space held
steady over the same period (Chart 10). Market intelligence showed that vacancy
rates for Grade A offices, supported by demand from financial institutions, edged
down recently. Vacancy rates of retail shops at some prime high street locations also
showed improvement amid the robust growth of retail sales and inbound tourism.
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Chart 10 : While the non-residential property market remained soft in the first quarter,
signs of stabilisation have emerged more recently
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Inflation

18. Underlying consumer price inflation accelerated somewhat in the first four
months of this year compared with the fourth quarter last year, mainly driven by the
fuel-related components since March, reflecting the impact of rising international oil
prices. Yet, the price pressures in other components were largely contained, overall
inflation was still modest. Netting out the effects of the Government’s one-off relief
measures to reflect the underlying inflation trend, the underlying consumer price
inflation rate rose to 1.6% in March and April over a year earlier, accelerating from
the 1.3% in January and February combined (Chart 11). For the first four months
combined, the underlying Composite CPI rose by 1.4%, accelerating from the increase
of 1.1% in the fourth quarter last year.

Chart 11 : Consumer price inflation increased since March amid the surge in
international oil prices, but the overall inflation was still modest
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Note :  Energy-related and transport components include electricity, town gas, liquefied petroleum gas and
other fuel, fuels for personal transport equipment, public transport fares, inbound and outbound
transport fares, and other local transport fares.

19. Analysed by major component of the underlying Composite Consumer Price
Index (Table 1), food prices as a whole increased mildly by 0.8% over a year earlier
in the first four months. Within which, prices of meals out and takeaway food
registered an increase of 0.9% and prices of basic food up by 0.5%. During the same
period, private housing rentals increased modestly by 0.9%, and public housing rentals
rose by 0.4%. Prices of transport continued to increase, driven mainly by higher
motor fuel and air fares, while most other public transport fares remained largely
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stable. Prices of electricity, gas and water continued to fall, partly due to the lagged
tariff adjustments which had yet fully reflected the recent uptick in international
energy prices.
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Table 1 : Underlying Composite Consumer Price Index by component
(year-on-year rate of change (%))

2025 2026

Expenditure Weighting | Annual Q1 Q2 Q3 Q4 ° Ql Jan-Feb Mar Apr

component %) :

Food 2527 07 0.5 0.5 0.8 1.0 08 0.8 0.9 0.7
Meals out and 1592 13 14 13 13 12 10 L1 08 08
takeaway food
Basic food 935  -04 -1.1 -1.0 -0.1 05 - 05 0.1 1.2 0.5

Housing ® 3969 15 1.5 1.8 1.7 1.1 1.1 1.1 1.0 1.0

19 @15 @8 (@17 (e (1.) (1.1) (1.0 (1.0
Private housing rent 3394 1.0 0.8 1.1 1.1 L0 09 0.9 0.9 0.9
(1.2) (0.8) (2.0) (1.1) (1.0) = (0.9) (0.9 (0.9) (0.9)
Public housing rent 2.25 7.9 10.5 10.8 10.8 0.5 0.5 0.5 0.5 -0.1
(11.7)  (10.5) (16.4) (10.8) (9.6) (0.5) (0.5) (0.5) (-0.1)
Electricity, gas and 2.80 0.7 2.2 1.6 0.2 -1.0 2.1 23 -1.7 *
water - (5.8) (13.5) (11.0) (0.6) (-0.8) = (35 (33 (B9 (5

Alcoholic drinks and 0.41 4.5 14.7 0.8 1.9 2.0 2.2 2.2 2.1 2.3

tobacco

Clothing and footwear 2.10 | -3.5 2.7 -4.5 -3.3 36 0 2.1 -2.9 -0.7 -0.3

Durable goods 3.44 -2.2 -0.9 -2.1 -2.8 3.1 -25 -2.7 -2.2 -1.9

Miscellaneous goods 3.13 0.9 1.1 0.9 0.3 1.3 23 2.1 2.8 2.6

Transport 7.59 2.8 2.8 2.7 2.0 3.7 3.2 2.8 3.9 4.3

Miscellaneous services 15.57 1.6 1.7 1.4 1.3 21 41 3.9 4.6 4.5

- (1.6) (1.7 (1.5 (1.3)  (2.0) @41 (B9 (@6) 45

All items 10000 11 12 11 10 11 14 13 16 16

14 (@6 (1.8 (1.1) (1.3) - (16 (@15 A7 (7
Notes: (a) The housing component covers rents, rates, Government rent, management fees and other housing charges. Its

0

*)

*)

sub-components on private and public housing rents as presented here, however, cover rents, rates and Government
rent only. Hence, the combined weighting of private and public housing rents is slightly less than the weighting of
the entire housing component.

Figures in brackets represent the headline rates of change before netting out the effects of Government’s one-off
relief measures.

These are the expenditure weights for 2025, used for the compilation of the CPIs since the reference month of April
2026. CPIs for the second quarter of 2025 to the first quarter of 2026 are compiled based on the expenditure
weights for 2024, CPIs for the second quarter of 2024 to the first quarter of 2025 are compiled based on the
expenditure weights for 2023, while CPIs for the first quarter of 2024 are compiled based on the expenditure weights
for 2019/20.

Change within +£0.05%.
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Updated economic forecasts for 2026

20. Looking ahead, Hong Kong’s economic outlook remains broadly resilient.
Strong global demand for advanced electronics and Al-related products is expected to
support goods export performance, while services exports should remain firm,
underpinned by sustained vibrancy in inbound tourism, robust cross-boundary
financial activity, and steady demand for business services. Relatively solid
consumer sentiment and resilient business outlook are expected to support domestic
demand. The impacts of the Middle East conflict on the Hong Kong economy have
so far been limited. Yet, the outlook of the conflict remains highly uncertain. A
further escalation or persistence of tensions could heighten global financial market
volatility, posing downside risks to growth and upside risks to inflation.

21. Taking into account the stronger-than-expected outturn in the first quarter
and the potential near-term headwinds in the external environment, the real GDP
growth forecast for 2026 as a whole remains at 2.5% — 3.5% (Chart 12), unchanged
from that announced in the Budget.

Chart 12 : Economic growth for 2026 as a whole is maintained at 2.5%-3.5%
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22. On inflation outlook, the feed-through of higher international oil prices to
fuel-related components in consumer prices should continue in the coming months.
Overall inflation in Hong Kong is, however, expected to remain relatively well
anchored, reflecting our low energy reliance as a service-oriented economy, as well as
stable energy supplies from the Mainland helping mitigate external shocks (Chart 13).
Taking into account the actual inflation situation in the first quarter and the factors
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mentioned above, the forecasts for the underlying and headline consumer price
inflation rates for 2025 are revised up to 2.5% (Chart 14) and 2.6% respectively, from
1.7% and 1.8% as announced in the Budget. Compared to the annual inflation rate
over the past decade, the revised inflation forecast remains within the range in the past.

Chart 13 : The feed-through of higher international oil prices to fuel-related consumer
prices is expected to continue in the near term
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Chart 14 : Underlying inflation rate forecast for 2026 is revised up to 2.5%
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