
CHAPTER 2 : THE EXTERNAL SECTOR

Summary
· The external environment remained rather complicated in the first quarter of 2024.  On one hand, global economic growth held up relatively well.  On the other hand, the disinflation process in the US decelerated, constraining the extent of possible interest rate cuts this year.  In April, the International Monetary Fund (IMF) revised up its forecast for this year’s global economic growth slightly to 3.2%(1).
· Hong Kong’s merchandise exports rose by 7.1% year-on-year in real terms(2) in the first quarter as external demand turned slightly more favourable, though a very low base of comparison also contributed.  Exports to the Mainland surged.  Exports to the US declined marginally.  Exports to the EU recorded a double-digit fall.  Exports to other major Asian markets showed mixed performance.
· Exports of services continued to grow notably by 8.4% year-on-year in real terms in the first quarter.  Exports of travel services jumped further thanks to the continued revival of visitor arrivals.  Exports of transport services continued to rise, and exports of business and other services showed modest growth.  Meanwhile, exports of financial services declined further.
· In the 2024-25 Budget (the Budget), the Financial Secretary announced a plan to develop Hong Kong into a multinational supply chain management centre in line with the trend of Mainland manufacturing enterprises extending their production supply chains abroad.  Meanwhile, the Government continued to strengthen Hong Kong’s economic links with other economies, with a protocol signed in January to amend the Free Trade Agreement (FTA) between the Association of Southeast Asian Nations (ASEAN) and Hong Kong, and an Investment Promotion and Protection Agreement (IPPA) signed with Bahrain in March.  The Chief Executive and various Principal Officials visited different Mainland cities to enhance co‑operation and exchange in various policy areas.

Merchandise trade

	External environment

2.1 The external environment remained rather complicated in the first quarter of 2024.  The Mainland economy continued to expand at a solid pace and the US economy grew further with resilient domestic demand, while the euro area economy remained weak.  Meanwhile, the disinflation process in the US decelerated, constraining the extent of possible interest rate cuts this year.  In April, the IMF revised up the forecast for this year’s global economic growth slightly by 0.1 percentage point to 3.2%, same as the estimated growth in 2023 but visibly lower than the average annual growth of 3.8% during 2000 to 2019.  The IMF also cited downside risks to the global economic outlook, such as commodity price spikes amid geopolitical tensions, persistent core inflation triggering a rise in interest rate expectations and a fall in asset prices thereby raising risks to financial stability, intensifying geoeconomic fragmentation, and the impact of fiscal consolidation and risks of debt distress. 

2.2 The growth momentum of the Mainland economy strengthened further in the first quarter.  Real GDP growth accelerated to 5.3% year‑on-year, supported by consumption and investment.  The authorities have strengthened policy support to bolster domestic demand and market confidence.  On fiscal policy, the authorities will increase bond issuance this year, and most of the proceeds of the additional RMB 1 trillion treasury bonds issued in the fourth quarter of 2023 will be used this year.  On monetary policy, the People’s Bank of China reduced the reserve requirement ratios of financial institutions by 50 basis points in February, and the over-5-years loan prime rate went down by 25 basis points.

2.3 As for the advanced economies, the US economy grew by 1.6% in the first quarter on an annualised seasonally‑adjusted quarter‑to‑quarter basis.  While the growth rate was slower than in the preceding quarter, domestic demand remained resilient.  The easing of inflation decelerated.  The Federal Reserve (Fed) kept the target range for the federal funds rate unchanged during the quarter, and continued to reduce the size of its balance sheet as planned.  The market has lowered its expectation of the extent of possible interest rate cuts by the Fed this year.  In the euro area, the economy remained weak in the first quarter, growing by 0.3% over the preceding quarter on a seasonally‑adjusted basis.  Inflation continued to ease.  The European Central Bank held its key interest rates unchanged in the first quarter, and said that it would be appropriate to ease monetary policy if upcoming data reinforced confidence that inflation was converging to their target in a sustained manner.

2.4 Meanwhile, other major Asian economies continued to expand in the first quarter on the back of further growth of domestic demand and recovery of exports.  Intra-regional trade showed further improvement in tandem.  On monetary policy, most central banks in the region kept their monetary policies unchanged during the quarter.  Yet, the central bank of Taiwan raised interest rates in March to contain local price pressures.  The Bank of Japan also raised key interest rate in March, ending the negative interest rate policy since 2016.


	Merchandise exports

2.5 After growing by 1.4% year-on-year in real terms in the preceding quarter, Hong Kong’s merchandise exports rose by 7.1% in the first quarter of 2024 as external demand turned slightly more favourable, though a very low base of comparison also contributed.  

Table 2.1 : Merchandise exports
(year-on-year rate of change (%))

	
	In value
terms

	In real
terms(a)
	Change
in prices

	2023	Annual 
	-7.8
	-11.6
	
	4.4

	
	
	
	
	

		Q1
	-17.7
	-20.9
	(0.2)
	4.7

		Q2
	-13.3
	-16.6
	(-1.0)
	4.1

		Q3
	-6.0
	-9.2
	(0.4)
	3.7

		Q4
	6.6
	1.4
	(2.0)
	4.6

	
	
	
	
	

	2024	Q1 
	11.9
	7.1
	(4.1)
	4.5



Notes :	(  )	Seasonally adjusted quarter-to-quarter rate of change.

(a) The growth rates here are not strictly comparable with those in the GDP accounts in Table 1.1.  Figures in Table 1.1 are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.
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Notes :	Merchandise exports as depicted refer to the year‑on‑year rate of change in real terms, while total import demand in Hong Kong’s major markets as depicted refers to the year‑on‑year rate of change in US dollar terms in the aggregate import demand in Asia, the US and the EU taken together.

(#) 	Import demand for the EU for the first quarter of 2024 is based on information available as of early May 2024.
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Notes :	(#)	EU merchandise imports for the first quarter of 2024 are based on the information available as of early May 2024.

	(*)	“Selected Asian economies” include the Mainland of China, Hong Kong, Singapore, Korea, Taiwan, Japan, Indonesia, Malaysia, Thailand and the Philippines.

	(^)	The trade flows were measured by the sum of the individual economies’ merchandise exports to the other nine economies within the “selected Asian economies”.
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Table 2.2 : Merchandise exports by major market
(year-on-year rate of change in real terms (%))

	
	   2023
	2024

	
	Annual
	Q1
	Q2
	Q3
	Q4
	Q1

	
	
	
	
	
	
	

	Mainland of China
	-13.8
	-27.2
	-17.6
	-12.0
	3.5
	13.8

	
	
	
	
	
	
	

	US
	-10.2
	-13.3
	-22.9
	-8.5
	7.2
	-0.1

	
	
	
	
	
	
	

	EU
	-14.7
	-8.7
	-18.4
	-15.5
	-16.1
	-11.6

	
	
	
	
	
	
	

	ASEAN
	-12.0
	-18.6
	-19.2
	-9.0
	*
	15.5

	
	
	
	
	
	
	

	  Vietnam
	-5.3
	-19.5
	-11.6
	2.5
	11.1
	12.2

	
	
	
	
	
	
	

	  Singapore
	-26.2
	-30.8
	-27.6
	-27.9
	-17.7
	3.5

	
	
	
	
	
	
	

	India
	-8.7
	-17.5
	-25.3
	-9.7
	22.6
	9.5

	
	
	
	
	
	
	

	Japan
	-20.5
	-32.5
	-21.2
	-17.4
	-6.5
	-3.0

	
	
	
	
	
	
	

	Taiwan
	-11.8
	-20.3
	-19.7
	-8.2
	4.4
	-8.3

	
	
	
	
	
	
	

	Korea
	-10.0
	0.2
	-11.7
	-15.3
	-12.1
	-9.8

	
	
	
	
	
	
	

	Overall#
	-11.6
	-20.9
	-16.6
	-9.2
	1.4
	7.1



Notes :	(*)	Change within ±0.05%.
	(#)	The growth rates here are not strictly comparable with those in the GDP accounts in Table 1.1.  Figures in Table 1.1 are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.

2.6 Analysed by major market, exports to the Mainland surged in the first quarter over a year earlier against a very low base of comparison.  Exports to the US declined marginally.  Exports to the EU recorded a double-digit fall.  Exports to other major Asian markets showed mixed performance.  
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Note :	The import demand figure for the EU for the first quarter of 2024 is based on the information available as of early May 2024.
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	Merchandise imports

2.7 Merchandise imports increased by 3.3% year‑on‑year in real terms in the first quarter of 2024, after growing by 2.6% in the preceding quarter.  Retained imports, which refer to imports for domestic use and accounted for around one‑fifth of merchandise imports in 2023, declined by 10.8%.  Imports for subsequent re-exports(3) grew.

Table 2.3 : Merchandise imports and retained imports
(year-on-year rate of change (%))

	
	Merchandise imports

	Retained imports(a)

	
	In value
terms

	In real
terms(+)
	Change
in prices
	In value
terms
	In real
terms
	Change
in prices

	2023	Annual

	-5.7
	-9.2
	
	3.9
	3.2
	0.9
	
	2.4

		Q1
	-12.7
	-15.7
	(-0.8)
	3.9
	13.0
	10.4
	(-3.9)
	2.3

		Q2
	-13.6
	-16.7
	(-1.3)
	3.7
	-14.2
	-16.0
	(-3.0)
	1.8

		Q3
	-2.8
	-6.1
	(2.8)
	3.5
	11.5
	7.7
	(11.5)
	3.2

		Q4
	7.0
	2.6
	(2.2)
	4.1
	7.8
	6.4
	(2.3)
	2.2

	
	
	
	
	
	
	
	
	

	2024	Q1
	8.0
	3.3
	(-1.5)
	4.6
	-6.9
	-10.8
	(-20.0)
	4.6



Notes :	(a)	Based on the results of the Annual Survey of Re-export Trade conducted by the Census and Statistics Department, re-export margins by individual end-use category are estimated and adopted for deriving the value of imports retained for use in Hong Kong.
	(+)	The growth rates here are not strictly comparable with those in the GDP accounts in Table 1.1.  Figures in Table 1.1 are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.
	(  )	Seasonally adjusted quarter-to-quarter rate of change.
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Services trade

	Exports of services

2.8 Exports of services continued to grow notably by 8.4% year-on-year in real terms in the first quarter of 2024, after expanding by 21.2% in the preceding quarter.  Exports of travel services jumped further by 40.4% and recovered to 53% of the level in the same quarter in 2018, thanks to the continued revival of visitor arrivals.  Exports of transport services continued to rise.  Exports of business and other services showed modest growth amid the complicated external environment.  Meanwhile, exports of financial services declined further as cross-border financial and fund raising activities remained weak amid tight financial conditions.
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Table 2.4 : Exports of services by major service group
(year-on-year rate of change in real terms (%)) 
	
	

Exports
of services

	
Of which :

Transport
	


Travel(a)
	

Financial
services
	

Business and 
other services

	2023	Annual

	 20.9
	
	5.0
	521.5
	-4.2
	2.0

		Q1
	15.7 
	(12.3)
	3.3
	504.2
	-5.5
	2.2

		Q2
	23.4  
	(5.3)
	2.1
	771.0
	-0.3
	0.4

		Q3
	23.4  
	(2.0)
	6.6
	789.4
	-3.6
	2.0

		Q4
	21.2
	(1.9)
	7.6
	311.3
	-6.6
	3.2

	
	
	
	
	
	
	

	2024	Q1
	8.4  
	(-1.1)
	10.0
	40.4
	-6.1
	2.1



Notes :	Figures are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.
	(a)	Comprising mainly inbound tourism receipts.
	(  )	Seasonally adjusted quarter-to-quarter rate of change.



Imports of services

2.9 Imports of services expanded strongly by 17.2% in real terms in the first quarter of 2024 over a year earlier, further to the 26.7% growth in the preceding quarter.  This was mainly driven by the surge in imports of travel services.  Imports of transport services, manufacturing services, and business and other services recorded growth of various paces.
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Table 2.5 : Imports of services by major service group
(year-on-year rate of change in real terms (%))

	
	Of which :
	
	

	
	
Imports
of services

	

Travel(+)
	

Transport
	
Manufacturing
services(^)
	
Business and 
other services

	2023	Annual

		25.9
	309.9
	-2.1
	-5.1
	1.3

		Q1
		21.1 	(12.3)
	366.7
	0.5
	-11.1
	1.3

		Q2
		27.0 	(5.9)
	451.2
	-9.1
	-3.6
	0.3

		Q3
		28.7 	(2.9)
	393.1
	-3.8
	-4.0
	2.1

		Q4
		26.7 	(3.8)
	184.7
	4.2
	-2.6
	1.6

	
	
	
	
	
	

	2024	Q1
		17.2 	(3.6)
	58.9
	9.7
	5.2
	1.1



Notes :	Figures are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.
	
	(+)	Comprising mainly outbound travel spending.
	(^)	This includes the value of processing fees paid by Hong Kong to the processing units outside Hong Kong and raw materials / semi-manufactures directly procured by these processing units.
	(  )	Seasonally adjusted quarter-to-quarter rate of change.


Goods and services balance 

2.10 Based on the GDP compilation framework and compared to a year earlier, the goods deficit narrowed to $7 billion in the first quarter of 2024, as the value of exports of goods saw a larger increase than that of imports.  Meanwhile, the services surplus widened to $51 billion.  The combined goods and services account registered a surplus of $44 billion in the first quarter of 2024, equivalent to 3.3% of total import value, compared to a surplus of $9 billion or 0.7% in the first quarter of 2023.

Table 2.6 : Goods and services balance
($ billion at current market prices)

	
	
	Total exports
	Imports
	Trade balance

	
	
	
Goods
	
Services
	
Goods
	
Services
	
Goods
	
Services
	
Combined
	As % of imports


	2023
	Annual
	4,499
	772
	4,628
	621
	-129
	151
	22
	0.4

	
	
	
	
	
	
	
	
	
	

	
	Q1
	1,023
	191
	1,061
	145
	-38
	47
	9
	0.7

	
	Q2
	1,067
	182
	1,129
	145
	-62
	37
	-25
	-2.0

	
	Q3
	1,163
	197
	1,184
	157
	-21
	39
	18
	1.3

	
	Q4

	1,246
	202
	1,254
	174
	-8
	28
	20
	1.4

	2024
	Q1
	1,142
	227
	1,149
	176
	-7
	51
	44
	3.3



Notes : 	Figures are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.

	Figures may not add up exactly to the total due to rounding.



Other developments

2.11 In the Budget, the Financial Secretary announced a plan to develop Hong Kong into a multinational supply chain management centre in line with the trend of Mainland manufacturing enterprises extending their production supply chains abroad.  The Government, in coordination with “Team Hong Kong” organisations, will work together to study implementation details, including establishing a single window to provide one-stop services for the enterprises.  Efforts will be stepped up to attract the enterprises to set up headquarters in Hong Kong for managing their offshore trading.  A further injection of $500 million into the Dedicated Fund on Branding, Upgrading and Domestic Sales to help small and medium enterprises boost their competitiveness and tap into the Mainland and overseas markets was also announced.

2.12 Meanwhile, the Government continued to strengthen Hong Kong’s economic links with other economies.  A protocol was signed in January to update the Product Specific Rules (PSR) of origin under Hong Kong’s FTA with ASEAN, enhancing the coverage of the PSR from more than 200 categories of products to almost 600, thereby enabling Hong Kong businesses to more easily and effectively enjoy preferential tariff treatment when expanding into the growing ASEAN market.  Moreover, an IPPA was signed with Bahrain in March to strengthen mutual investment protection, with a view to enhancing the confidence of investors, expanding investment flows and further strengthening the economic and trade ties between the two places.  In the same month, the Chief Executive visited Beijing to attend the opening meeting of the second annual session of the 14th National People’s Congress, during which he called on central ministries to exchange views and enhance co-operation and exchange in areas of financial services and health.  The Financial Secretary visited Hangzhou and Suzhou in April, to explore deepening co-operation with both places in areas such as trade and innovation and technology, and to jointly foster the development of new quality productive forces and accelerate the promotion of high-quality development.


2.13 In addition, a set of domestic regulation disciplines aiming to facilitate services trade agreed under the World Trade Organization (WTO) has entered into force since 27 February 2024.  The disciplines aim to cut red tapes and lower trade costs by improving the transparency, predictability and effectiveness of the relevant domestic measures that businesses have to comply with to supply their services in a market.  At the same time, Hong Kong businesses will benefit from a more transparent, predictable and efficient regulatory environment when they enter markets of economies participating in this plurilateral WTO initiative.


Notes :

(1) The table below presents a more detailed comparison between the growth forecasts made by the IMF in April 2024 and those three months ago. 
	
	2023
(%)
	2024

	
	
	January round
(%)
	April round
(%)

	
	
	
	

	World (PPP## weighted)
	3.2
	3.1
	3.2

	Advanced economies
	1.6
	1.5
	1.7

	US
	2.5#
	2.1
	2.7

	Euro area
	0.4#
	0.9
	0.8

	UK
	0.1#
	0.6
	0.5

	   Japan
	1.9#
	0.9
	0.9

	Emerging market and developing economies
	
	
	

	
	4.3
	4.1
	4.2

	Emerging and developing Asia
	5.6
	5.2
	5.2

	Mainland China
	5.2#
	4.6
	4.6

	India^
	7.8
	6.5
	6.8

	ASEAN-5§
	4.1
	4.7
	4.5

	Middle East and 
Central Asia
	2.0
	2.9
	2.8



	Notes :
	
	(#)
(##)
(^)
(§)
	Actual figures. 
PPP refers to purchasing power parity.
Fiscal year.
Includes Indonesia, Malaysia, the Philippines, Singapore and Thailand.



(2) Changes in merchandise exports and imports in real terms are derived by discounting the effect of price changes from changes in the value of the trade aggregates.  Estimates of price changes for the trade aggregates are based on changes in unit values, which do not take into account changes in the composition or quality of the goods traded, except for some selected commodities for which specific price indices are available.  The real growth figures reported here are based on the external trade quantum index series compiled using the chain linking approach, which were first released in March 2015 to replace the previous trade index numbers compiled using the Laspeyres method with a fixed base year.  The series are not comparable with the real trade aggregates under GDP (reported in Chapter 1) which are compiled based on the change of ownership principle in recording goods sent abroad for processing and merchanting under the standards stipulated in the System of National Accounts 2008.  Apart from this, non-monetary gold is recorded as a separate item in the statistics of merchandise trade and not included in the trade aggregates reported in Chapter 2, but is included in the trade aggregates under GDP in accordance with the international compilation standard.

(3) Re-exports are those goods which have previously been imported into Hong Kong and are subsequently exported without having undergone in Hong Kong any manufacturing processes which change permanently the shape, nature, form or utility of the goods.


33
image3.emf
India

$41.5 billion

(3.9%)

Singapore

$15.5 billion

(1.5%)

Taiwan

$33.4 billion

(3.2%)

Korea

$17.5 billion

(1.7%)

Japan

$20.6 billion

(2.0%)

EU

$65.2 billion

(6.2%)

US

$67.6 billion

(6.4%)

Vietnam

$29.7 billion

(2.8%)

Note : Figures in brackets are individual marketsʼ percentage 

shares in merchandise exports.

Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-25

-20

-15

-10

-5

0

5

10

15

20

25

30

35

40

Merchandise 

exports 

to Asia

Merchandise exports 

to all markets

Year-on-year rate of change in value terms (%)

Diagram 2.3 : Exports to Asia showed mixed performance

Others

$99.4 billion

(9.4%)

Mainland of China

$599.1 billion

(56.7%)

Rest of Asia

$66.6 billion

(6.3%)

Merchandise exports in the first quarter of 2024: 

$1,056.1 billion


image4.emf
Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-30

-20

-10

0

10

20

30

40

50

Year-on-year

rate of change (%)

Hong Kongʼs 

merchandise exports

to Mainland of China

Mainland of Chinaʼs 

import demand in 

US$

Diagram 2.4 : Exports to the Mainland 

surged

Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-30

-20

-10

0

10

20

30

40

50

60

Year-on-year

rate of change (%)

Hong Kongʼs

merchandise 

exports

to the EU

EUʼs import 

demand in US$

Diagram 2.5 : Exports to the EU 

recorded a double-digit fall


image5.emf
Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-35

-30

-25

-20

-15

-10

-5

0

5

10

15

20

25

30

35

Year-on-year

rate of change (%)

Hong Kongʼs

merchandise exports

to the US 

USʼ import 

demand 

Diagram 2.6 : Exports to the US 

declined marginally

Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-40

-35

-30

-25

-20

-15

-10

-5

0

5

10

15

20

Year-on-year

rate of change (%)

Hong Kongʼs

merchandise exports

to Japan

Japanʼs 

import 

demand

Diagram 2.7 : Exports to Japan

declined further


image6.emf
Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-60

-40

-20

0

20

40

60

80

100

120

Hong Kongʼs

merchandise exports

to India

Year-on-year

rate of change (%)

Indiaʼs

import demand 

in US$

Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-30

-20

-10

0

10

20

30

40

50

Year-on-year 

rate of change (%)

Hong Kongʼs 

merchandise 

exports

to Taiwan

Taiwanʼs

import 

demand

in US$

Diagram 2.8 : Exports to India 

expanded further

Diagram 2.9 : Exports to Taiwan 

turned to a decrease


image7.emf
Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-40

-30

-20

-10

0

10

20

30

40

50

60

Year-on-year

rate of change (%)

Hong Kongʼs

merchandise 

exports

to Korea

Koreaʼs 

import demand 

in US$

Diagram 2.10 : Exports to Korea 

continued to shrink

Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-40

-30

-20

-10

0

10

20

30

40

Year-on-year 

rate of change (%)

Hong Kongʼs

merchandise exports

to Singapore

Singaporeʼs

import 

demand in 

US$

Diagram 2.11 : Exports to Singapore 

reverted to a moderate increase


image8.emf
Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-35

-30

-25

-20

-15

-10

-5

0

5

10

15

20

25

30

35

Percent

Retained

imports

Merchandise 

imports

(a) Year-on-year rate of change

in real terms

Q1

2019

Q1

2020

Q1

2021

Q1

2022

Q1

2023

Q1

2024

-25

-20

-15

-10

-5

0

5

10

15

20

25

30

Percent

(b) Seasonally adjusted quarter-to-quarter

rate of change in real terms

Retained

imports

Merchandise 

imports

Diagram 2.12 : Merchandise imports increased year-on-year
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expanded strongly further

Year-on-year

rate of change

in real terms

Seasonally 

adjusted

quarter-to-quarter

rate of change 

in real terms

Business and other services 

$57.5 billion

(32.6%)

Transport 

$47.7 billion

(27.0%)

Manufacturing services 

$19.2 billion

(10.9%)

Imports of services in the first quarter of 2024:

$176.4 billion
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Diagram 2.1 : Merchandise exports rose in the first quarter
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Diagram 2.2 : Regional trade flows showed further improvement


