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Hong Kong: Upgrading GDP growth for 2018
The extremely strong growth of the Hong Kong economy in 1Q18
surprised us. The growth mainly came from consumption created by the
wealth effect from rising property prices. As we expect home prices to rise
another 5% to 10% in the second half, consumption will continue to be
strong and so will GDP growth. We are revising upward our GDP forecast
for 2018

Surprisingly strong GDP driven by consumption
Hong Kong GDP grew 4.7% year-on-year in 1Q18, which is strong but consumption is even
stronger at 8.6%YoY. We underestimated growth at 3.4%YoY in 1Q, the same as consensus.
Consumption growth could be due to the wealth effect of rising home prices, which have increased
more than 20% for most housing units in 12 months. Though other components also grew at a
decent rate, we argue that those were mainly due to the base effect from 1Q17.

Hong Kong strong growth driven by spending
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Housing prices keep rising

Source: ING, Bloomberg

Home prices will continue to rise albeit at a slower pace in 2H18
Home prices are not likely to stop rising unless there is a big negative unexpected event in the
market. Rising interest rates from more Federal Reserve rate hikes would certainly increase the
burden of mortgage borrowers, so home prices would rise at a slower pace. But we do not expect a
fall in property prices. With new flats becoming smaller, property developers are able to keep new
homes affordable to young people with wealthy parents.
In addition, rising home price expectations would also induce existing home owners to refinance
their mortgages, even at high interest rates, to invest in an additional property, hoping for some
capital gains in the longer term. In other words, the wealth effect would continue to exist for a few
more quarters.

Uncertainties mount from trade tensions
On the other hand, we believe that the escalating trade tensions could disrupt Hong Kong's reexport businesses. Those activities would be mainly shipping, port, logistics and trading businesses.

We revise Hong Kong GDP upward to 3.8% in 2018
We maintain our GDP forecasts for the remaining months of 2018, as good growth from
consumption will be offset by trade-related service activities. But the strong growth in the
first quarter is sufficient for us to revise our GDP forecast for 2018 to 3.8% from 3.4%.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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