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Hong Kong's economy slowed yet again in Q214, with real GDP growth coming in at a

disappointing 1.8% year-on-year (y-o-y). Owing to dual headwinds from China as well

as the teetering domestic property market, we have downgraded our 2014 and 2015

real GDP forecasts to 2.5% and 3.3% respectively, from 3.0% and 3.7% previously.

We continue to expect the nascent correction in Hong Kong property prices to continue

over the course of 2015. However, the correction is likely to be relatively mild, with price

declines in the range of 10-15% within the realm of possibility. Some upside risk to this

forecast will remain in play as long as the city-state's supply side woes, although the

rising likelihood of monetary tightening in the US in 2015 is clouding the medium-term

outlook. While Hong Kong's fiscal position remains on a sound footing, the potential for

a normalisation of interest rates in the US could pose a challenge to the government.

On the one hand, government revenues will be hit by the subsequent fall in property

prices in the city-state.

As cooling measures are withdrawn, this will also hit revenues. However, we expect

such measures to remain in place for the time being, and see Hong Kong running a

small fiscal surplus in 2015. Hong Kong's democratic reform process, the cornerstone of

which is meant to entail the introduction of universal suffrage by 2017, has become an

increasingly contentious issue over recent months. We do not expect a satisfactory

solution to the process in the near-term, as Beijing's model for 2017 elections does not

fit with that of Hong Kong's pro-democracy contingent. Following major demonstrations

in October 2014, further flare-ups are highly possible.
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