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Unemployment “to peak at 8.2 pc”

Hong Kong ‘s unemployment rate will peak at 8.2 per cent in the third quarter according to a Deutsche Bank report.

Although the worst might soon be over, the rate would remain high for one or two more quarter, said economic analyst Alan Kwok .

“ The unemployment rate is not likely to drop at a 8 to 8.2percent in the forth quarter,” he said. “ Employment in trade and export-related business and tourism will pick up first.”

According to government statistics, the unemployment rate reached a record high of 7.8  per cent in the second quarter . 

The jobless rate was lagging behind gross domestic product growth because the weak domestic economy was dominating Hong Kong ‘s labour market , Mr. Kwok said ..

The trade and transportation sector, the main engine for economic growth, only contributes 20 per cent of total employment, according to the report.

“ The extended weakness in most other sectors that rely on domestic consumption tends to offset the initial gain in labour demand by the few growth sectors,” it said.

According to the Census and Statistics Department, Hong Kong recorded 0.5 per cent growth in GDP in the second quarter.

But the situation would improve in the second half, as the spillover effect from the moderate economic recovery would be more obvious, Deutsche Bank said.

Supply pressure from fresh graduates coming on to the job market in summer would gradually abate in the forth quarter, it said, adding trade would still be the engine for Hong Kong ‘s recovery.

Government statistics showed exports surged 9.8 per cent by value in July over the same month last year to HK $146.4billion – the highest growth rate in 17 months.

Hong Kong would further benefit from increasing exports from China in the second half, the report said . 

Summary : 

     The unemployment rate of Hong Kong is anticipated to peak at 8.2 per cent in the third quarter and stay at 8 to 8.2 percent in the forth quarter.  Hence it will affect the Gross Domestic Product of Hong Kong seriously. Fortunately, we can benefit from the increasing exports and trade from China and maintain the GDP to a certain growth rate.

Analyze:

      To begin with, the growth rates of the Gross Domestic Product ( GDP ) are often related to the employment and the price level . When the GDP growth rate is high, price level tends to increase rapidly and unemployment rate tends to fall. Conversely, when the GDP grows mildly or becomes stagnant, unemployment rate increases and the price level decreases.  Hong Kong is just in this situation. The lower GDP means fewer goods and services are produced. Thus, less factor services have to be employed. Consequently, a high level of unemployment is now resulted in Hong Kong. 

     A person aged 15 or above is considered to be unemployed if he does not have a job or does not perform any work for a payment. Besides, he should be available for work and is seeking job also. 

     According to figure 2, we can see that the income of Hong Kong labour (Pm) is higher than the equilibrium price. Quantity demanded is less than quantity supplied ( Qd < Qs).  Excess supply is resulted and many people are unemployed. Hence there is a downward pressure on wages.

     Moreover, unemployment is costly to both the unemployed and society. Firstly, unemployment results in a loss of output. As the efforts of the unemployed workers are not used for production, goods and services that society could have enjoyed from the productive efforts are lost, that means the GDP will further decrease. 

      Unemployment will also results in a loss of income, skill and experience. Unemployed people will lose income, they have to reduce their expenditure and their living standard will be lower. If they are unemployed for a prolonged period, their skills may deteriorate, and their working experience may get outdated or lost. 

     In addition, unemployment often creates social and psychological problems. A person who is unemployed for a long time may lose his self-respect and feel frustrated easily. Marriage breakdowns, child abuse, mental disorders and suicide are common among the unemployed. Unemployment may lead to social and political disorder. The crime rate may rise as more people turn to be thieves. Protest and civil disturbance increase as people are dissatisfied with the government.

     As mentioned above, the unemployed people will lose their income and reduce their expenditure, therefore, the aggregate consumption demand decrease. Producers will then reduce the prices of their goods and services so as to encourage consumption. Hence a continuous decrease in the general price level is resulted. Deflation occurs. When the general price level decreases, the purchasing power of money increases. Hence our cost of living will be lower.  Moreover, in times of deflation, the government will collect less tax revenue from sales and salary tax. Also, people will prefer holding money instead of physical form such as properties and cars. This is because people expect the future price of physical forms to decrease and since the purchasing power of money increase, people will not prefer to hold their wealth in physical forms. 

        Refer to the diagram of business cycle (Fig. 1), According to the report of the last quarter, Hong Kong is now experiencing a moderate economic recovery. Aggregate demand starts to increase. The real GNP growth rate is increasing (+2.3%) and the unemployment rate starts to drop (7.4%→7.2%) as firms increase output to meet growing aggregate demand. As idle (i.e. unemployed) resources are available for production, there is little pressure on prices. Hence moderate inflation rate is resulted.

       Besides, under the interest rate agreement, all licensed banks are not allowed to offer an interest rate on savings higher than the rate regulated by the Hong Kong Association of Banks (HKAB). However, in order to speed up the process of recovery, the HKAB is going to follow the United States to reduce the maximum interest rate. When the interest rate is lower, the mortgagors will benefit. Thus, they can afford to buy flats and their expenditure will increase. Meanwhile, investment on land, construction and machinery is also encouraged. Since

                GDP at market price = C+I+G+X-M

  When private consumption expenditure and gross domestic capital formation increase, GDP is likely to rise. Hence unemployment rate will decrease.
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      Figure 2-Excess supply of labour                                        
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