AmCham

AMERICAN CHAMBER OF COMMERCE
IN HONG KONG

2008
BUSINESS OUTLOOK SURVEY

Conducted by

nielsen

January 2009




=

AmCham

EXECUTIVE SUMMARY

HONG KONG

+» Hong Kong enjoyed a positive business environment in 2008 but the adverse
effects from the global financial crisis that began in the fourth quarter will
show its full impact in 2009, affecting over three quarters of AmCham
member companies’ performance forecasts.

« Although the impact from the crisis is evidently sharp in 2009, a majority of
respondents are holding a cautiously optimistic outlook that the economy and
business environment will gradually improve by 2011.

«+ Under the current business environment, over half of the respondents indicated
that they will operate ‘business as usual” in 2009.

< Despite the effects of the global financial crisis, a majority of member
companies with headquarters in the SAR will also maintain their current level
of operations.

« To try and counter the effects of the poor business environment, many member
companies have already taken measures to realign business plans to seek new
customers and reduce operational expenses.

+» Maintaining the competitive edge will become increasingly important and
Hong Kong should not rest on its laurels and rely on its traditional strengths.
The SAR needs to focus on improving the important fundamentals that make
Hong Kong such an attractive place to invest, work, and do business.

+ Some recommendations for improvements include raising the level of English
language proficiency, building a much stronger talent pool of high quality
personnel, as well as addressing the critical quality of life issues which include
effective measures to improve the natural environment.

MAINLAND CHINA

% Companies investing in Mainland China remain focused on domestic market
expansion opportunities and tapping into the growing economy, which
remains relatively positive compared to the Hong Kong economic outlook.

X/
L X4

Hence, Hong Kong’s gateway role is becoming increasingly important to help
companies seize the growing business opportunities connected between
China and the international markets.

X/
°e

To foster a healthy and favorable market environment, important issues
hindering trade needs to be resolved so that business and entrepreneurial
activities with China remain vibrant and at its best.
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1 ABOUT THE SURVEY

The 2008 Business Outlook Survey was carried out by The Nielsen Company on
behalf of the American Chamber of Commerce in Hong Kong. AmCham has
commissioned the annual Business Outlook Survey since 1990.

1.1 RESEARCH OBJECTIVES

This year the Business Outlook Survey focused specifically on:

e Tracking AmCham members’ views on the business environment in Hong Kong
and Mainland China;

e Establishing the commitment and business confidence of AmCham member
companies in the Hong Kong and Mainland China markets over the next three
years;

® Determining views and opinions of member companies toward trade and
investment issues in Hong Kong and Mainland China;

® Providing an update of Hong Kong and Mainland China operations among
AmCham member companies; and

¢ The impact of the current Global Financial Crisis on member companies in Hong
Kong

1.2 RESPONSE RATE

The AmCham 2008 Business Outlook Survey was conducted online and
questionnaires were emailed out to 710 company representatives and individual
members on November 27, 2008. A total of 155 completed questionnaires were
collected on or before December 19, 2008. The response rate was 22%, compared to
20% in 2007. The margin of error is £ 8%.

1.3 COMPANY PROFILES AND AMCHAM MEMBERS

Of the total number of respondents, 48% of AmCham member companies are based in
the USA, 32% in Hong Kong, and 6% in the United Kingdom. Our members
represent important industry sectors of Hong Kong’s economy and some of these
industries  include:  Sales/Marketing (14%), Financial Services (10%),
Transportation/Logistics (10%), Legal Services (8%), and Trade Services (8%),

NATIONALITY OF PARENT COMPANY PRIMARY NATURE OF BUSINESS IN HONG KONG - |
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2 HONG KONG BUSINESS ENVIRONMENT & GENERAL OUTLOOK

2.1 IMPACT OF THE GLOBAL FINANCIAL CRISIS

Despite a relatively good business environment assessment for the year 2008 in
general, a majority of member companies have already been feeling the pinch from the
effects of the global financial crisis that was slowly building up in last quarter. Survey
results reveal that 76% of AmCham member companies were negatively impacted in
various degrees. But some (17%) managed to seize business opportunities in the

Crisis.
OVERALL SATISFACTION IMPACT OF GLOBAL FINANCIAL CRISIS
WITH HONG KONG'S BUSINESS ENVIRONMENT
Q6 : Please indicate your overall s atisfaciion with Heng Keng's business environment. 2:?@-7]'9 what extent has the current global fi ial crisis i d on your busi in Hong

2008 2007 2008 2008
% % % %

Much positive impact
Very satisfactory

Slight pesitive impact

og Nao impact
Somewhat satisfactory 67 et 4 Slight adverse impact
unsati 2 TR
nat ur ¥ = $ N . .
Very unsatisfactory - ] % ] Much adverse impact
Base: Allrespondents 284 161 155 Base: Allrespondents 155

2.2 ECONOMIC OUTLOOK AND BUSINESS FORECAST

From the following two charts, AmCham members foresee that the full impact of the
global financial crisis will quite clearly be evident in 2009 with 74% forecasting a
‘poor’ economic outlook and 61% giving the same assessment for the business
environment. Looking further ahead, respondents hold a cautiously optimistic outlook
that 2010 and 2011 will gradually rebound back to a more stable environment for

investments.
FORECAST OF HONG KONG'S ECONOMIC OUTLOOK FORECAST OF HONG KONG'S BUSINESS ENVIRONMENT
Q8 : How do you rate Hong Keng's economic outlook in: Qr: H?:Hd!??: my:uf;l]fﬁ:gﬂ?«;ﬂg;«;ﬂminy eonsider the outlook for the busines s environment
2667 Forecast 2668 Forecast 2067 Forevast | 2068 Foregast
23‘09 23‘09 zgz )g‘og ;gzg zg‘" 2?:‘ 2%09 ngfﬂ 23:9 Zg‘fﬂ Zl’iﬁﬁ

Good
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J a Good
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Satisfactory

Poor Foor

Base: Alrespondents Base: Alvespoadenis
*lessthan 0.5%
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2.3 HONG KONG COMPANIES’ PLANS AND OPERATIONS

In the backdrop of a poor economic and business environment, 41% of the survey
respondents forecast ‘poor’ performances in their Hong Kong operations for 2009.
However, results also show that a majority of the respondents foresee company
performances will soon begin to rebound in 2010 and 2011. Unaffected by the global
financial crisis, the survey also reveals that some companies will be expanding their
operations (34%) over the next three years. But for most companies, they choose to
maintain the ‘business as usual’ (55%) mode.

FORECAST OF HONG KONG COMPANIES OVERALL HONG KONG COMPANIES' PLANS FOR NEXT 3 YEARS
PERFORMANCE - 1l . ; -
Q11 : How do you foresee your Hong Kong company 's overall perfarmance in the following (SOElVTatjerolyour Hens Kend(sompenyjs aianslay Hons Kend o ver o nox e (3] o8r g
years? 2000 20001 2002 2003 2004 2005 2006 2067 2008
2667 Faresast 2668 Foreeast % 5 5 5% % % % % %
2008 2009 2016 2009 2010 201t
% % % % % %
Good xpand busines
Satisfactory
Poor lusiness as uzual
sradually reducing  [B]
.eave Hong Kong
Bage : Al respoadenis ‘axe Al respondenis

b LH 167 162 155 155 155
383 352 348 338 83 208 278 162 ¥55
Tiless than 0.5% Less than 0.5%

Complimentary to the proportion of companies that are maintaining the current level
of operations over the next three years, the exact percentage of respondents (55%) also
indicate that their staffing levels will remain unchanged. Those struggling from the
current business environment will be seeing themselves gradually reducing human
resources over the next three years. Some of the most common measures taken to
adjust to the adverse impact of the global financial crisis include: seeking new or more
customers (65%), changing business plans for capital expansion or other growth
initiatives (57%), holding salary increases and bonus payments (50%), and changing
investment strategies (32%).

HONG KONG COMPANIES' ACTIONS AS A RESULT OF THE GLOBAL FINANCIAL CRISIS
HUMAN RESOURCES PLANS FOR NEXT 3 YEARS - Il

Q10 : What are your company's human resources plans in Hong Kong over the next three (3 Q34: Which, if any, of the following have you done or are planning to deo as a result of the current
?

financial crisis?

years?
2000 2001 2002 2003 2064 2005 2006 2607 2068 Have Done Plans ta do
% % % % % % % % % % a
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2.4 HONG KONG AS THE REGIONAL CENTER FOR ASIA PACIFIC

According to survey results, 80% of respondents indicated that they see Hong Kong as
their location of choice to head their operations in the region. This preference will not
likely change in the next three years as 85% of those member companies plan to
maintain their headquarters in the SAR. Of these head offices, 16% will undergo
expansion, 16% will reduce its size, while 67% will remain the same.

MAINTAIN HONG KONG AS THE CHANGE IN SIZE OF HONG KONG
REGIONAL CENTER FOR NEXT 3 YEARS REGIONAL HEADQUARTER OVER THE NEXT YEAR
Q15 i :{r T:; #':E: “,i' e, E;: my:";m mpan, &f;r::!;gl‘o maintain the Q17 Gver the next year, the size of the Hong Kong regional he adquarters is likely te:
M00 Mot 06z 263 Wee e 2006 e seen nyoowm o ams M s 2 ner 2
Increase
Maintain HQ in HK 8
Remain the same (52 56 58 & 58 53 50 54 ¥
e I I B B
B e by 22 43 178 157 6 124 - et -t = b 12
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2.5 ADVANTAGES FROM THE CEPA ON BUSINESSES

The Closer Economic Partnership Arrangement between Hong Kong and Mainland
China showed little effect on AmCham member companies. Only 21% of the survey
respondents indicated that they had received advantages from CEPA while almost half
(46%) of the respondents say there was no effect at all on their businesses. For those
that benefit from CEPA, the effects were largely on a moderate level (64%).

ANY ADVANTAGES FROM CEPA
IMPACT TC HAVE FROM CEPA
@12 : Has the Closer Ei ic Partnership A fCEPA] b Hong Knng and

Maindand China been helpfisl to your birsingss since it came into effect in 26087 Q13 Kyow got advﬂnr'%gg; from the Cleser Eeonomit Partnership Arrangement {CEFA{
etween Hong Kong arge an

and Mainland China since it came inte effect in 2004, how
impact has it had on your business?

Uncertain
3Tk

Got advantages L1:r e

T fram CEP.
. \

De net get any

advaniages

fram CEPA
46%

Small
21%

Moderate
64%

Base : Allrespondenis 155
Fer on  Bage: Al wdo gol advanlages Fom CEFA kxl

Aef Q13
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2.6

ASSESSMENT OF HONG KONG’S BUSINESS ENVIRONMENT

For the first time this year, the survey asked member companies to assess Hong
Kong’s dual gateway role for foreign businesses establishing a presence in China as
well as for the ever growing number of Mainland companies entering international

markets.

A significant number of respondents are quite pleased with the SAR’s

unique gateway platform and the rating is comparable to the top five attributes

including Hong Kong’s

favorable

geographic

location,

free port

status,

communications network, infrastructure, and free flow of capital. Of the twenty-six
factors accessed, seventeen were rated on or above the average (85%) ‘very/somewhat
satisfactory’ levels.

ASSESSMENT OF HONG KONG'S BUSINESS ENVIRONMENT

Q5 : How de you rate

Heng Keng's business environment in terms of:

[ Very salisfactory

PERFORMANGE O] Very! somewhat satisfaciory Most important! important
% 0708 05 0d 03 02 01 0D

2008 W%
ic Iocation ) 1001100100 100100 93 93 99 89
Freeportststus [ g [ i00 96 89 97 53 59 9910088
4 i network 73 [T e 99 99 99 99 10098 99 68
77 [TTEEEEN s 99 98 95 98 98 08 99 95
Free flow of capital 55 I _99 93 99 99 NA NA NA NA NA

[l

Ll | — — L L R
Public zecurity & salely 50 I TEEENN o3 93 93 99 S8 95 84 NA NA
Twation system [ 2 [N 05 98 9 95 97 95 95 97 97
Heng Hong legal & reguiglory L] [N Ss 100 96 95 95 92 91 94 93
Gatewlay from Ching | g tHe o Imss WA NR NA NA NR NA NA NL
% from the ret gl the CE] DN 05 WA N MK NA NA NA NA NB
Pressiiegdemiiesiigied 59 [T s 91 89 91 89 52 B0 83 65
Waintenance of US dollar peg [ 28 [T NSNS B9 96 98 95 94 B7 98 90

Base : Al cespondents 155
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ASSESSMENT OF HONG KONG'S BUSINESS ENVIRONMENT

Q5 : How do you rate Hong Keng's business environment in terms of:

PERF ORMANGE

[]_ Very satisfactory

[ verw! somewnat satisfactory

2008

Slable & political
em
Intellectual properiyrighls

Regional

Infiation
‘Valuation of the Renmenbi
Railability of kigh uslity
Ciwil service efficiency
English Ianguage

Executive & staff

Quality of life
Cost of doing business
Guality of natural emvironment

Office! housing cosls
155

%
[x] ._!Z

Base - Al ressamets
e P s

FACTORS AFFECTING CONTINUED INVESTMENT IN HONG KONG

Most important! important
07 06 05 04 03 02 01 00

A
84 84 891 B4 7B 77 24 B0
B7 B7 B2 B7 B4 I8 74 67
BF 78 B1 78 70 59 60 63
B8 91 93 92 B8 90 92 B9
B2 B5 91 NA NA NA NA NR
77 75 B2 79 69 68 64 66
BF 23 72 78 B8 70 76 I7
I7 13 13 67 589 47 48 52
¥2 7 73 70 64 56 57 58
6F B3 71 76 76 63 1 67
54 51 46 48 41 28 35 26
41 34 33 45 44 34 3323
31 33 33 32 B 1142

Fef: @5

In terms of how important the attributes are towards their business decisions to invest
in Hong Kong, survey respondents indicate that Hong Kong’s stable government and
political system (50%), legal and regulatory systems (51%), communications network
(49%), as well as geographic location (43%) are ‘most important’ to them. Some of
the factors that were low on performance (below the 85% average) but high in
importance (above the 83% average) are the level of English language proficiency,
availability of high quality personnel, as well as the quality of life in the SAR.

FACTORS AFFECTING COMPANIES'
CONTINUED INVESTMENT OR PRESENCE IN HONG KONG

Q4 : Please rank ilie followi:

itemis in ferms of their level of importance fo your company's

continued investment/ presence/ reasons for investing in ;i'-ng Kong.

IMPORTANGE [ Most important
[ most importanty important
# 2000
Stable apglijcal =i I _-
Hong Hong legal "‘Aﬂi’é‘.‘a! 57 I _!
I icalionz network 1] T T o
ic Incation a3 T T %
7 w g b
|
R ) — —————— L
o higE gunli L] I T 91
Public security & safety a0 [ T 91
Tacation system [ 47 [ so
Free flow of capital Itz*sn
Quality of ife [ 27 T 90
Cost of doing business [ 30 [T T 58
on links |41 T es

Base : Al respomdents

55

Most important! important
0708 05 04 D3 02 01 00
o A

gg 96 85 95 S8 S6 86 87 55

97 98 98 97 95 95 97 95
96 97 100 96 97 96 98 98
95 9B 96 98 S5 94 47 93
94 97 98 95 96 94 95 95
95 92 96 92 92 96 94 97
896 95 94 93 53 98 &7 8B
93 92 95 93 91 94 NA NA
81 92 91 52 50 893 B9 B3
91 90 90 NA NA NA NA KA
B3 83 B9 24 52 90 86 83
BE 80 28 B7 B9 87 87 S%
B9 BE o0 NA NA NA NA KA

iy
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FACTORS AFFECTING COMPANIES'
CONTINUED INVESTMENT OR PRESENCE IN HONG KONG

Q4 : Please rank the followis

IMPORTANGE

Gty rom 1 5 o

Press fregdom) unrestricted
o o1 1 of mtion

ety 9 R 81
Regional

[ Mostimportant

[} Mozt important! important

* 2000

- —— L

Office! houging costs

Executive & staff

eGRIEERISREEY

Quality of natural

civil service efficiency
Infiation

Free porl status

Maintenance of US dallar peg
Valuation of the Renmenbi

- Al respomdents 155

pees

8a
ot e A s At 206 - g

itemis in ferms of their level of importance to your company s
continped invesiment’ presence reasons for i ong.

ol otimmertenge
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Most important! importam
S % % % v % o %
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3 MAINLAND CHINA’S BUSINESS OUTLOOK

3.1 MAINLAND CHINA’S BUSINESS OUTLOOK FOR NEXT 3 YEARS

Turning to Mainland China, 83% of AmCham member companies have operations
there and almost three quarters of these companies (71%) indicated that the their
businesses have expanded over the last twelve months. Despite the global financial
crisis, the confidence in the Mainland markets remains very strong as 83% of survey
respondents have plans to make additional investments over the next three years.

INTENTICON TO MAKE ADDITIONAL INVESTMENT
CHANGE IN CHINA BUSINESS IN THE LAST 12 MONTHS IN MAINCAND GHINA IN THE NEXT 3 YEARS
Q22 : In the last 12 months, how has your s f in China Q23 ?I:::gm:; ?;‘:’m::g?imendm make additional investment in Mainland China in the
Reduced! tmtention
Decreased % 93 93 g3 83

Expanded!
Increased

2000 2001 2002 2003 2004 2006 2006 2007 2008
Bage: AR who hawe presence in Manbad Chine

Base : AR who have presence in Meintend China 578 - 248 252 262 54 35 ve 16 48 28 —

In comparison with the Hong Kong business environment, the outlook for Mainland
China is slightly more optimistic with the majority (64%) of respondents giving a
‘good’ forecast for 2009. While doing business in Mainland China, survey results
also indicate that the majority of respondents were generally satisfied with the overall
business environment.

OVERALL SATISFACTION WITH

FORECAST OF HONG KONG'S BUSINESS ENVIRONMENT MAINLAND CHINA'S BUSINESS ENVIRONMENT
Q7 Q28 . How does your Hong Keng company consider the outlock for the business . _ ~ _ R R ~ _
environment in MK (China) in the following years? Q28 Please indicale your overall satisfaction with Mainland China's busines s environment.
HiL Faresast i Chiina Farecast g "’g‘ﬂ 2008
2009 2010 2011 2069 2619 2011
% £ % % % %

Very satisfactory

Good Somewhat satisfactary

Satisfactory

Poor Somewhat unsatisfactory

Very unsatisfactory

Bage: Alrespondents

Base: Allrespondenis Fll] 158 ¥55

co
Cepyrigite 27
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3.2  RATING OF MAINLAND CHINA’S BUSINESS ENVIRONMENT

On a regional level, the Chinese market received top rankings in terms of the ability to
attract investments, followed by Southeast Asia, and South Asia to make the top three
investment destinations. When survey respondents were asked what attracted them to
begin or increase investments in the Mainland market, many cite domestic market
expansion (79%) and the general economic outlook (72%) as major contributing

factors.
AREAS OF FOCUS ON EXPANDING INTERNATIONAL REASONS FOR INCREASING INVESTMENT IN MAINLAND
BUSINESS CHINA
Q32 ¥ your company were to expand its international bush or make additi i Q26 : Please indficate the behind decisions (o begin or i i i Mak China.
which market will be your primary forus? Which will be your company's second focus? 1 2008 Initiating/ increasing Increasing investment
Which will be the third focus? { yzo07 im/estment %

[0 Top Focus
I Top Three Focuses Domestic market expansion (79} {1]
China yIm" General economic outinok [1£3] {73
South East Rsia B[] Irnpraving Infrastructure (24} (28]

Soulh Asia G4
Improving regulato;

Middle East [T )72 EnronmLm (24} 126}
North Bmerica [£7]16 Export opportunities (18] 1

Western Europe [F]14
Low cost of doing business 27, 26,
South America [B] 11 4 127 28]
Eazstern Europe and Russia [T]10 China's accession to WTO {12y 113}
Buslralial New Zealand [T]2 Poltical stabilty - P

nrrica [115 9
Cihers (each B55 than 19) gase: Aitwho interet o make Base: Allwho interd to make
Ceniral Bmerica [33 [nitiai adicltional ivesiment in adfditna] investment in
Mainiand Ching Maimizna Chy
(147 (108) Rer : Q26

To further improve the business environment in Mainland China, AmCham member
companies look forward to measures by the Central Government to address corruption
(90%), increasing the transparency of laws and regulations (89%), and protecting
intellectual property rights (86%) because these factors consistently get top
unsatisfactory ratings every year.

RATING OF MAINLAND CHINA'S BUSINESS ENVIRONMENT - | RATING OF MAINLAND CHINA'S BUSINESS ENVIRONMENT - |
Q27 : How do you rate Mainland China's business environment in terms of: Q27 : How do you rate Mainland China's business environment in terms of:
Somewhat! very Very! somewhat Somewhat! very Very! somewhat
unsatisfactory satisfactory unsatisfactory satisfactory
2007 2608 2007 2007 [1] 2007
% 1 % % %
Corruption {808y {10%) Compliance with WTO commitments (475} 53]
Transparency of laws and reguistions  meyy 2% Banking & financial Tacilities  (52%) %)
Intellectual property rights protection  pmzuy (135 Markel sccess (505 {50%)

Public security & safely 15

BureRucracY  jgo e t9%)
Quality of natural emdronment .y 1265 Quality of Ife texpetristel ey {54%)
Government supporling businesses
Legal & requistory Systems gy (2% proring Ha%) (HA}
i - Stable government & polifical syslem  f45%) 5a%)
English lznguage proficiency 7oy {30%) Communications network 45 155
Taxation lem
el {715y 129%) Infrastructure a7 1535
Corporste gavernance (g B & nt rling b
e L expurEIon o interRalionyl markers (N Ay
Ewmilability of high quality personnel | (E3%) [ s k-] 137%) Regional compelilivenezs ~ $31%} 189%)
Collection of receivables | I58%} g [+ 1a2%) Office and housing costs ~ 122%] 75
Ruailability of foreign exchange  {57%) 43 1a3%) Cost of doing business 1165 Ba%)
Infiztion (5% ; B+ 1a2%) Executive and staff remuneration  23%) TR

Al rec 155

Szce il resoondenis 155 Ref 027 Sace
L
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