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Introduction
At the time of writing, continued uncertainty over economic management in Europe was still
causing nervousness across the world, checking what had been a steady rally in global
markets. How worried are companies in the Asia-Pacific region—the world‟s strongest
performing major region in recent years—about the potential impact of a crisis in the Eurozone
and a global recession? How does this affect their investment plans for the coming year?
What operational, financial, human-resource and technology issues are troubling Asia‟s
corporate leaders in 2012?
To find out, the Economist Intelligence Unit conducted a survey in February 2012 of 806
senior executives in the Asia-Pacific region. Of the total respondents, 44% are either board
members or C-level executives, and 49% come from companies with annual revenues in
excess of US$1bn. Some 71% come from companies headquartered in the Asia-Pacific, while
15% are from North American companies and 13% from Western European ones.
A survey of this complexity offers a wealth of data, but for reasons of digestibility and space,
the findings below are limited to the top-line conclusions, broken down by broad industry
categories and geographies (Tables 1 and 2).

1. Demographic profile of respondents by country§
Australia

113

New Zealand

32

4.0 %

145

18.0%

China (mainland)

94

11.7 %

Hong Kong

83

10.3 %

Australasia

14.0 %

China

177

22.0%

India

169

21.0 %

Japan

46

5.7 %

South Korea

33

4.1 %

Indonesia

18

2.2 %

Malaysia

41

5.1 %

Philippines

21

2.6 %

Singapore

123

15.3 %

Thailand

19

2.4 %

Vietnam

14

1.7 %

236

29.3%

806

100%

South-east Asia
Total
§

Subtotals in italics are principal geographies used in this summary
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2. Demographic profile of respondents by broad industry category
Consumer Business and Transportation

206

18%

Energy and Resources

125

11%

Financial Services

249

22%

Life Sciences and Health Care

86

8%

Manufacturing

179

16%

Public Sector

98

9%

Technology, Media and Telecommunications

181

16%

Adjusted total*
1124
100%
* NB: To account for conglomerates with operations across several industry sectors, some respondents are
counted in more than one sector
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Outlook and perceived risks
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Companies fear recession but few are factoring this into growth forecasts
Companies across the Asia-Pacific region are not yet expecting the economic problems
elsewhere in the world to have a major impact on their revenues here. Among the companies
surveyed, 58% expect their revenues to grow in 2012—with 18% expecting growth of more
than 10% over 2011 results. Another 40% expect growth between 1% and 10%. Only 4% of
companies expect growth to be considerably lower than in 2011. (Figure 1)

(All regions)

Although well over half of all companies at the moment expect reasonable growth in 2012, at
the same time they are clearly unconvinced that Asia would remain unaffected should the
global economic situation deteriorate. Regardless of the sectors in which they operate, well
over half of all companies consider a global recession to be one of the top three risks that they
face in the coming year (with the associated risk of a knock-on effect of the euro crisis as
close second). At 51%, the proportion worried about a global recession is lowest in the life
sciences and healthcare sector, where optimists predominate (see below). The number is
53% in the public sector, where organisations do not necessarily face commercial pressures.
Elsewhere, though, global recession is a top-three risk for 60-64% of companies. (Figure 2)
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(All regions; top four risks only)

Life sciences and healthcare companies are Asia’s biggest optimists
Managers in the life sciences and healthcare sector are by some way the Asia-Pacific region‟s
biggest optimists, with over 60% of respondents from that sector expecting growth in their
industry and their respective companies to accelerate in the coming year. Such optimism most
likely reflects rising incomes in the region as well as government programmes to expand
healthcare coverage. It also undoubtedly reflects the reality that healthcare spending rarely
dips in hard economic times.
By contrast, companies in the financial services sector stand out as being the least optimistic
in the Asia-Pacific region: fewer than half (46%) expect that their sector will grow more rapidly
in 2012 than in 2011. (Figure 3)
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(All Regions)

The level of optimism about industry-level growth varies much more widely by geography.
Unsurprisingly, the proportion of companies that expect their sector‟s growth rates to
accelerate in the coming year is much greater in emerging markets than in developed ones.
Around 60% of companies in China/Hong Kong and India are looking for faster growth over
the next 12 months. The number is a little lower, at 52% in South-east Asia. Elsewhere it is
30-35%. (Figure 4)

(All sectors)

Across the region, more companies are upbeat about the growth prospects for themselves
than for their industries overall. This makes sense given that the companies tend to expect
that they will grow largely through the development of new products. The main exception is
South Korea, where only 30% of companies expect that their own growth rates will accelerate,
perhaps because of tough competitive pressures or the relative maturity of their home market.
Companies in the life sciences and healthcare sector are the most bullish about their revenues
from India in the coming year, with 68% of respondents with income from India expecting
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these to grow from 2011 (compared to 57% of respondents in the energy and resources
sector). Regarding China, the manufacturing sector is equally as optimistic as the life sciences
and healthcare industry, with over 67% of respondents from each sector expecting better
revenue growth in revenues from China. Regarding revenues from South-east Asia, the
technology, media and telecommunications sector stands out as being most upbeat about
prospects for the coming year, followed by those in consumer businesses and transportation.
(Figure 5)

(*All regions, excluding “Don‟t know/Not applicable” answers)

Competition and human resources are major challenges
Aside from the potential for a global recession, two other risks stand out as being important to
companies across the Asia-Pacific region. One is intensifying competition, which 39% of
companies, in both the consumer business and transportation, and the technology, media and
telecommunications sectors identify as being one of the top three risks that they face. (Figure
2)
By region, the greatest number of companies that worry about competition can be found in
South Korea, where 42% of respondents overall identify it as being one of the three top risks.
Though only 36% of Greater-China-based respondents chose competition as a top-three risk,
it ranked second behind the prospect of a global recession. The figures are lowest (at 30-32%)
in Japan and India, two countries where regulations (and other challenges) constrain foreign
rivals.
The other risk is staff turnover and/or a lack of human capital, notably in the public sector,
where it was listed as a top-three risk for 40% of respondents across the Asia-Pacific region
(probably because of the sector‟s inability to provide attractive pay and conditions).
Interestingly, however, despite anecdotal evidence of the difficulties of attracting and retaining
talent in China, only a little over 20% of companies in Greater China cited this as a top-three
risk.
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Strategy and operations
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Broad priorities
Optimism is dictating strategic priorities: revenues and product innovation beat
cutting costs
As one might expect given the general optimism of companies across the Asia-Pacific region,
growing revenues is a top strategic priority. By industry, the financial services sector is the
most focused on revenue growth, with 57% of firms choosing this as a top-three priority. By
region, growth in revenues is one of the top-three priorities for about 55-57% of companies in
South-east Asia and Australia, and around 42-48% of companies elsewhere.
Developing new products and services is a close second in terms of priorities, however, and
exceeds growing revenues in importance (on aggregate) for companies across the region in
the life sciences and healthcare sector (selected by 52% as a top-three priority, compared to
42% picking revenue growth), technology, media and communications (52% versus 47%),
manufacturing (50% versus 44%) and unsurprisingly the public sector (53% versus 39%).
(Figure 6)

(All regions; top four priorities only)
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By region, development of new products and services is most important in Japan, where it is a
top-three priority for 46% of companies: this may be because other sources of growth are
more elusive in Japan than in the other regions. Elsewhere, the corresponding figure is
generally around 40%.
Nevertheless, cost reduction matters—and is a top-three priority for 40-50% of companies in
the consumer business and transportation, energy and resources, financial services, and
manufacturing sectors. By region, cost reduction is most important in South Korea, where it is
a top-three priority for about 60% of companies: this may be because South Korean
companies are most worried about competition. The corresponding figure is around 49% in
India and Japan and around 40% elsewhere. (Figure 7)

(All sectors; top four priorities only)

Investment plans
Asian companies will grow their businesses in China, India and… Australia/New
Zealand
Mainland China and India, unsurprisingly, are the two regions in Asia most likely to see
additional investment by companies in all sectors into their existing operations. In general,
about one third of all private-sector companies in Asia-Pacific, regardless of the sector in
which they operate, plan to invest in their existing businesses in mainland China in the coming
year. The percentages vary from 42% in the manufacturing sector to 28% in the life sciences
and healthcare sector. Roughly one-third of companies in each sector are looking to invest in
their existing businesses in India. (Figure 8)
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(Average, all sectors, all regions)

Two other investment hotspots are worthy of mention. The first is Australia/New Zealand, an
investment destination for about one-third of all energy and resources and life sciences and
healthcare companies. (In the technology, media and telecommunications and financial
services sectors, just under 30% of companies are looking to invest in their existing
businesses in the region.)
The second hotspot is Singapore. In most sectors (and, in particular, technology, media and
telecommunications) the number of companies that are looking to invest in existing operations
in Singapore is larger than the number expecting to invest in other South-east Asian countries.
However, among Asia‟s emerging markets (excluding China and India) Indonesia looks to be
marginally the most popular for additional investment, with around one in five respondents
looking to invest in their existing businesses there in the coming year.

Looking outside Asia for greenfield investments
Perhaps surprisingly, respondents from businesses in the Asia-Pacific region that are
contemplating greenfield investment are roughly as bullish about non-Asian emerging markets
as they are about China. In both cases, there are four (or more) sectors in which at least 15%
of companies appear set to make investments outside the region. This may be because Asiabased companies recognise that emerging markets in the rest of the world can provide better
opportunities to extend supply chains and/or to sell products than developed countries, in
theory because the competition is less intense and growth prospects higher.
India and Indonesia also stand out as markets where relatively large numbers of companies
across all sectors are looking to make new investments. Regardless of sector, around one in
ten companies hopes to invest in Indonesia: by this measure, it is attracting much more
interest than Malaysia, Thailand or the Philippines. This is presumably because Indonesia is
the national market in South-east Asia that is most typically being seen as „too large to ignore.‟
(Figure 9)
These findings add to a growing number of studies showing that Indonesia is rising rapidly on
the priority list of multinationals, which have hitherto had little in the way of direct operations in
the country. The rising incomes and improved infrastructure resulting from the country‟s
resources boom are a major attraction.
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By industry, resources companies are marginally more likely than are their counterparts in
other sectors to be contemplating greenfield investments. This may reflect strong competition
to gain access to/control of raw materials.

(Average, all sectors, all regions)

China and India top prospects for M&A, but Europe and North America look
attractive, too
Across industries and across the Asia-Pacific region, China and India stand out as the
countries most often chosen as the destination for potential M&A deals (indeed, they were the
only two regions to be chosen by more than 10% of all respondents). On a regional level,
however, interest is far more dispersed, with some industries eyeing potential bargains to be
had in economically-troubled Western Europe and also in North America. (Figure 10)
This is particularly true of the energy and resources sector. In addition to China and India,
more than 10% of energy and resources companies are also looking at Australia/New Zealand,
non-Asian emerging markets, Western Europe and North America.
But the most acquisitive sector is life sciences and healthcare, for which the list of regions
where more than 10% of respondents are interested in M&A is even longer: China, India,
Indonesia, Japan, Malaysia, Vietnam, non-Asian emerging markets and North America. India
is the stand-out here though: fully one-fifth of life sciences and healthcare companies
surveyed are planning an M&A in India in the coming year. (Figure 11)
Given the huge amounts of capital required for their businesses and regulatory conditions in
many countries, it is not surprising that energy and resources companies in Asia are the most
likely to expand by way of joint ventures (JVs). Between 14% and 15% of the resources
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companies are looking to undertake JVs in China, India and emerging markets outside Asia.
Life sciences and healthcare companies are also keen on JVs, with double-digit percentages
looking to do deals in China (14%), India (16%), Malaysia (12%) and South Korea (11%). This
may also reflect regulatory issues that dictate the necessity of joining forces with a local
partner in order to access these markets.

(Average, all sectors, all regions)
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(Specified sectors, all regions)

Outsourcing
Asia’s public sector looking to outsource IT
Across all sectors in Asia-Pacific, IT is the function that has most commonly been outsourced
to date—41% of all respondents said they currently outsource in this area. Yet it is also the
function with the most potential for outsourcing: about one-fifth of respondents say that they
have plans to outsource IT in the coming 12 months. The percentage is highest (at about
25%) in the public sector and lowest (at 18%) for the energy and resources sector.
The low numbers of energy and resource companies that are looking to outsource IT functions
in the coming year mean that only about 11% of companies in Australia/New Zealand expect
to outsource IT. The figure is around 20-22% in the other regions.
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(All regions; top three priorities only)

As a general rule, public-sector organisations are most likely to outsource IT functions in the
coming year if they are outside developed countries. In Australia/New Zealand and Japan,
14% (of what are, admittedly, small samples) of public sector companies expect to outsource
IT functions in the next 12 months. The equivalent figure is about 33% almost everywhere else.
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Corporate finance
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Exchange rates: a major worry for manufacturers
The region‟s manufacturers are fretting about exchange rate risk, which is unsurprising given
developments over the past year in major export markets in Europe and North America. No
fewer than 54% of the companies in the manufacturing sector across the region identify
adverse exchange rate movements as being among the top three financial risks that their
companies face. By contrast, this is true of fewer than 30% of the companies in financial
services (in part because their companies can more easily exploit or hedge against exchange
rate movements) and the life sciences and healthcare sectors.
Across the Asia-Pacific region, 35-40% of companies identify exchange rate risk as one of the
top three financial risks. Japan is the outlier. Having had to deal with the rise of the yen over
recent years, half of companies there see the exchange rate as a top-three risk.
Shortage of capital is seen as being one of the top three risks by between 25% and 33% of
companies across all sectors. (Figure 13)

(All regions; top four risks only)
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Increasing financial regulations not just a problem for financial services
Growing financial regulation is a seen by companies across the region as being a major
challenge. This is in spite of the famously laissez faire traditions of major markets such as
Hong Kong, and the relative absence of the issues that dominate economies and financial
systems in North America and Europe.
Unsurprisingly, increasing regulation is a more pressing issue for companies in the financial
services sector than elsewhere, with 49% putting it in their top three financial risks that they
face. (Figure 14) Nevertheless, at least 40% of companies in the energy and resources, life
sciences and healthcare, and (perhaps surprisingly) the public sector also identify increasing
regulation as being among the top three risks. In the other sectors, the equivalent figure is
lower (at 30% or so), but still significant.
Interestingly, views within the financial services sector about the rising regulatory burden are
very consistent across most regions, with about half of financial companies identifying it as
one of the top three risks. At 41%, the figure is slightly lower in India.

(All regions; financial services only)
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Human resources
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India’s human capital ranks highest; manufacturers pleased with Malaysia
Employers across the Asia-Pacific region appear to be happiest with the human resources
available in India, with 49% of relevant respondents on average (excluding “not
applicable/don‟t know” responses) saying that they are very satisfied or satisfied with the
people that they have recruited there for senior/specialist positions in the past year. The
numbers vary from 42% in the life sciences and healthcare sector to 53% in the technology,
media and telecommunications sector. (Figure 15)

Elsewhere, Malaysia stands out for the quality of human resources in the manufacturing
sector, where 54% of companies say that they are satisfied or very satisfied with their new
hires there. Across all sectors in Malaysia, the average number is 42%. China comes in third
place on this score.

(*All regions, excluding “Don‟t know/Not applicable” answers)

Instances where less than 30% of respondents are satisfied with their new hires are rare.
Examples include the public sector of Thailand (23%), the technology, media and
telecommunications sector of Vietnam (25%), the financial services sectors of Vietnam and
Thailand (25% and 30%) and the energy and resources sector of Indonesia (28%). This last
example is perhaps the most anomalous, given the long-standing importance of energy and
resources to Indonesia‟s economy.
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Where new hires disappoint: Thailand, financial services and the public sector
The figures noted above show that, regardless of the sector in which they operate, companies
that have hired senior or specialist personnel in Thailand in the past year are less likely to be
satisfied than are their counterparts in other countries. In Thailand‟s manufacturing sector, for
instance, 41% of companies are dissatisfied (as opposed to Malaysia, where 54% are either
satisfied or very satisfied).
Across the Asia-Pacific region, public-sector executives are less likely to be satisfied with the
personnel that they have hired in the past year than their counterparts in other sectors. This is
perhaps because public-sector employers are unable to compete with the private sector in
terms of pay and conditions. The main exceptions are public-sector employers in India: half of
them are satisfied or very satisfied with recent hires.
In the private sector, it is financial services companies that are less likely to be satisfied with
the senior/specialist personnel that they have hired in the past year. The figures range from
25% for hires in Thailand to 38% in Malaysia and the Philippines: once again, the main
exception is India, where financial services companies are more likely to be satisfied with their
new hires.
The public sector across the Asia-Pacific region is finding it difficult to recruit suitably talented
staff: 40% of these respondents said that staff attrition/lack of human capital is one of the top
three risks that they face. By contrast, this is true of just 22% of companies in the
manufacturing sector.

China/Hong Kong companies find human resources challenging when expanding
overseas
Managers in China/Hong Kong find human resources problems more challenging when it
comes to growing abroad than many of their counterparts in other countries in the region. Just
over half of all companies in China/Hong Kong believe that a shortage of talent is the core
problem that constrains their growth in foreign markets. The figure is marginally higher in
South-east Asia, but significantly lower in South Korea (42%), India (33%) and Japan (26%).
Moreover, China/Hong Kong companies are also more likely to be inconvenienced by high
staff turnover overseas. In China/Hong Kong, 26% of companies consider their staff turnover
to be unacceptably high. Elsewhere, the figure is 21% (in South Korea and South-east Asia)
or lower still (in India and Japan). No fewer than 36% of China/Hong Kong companies feel that
in general productivity is lower in overseas markets than in the home market. South Korea is
the only region where the number is higher (at 42%). (Figure 16)
These results may reflect the role of Hong Kong as a regional business hub. Managers in the
Special Administrative Region can be assumed to deal with overseas human resources issues
to a greater extent than their counterparts elsewhere. Many Hong Kong managers work for
multinational companies that enjoy very high labour productivity in home markets.
In general, constraints arising from human resources issues are probably a reason why only a
minority of companies across the Asia-Pacific (just 32% of all respondents) are looking to
boost revenues through expansion into new markets.
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(All sectors)
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Technology
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Asia targeting CRM and mobility tools in 2012
If companies across the region are contemplating an increase in investment in information
technology (IT) in the coming year, they are most likely to be looking to strengthen their
customer relationship management (CRM) systems and workforce mobility tools. Across all
respondents, 51% of companies expect to boost their investment in CRM and 49% expect
increased investment in workforce mobility tools (including mobile devices and tablets).
In relation to CRM, the percentage looking to invest in the coming year is highest in the
consumer business and transportation sector (at 59%) and lowest for the energy and
resources sector (at 42%). In most sectors, the percentage of companies that are looking to
raise investment in workforce mobility tools is around 50%. The numbers are somewhat higher
for the consumer business and transportation sector (56%) and energy and resources (59%).
(Figure 17)

(All regions; top three planned investments and social media tools only)

By region, over 60% of companies in India are looking to lift their investment in CRM in the
coming 12 months (71% in the life sciences and healthcare sector). This contrasts with about
30% of companies in Japan overall. The number of companies who are looking to lift
investment in workforce mobility tools ranges from 36% in Japan to 57% in Australia (and
nearly 90% in the energy and resources sector in that country).
The priority accorded to CRM probably reflects the importance being placed on customer
service in an increasingly competitive marketplace, but also the drive to increase efficiency in
the current climate of economic uncertainty. The rising investment in workforce mobility tools
is consistent with a widespread desire to boost worker productivity. Across most sectors,
Japan is not a targeted growth market: the low numbers of companies that are looking to lift
investment in CRM and workforce mobility tools reflects this.
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Cloud computing: a focus for the technology, media and telecommunications
sector only
For now, the enthusiasm of Asia-Pacific executives for cloud computing remains limited.
Across all regions, only 31% of companies in the manufacturing sector, for instance, expect to
lift investment in cloud computing services over the coming year. With one exception, the
percentage is no higher than 40% in the other sectors. Unsurprisingly, technology, media and
telecommunications is the sector where Asian executives are most excited about the
prospects for cloud computing: 54% of companies in the sector expect to lift investment in this
area over the next 12 months.
Across all regions and industries, about one-quarter of companies have no view on cloud
computing, or say that it is not relevant. The exception is South Korea, where only 12% have
no view—reflecting the advanced IT infrastructure in that country. Still, just 42% plan to
increase investment in the technology; but this may reflect that South Korean companies have
already made more of a commitment to cloud computing than companies elsewhere in the
region. In general, IT budgets are being allocated to other priorities.

Social media tools: important to a minority of companies, but the public sector is
taking note
For all the excitement about social media, under 40% of respondents across the Asia-Pacific
region expect to increase investment in social media tools and infrastructure in the coming
year. The percentages are even lower in the manufacturing sector and the energy and
resources sector, at 32% and 27% respectively. In none of the sectors—even technology,
media and telecommunications—does the figure exceed 50%. However, the number of
respondents that are looking to boost investment in social media tools in the coming year is
greatest in the public sector, at just under 50%.
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