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Chapter 1

Introduction

SMEs play a very significant role in any economy. In Hong Kong, for at least the past ten years, more than 98% of enterprises
in Hong Kong are SMEs. They may be small individually but together they employ 48% of the total working population over
1.3M employees and their combined business values was nearly 57% that of total business values in Hong Kong in 2009'.

One of the main strengths of SMEs is their adaptability, but at the same time they are also more vulnerable to upheavals in
the economic environment, which have not been lacking in the past two decades - the Asian financial crisis of 1997, SARS
outbreak and economic downturn of 2003, the global financial melt-down of 2008.

In recent years, governments worldwide have begun to realise the important role they play in creating a business
environment conducive to SME’s sustainable development. Government support should be distinguished from government
intervention. In a significant event in 2000, about fifty OECD members and non-members signed the Bologna Small Business
Charter’. Since then, governments as far apart as Japan, Mozambique, and the European Community have taken concrete
actions to support SMEs in their respective countries.

The current research project is a joint effort of a tertiary institution and the SMEs in Hong Kong, more specifically, a
collaboration between The Hong Kong Chinese Importers’ and Exporters’ Association (HKCIEA) and the Institute for Enterprise
Development, School of Business, Hong Kong Baptist University, to explore the issues facing SMEs. It is a year-long project
which started in May 2010 and is funded by the SME Development Fund, Trade and Industry Department of the HKSAR
government®. The main objectives of this project are to assess how Hong Kong SMEs are coping in the turbulent economic
environment, what are the challenges they face, what do they see of their future and most importantly, what can be done to
provide the necessary support for their sustainable development.

The research project includes a self-administered questionnaire survey of 272 SMEs in Hong Kong to generate some
quantitative data, case studies of three successful SMEs to gain in-depth insights, and six public seminars/forums for SME
representatives to exchange ideas and express their views.

The project is documented in this main report which includes the overall findings of the survey of SMEs in Chapter 2; the
breakdown findings by sector for four sectors - the Import and Export Trade Sector, Import and Export cum Manufacturing
Sector, Manufacturing Sector and Services Sector in Chapter 3-6; three case studies in Chapter 7 and in the last chapter,
recommendations are put forward which incorporate views and suggestions of Hong Kong SMEs expressed in the public
seminars and forums.

1 See Table in Appendix 1 SMEs’ Contribution to Hong Kong’s Economy from 1998 — 2010, Census and Statistics Department, HKSAR
Government

3 http://www.smefund.tid.gov.hk/eng/sdf.html
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Chapter 2
Survey of Hong Kong SMEs: Overall Findings

A survey of SMEs in Hong Kong was conducted as part of the project to obtain SME’s view of their current status and future
prospects. The surveyed SMEs were asked about factors influencing their current business, difficulties in doing business in
Hong Kong and difficulties in doing business in mainland China, strategies being adopted and their perceived effectiveness.
They were also asked their views on HKSAR government and mainland policies for SMEs.

The survey targeted SMEs in Hong Kong in four selected sectors, namely, Import and Export Trade Sector, Manufacturing
Sector, Import and Export Trade cum Manufacturing Sector, and Services Sector.

2.1 Survey Method

The survey was conducted by means of a self-administered questionnaire in Chinese (Appendix 2) sent by post and email
through the Hong Kong Chinese Importers’ and Exporters’ Association and the Institute for Enterprise Development of Hong
Kong Baptist University to SME and business associations in Hong Kong. A total of 1,812 questionnaires were distributed
between July and August of 2010. Follow-up reminders by post, email and phone calls were made, and 272 usable
questionnaires were collected by the end of August 2010, making an overall response rate of 15 %.

2.2  Profile of Responding SMEs

The responding SMEs are distributed among the different sectors as follows:

Table 2.1 Responding SMEs by Sector

Sector No. of SMEs Percentage
Import and Export Trade 81 29.8%
Import/Export Trade cum Manufacturing 69 25.4%
Manufacturing 64 23.5%
Services 48 17.6%
Others 10 3.7%
Total 272 100.0%

A wide spectrum of industries is represented in the sample. Responding SMEs of the Import and Export Trade sector,
Import and Export Trade cum Manufacturing sector, and Manufacturing sector are engaged in the following industries:
biochemical technology, food, electronic & electrical appliances, machinery & equipment, jewellery, fabricated metal
products, plastic, printing & publishing, textile & garments, toys, watches & clocks, automobiles, building materials, furniture
and home furnishings, decoration and gift items, stationery, shoes & handbags, medical, health and eco-protection products,
etc.

Respondents of the Services sector are engaged in information technology, transport and logistics, financial service,
medical service, accounting service, legal service, social service, education, architecture and interior design, hotel and
tourism, food and catering, real estate and property management services, etc.

Chapter 2
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Majority of the surveyed SMEs employ fewer than 50 employees. Distribution of SMES by number of employees is shown in

Table 2.2.
Table 2.2 Number of Employees
Employee Size Number of SMEs Percentage

<10 130 47.8%

10-50 106 39.0%

51-100 18 6.6%
>100 18 6.6%
Total 272 100.0%

About 85% of the respondent SMEs have been in operation for more than 5 years. Distribution of the SMEs by years of

establishment is as follows:

Table 2.3  Years of Establishment

Years of Establishment Number of SMEs Percentage
<3 25 9.2%
3-5 13 4.7%
6-10 46 16.9%
11-15 29 10.7%
>15 158 58.1%
Unknown 1 0.4%
Total 272 100.0%

Chapter 2




2.3  Business Performance

The survey was conducted in 2010, not long after the global financial crisis of 2008, and the SMEs were asked to compare
their current business performance to that before the financial crisis, that is, before and after 2008. Figure 2.1 shows
that 36.6% of the responding SMEs actually saw an increase in sales over the period although profitability did not match
the sales increase — only 21.9% saw their profit increased, and the corresponding figure for return on assets was only
15.4%. Given the fact that the 2008 financial crisis hit hardest on the US and European economies, this shows that these
enterprises are no longer solely dependent on the traditional US and European markets. Another reason is that most of the
SMEs in Hong Kong have established and expanded a major part of their businesses in mainland China which achieved a
GDP increase over the 2008 financial crisis period. At the same time, the strong growth momentum in Asia and the gradual
recovery of the global economy also offer better business opportunities for SMEs in Hong Kong.

Figure 2.1 Change in Business Performance Compared to Pre-financial Crisis

Increase |

No change
42.9%

Decrease | 147.2%

O Changein sales (N=265)

E Changein profit (N=256)

M Changein returns on assets (N=240)
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Table 2.4 shows that for those SMEs that recorded better business performance, the average percentage increase in
sales, profit and return on assets were 24.3%, 29.2% and 20.3% respectively. Table 2.5 gives the corresponding figures for
those that recorded a decline in sales, profit and return on assets.

Table 2.4  Increase in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Minimum 2.0% 1.0% 1.0%
Maximum 100.0% 500.0% 100.0%
Mean 24.3% 29.2% 20.3%

Table 2.5 Decrease in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Minimum 5.0% 2.0% 1.0%
Maximum 100.0% 100.0% 102.0%
Mean 28.0% 26.0% 26.0%

Chapter 2




2.4  Three-year Business Projection

The SMEs surveyed were asked to make forecasts for the next 3 years. Figure 2.2 shows that 52.0% of them held optimistic
or very optimistic outlook of their business and only 10.0% were pessimistic or very pessimistic.

Figure 2.2 Projection of Next Three Years’ Business

N=271

Very optimistic/ Optimistic NG 52.0%
Neutral I 38.0%

Very pessimistic/ Pessimistic [l 10.0%

Respondents were asked to project future expansions in Hong Kong, mainland China and overseas respectively (Figure
2.3) and the findings show that 46.7% have plans to expand in mainland China and and 34.0% indicated plans to expand
overseas in the coming three years.

Figure 2.3  Projection of Next Three Years’ Business in Hong Kong, mainland China and Overseas

Plan to expand business 146.7%

No change

12.3%

Plan to cut business 10.5%

operations

O In Hong Kong (N=269)
In mainland China (N=257)
M Overseas (N=229)
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Results reveal that 54.9% of the responding SMEs would develop new markets to expand their businesses, as shown in
Figure 2.4. They plan to develop new markets in mainland China and foreign countries, such as the Philippines, Vietnam,

Thailand, Indonesia, ASEAN regions, USA and Europe.
Figure 2.4 Plan to Develop New Markets in the Next Three Years

N=182

Plan to develop new markets |EEEEG— 54.9%
No planto develop new markets N 45.1%

Chapter 2



2.5  Factors Influencing the Current Business

The responding SMEs were presented with eight external factors deemed to have impact on business. Overwhelmingly,
‘policies of the mainland government’ is considered of greatest impact with 74.0% rating this factor of significance or of
great significance. This is followed by 55.6% for the factor ‘fluctuations of exchange rates’, as shown in Table 2.6a. This
finding is consistent with the fact that many SMEs are engaged in mainland-related businesses and these would be their
main concern. The comparison of the external factors deemed to impact on respondents’ business by the four sectors is
illustrated in Figure 2.6b on page 10.

Table 2.6a  Perceived Impact of External Factors on Business (Overall)

SMEs rating the specific factor to be of great
. significance or of significance
External Factor Deemed to Impact Business
Number of SMEs Percentage

Policies of mainland government (N=250) 185 74.0%
Fluctuations of exchange rates (N=250) 139 55.6%
Debt crisis in Europe (N=245) 103 42.0%
RMB clearing and settlement procedure (N=241) 100 41.5%
Expansion of mainland domestic market (N=239) 69 28.9%
The establishment of free trade zone between China and ASEAN 08 13.7%
(N=204)
Pan-Pearl River Delta development (N=196) 18 9.9
(ZBR=AER T METSER) o
CEPA Policies (N=208) 15 7.2%

Chapter 2

9



10

The Road to Sustainable of Development of Hong Kong SMEs -

The Present and Future

Table 2.6b  Perceived Impact of External Factors on Business (By Sector)

Import and
Import and . .
External Factor Deemed to Impact Export Trade cum Manufacturing Services
. Export Trade .
Business (N=81) Manufacturing (N=64) (N=48)
. (N=69)
Policies of mainland government 68.1% 80.6% 83.3% 65.9%
Fluctuations of exchange rates 56.2% 67.2% 56.7% 40.0%
Debt crisis in Europe 43.7% 54.5% 29.8% 41.5%
RMB clearing and settlement procedure 37.5% 46.0% 40.4% 41.0%
Expansion of mainland domestic market 31.0% 25.4% 28.8% 27.0%
The establishment of free trade zone between
0, 0, 0 0,
China and ASEAN 14.5% 9.3% 13.7% 20.6%
Pan-Pearl River Delta Development
e — PN 10.3% 3.6% 13.6% 6.7%
(CZHR=AIER T HIETHR) ’ ’ ’ ’
CEPA Policies 8.3% 1.8% 8.2% 11.4%

Chapter 2




Table 2.7a below shows factors that were unclear to the responding SMEs. Top of the list is 27.1% who were not clear
about the ‘Pan-Pearl River Delta development ( 2 ¥k = A EZR NI4T 567 ) 7, followed by 23.0% who were
unclear about ‘the establishment of the free trade zone between China and ASEAN’, and 22.7% who were not clear about
‘CEPA policies’. This shows the need for SMEs to be kept well informed and educated about new development in the macro
economic and business environment and policies. Table 2.7b presents the factors which are unclear to the respondents by

the four sectors.
Table 2.7a  External Factors which are Unclear to SMEs (Overall)
External Factor unclear to SMEs Number of SMEs Percentage
Pan-Pearl River Delta development (N=269) .
e — o PRGNS 73 27.1%
(RER=AERTFHEITEA)
Establishment of free trade zone between China and ASEAN (N=265) 61 23.0%
CEPA policies (N=269) 61 22.7%
Expansion of mainland domestic market (N=270) 31 11.5%
Table 2.7b  External Factors which are Unclear to SMEs (By Sector)
Import and
Import and Export
External Factor Deemed to Impact P P Export Trade cum | Manufacturing Services
. Trade .
Business (N=81) Manufacturing (N=64) (N=48)
. (N=69)
Pan-Pearl River Delta development
e — PN 28.4% 20.3% 29.0% 36.2%
(TER = AIERTFHIETER) ’ ’ j ’
Establishment of free trade zone
29.59 19.49 19.09 27.79
between China and ASEAN 9:5% 4% 9.0% &
CEPA policies 25.0% 20.3% 22.2% 25.5%
E ion of mainl i
xpansion of mainland domestic 19.3% 7 4% 7 8% 21 3%
market

Chapter 2
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2.6  Difficulties in Doing Business in Hong Kong

Respondents were asked to assess a list of six factors that present difficulties in doing business in Hong Kong. Top of the
list is ‘RMB exchange rate fluctuations’ — 57.8% of the responding SMEs considered this a serious or extremely serious
problem, followed by ‘rising rental costs’ — 51.9%, as indicated in Figure 2.5a.

Over 40% of the respondents considered ‘fluctuations of market conditions’ and ‘loss of competent employees’ a serious
or extremely serious problem. Though last on the list, ‘flow of funds between Hong Kong and Mainland” and ‘access to bank
loans’ are difficulties faced by over 25.0% of SMEs. These concerns are to be addressed if SMEs are to thrive.

Figure 2.5a Difficulties Experienced by SMEs in Doing Business in Hong Kong (Overall)

RMB exchange rate fluctuations (N=270) [N 57 .8%
Rising rental costs (N=264) [[NENEGN 51.9%
Fluctuations of market conditions (N=266) [N 47.7%
Loss of competent employees (N=265) e 43.4%

Flow of funds between Hong Kong and Mainland (N=264) |G 29.6%

Access to bank loans (N=266) | 25.2%

B Difficulties rated as veryserious
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The comparison of the difficulties experienced by respondents of the four sectors in doing business in Hong Kong is

illustrated in Figure 2.5b below:

Figure 2.5b Difficulties Experienced by SMEs in Doing Business in Hong Kong (By Sector)

RMB exchange rate fluctuations

Rising rental costs

Fluctuationsof market conditions

Loss of competent employees

Flow of funds between Hong Kong and Mainland

Access to bankloans

| 47.5%

| 76.8%
| 68.8%

27.7%

| 53.2%
| 46.3%
 38.3%

| 68.8%

| 47.5%
| 55.1%
| 50.8%
| 37.0%

31.6%

| 47.1%
| 44.3%
| 57.4%

 33.3%

31.3%
27.9%
22.9%

24.1%
26.9%
19.0%

| 34.0%

O Import & Export Trade (N=81)

O Import & Export Trade cum Manufacturing (N=69)
O Manufacturing (N=64)

O Services (N=48)
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2.7  Difficulties in Doing Business in Mainland China

Similarly, respondents were asked to assess factors that present difficulties in doing business in the mainland. As shown in
Figure 2.6a, the first two on the list are costs related, including rising raw material costs, rising wages. But many are also
concerned about the government policies and regulations and their implementation, such as the labour contract law, the
effectiveness in implementing laws and regulations, introduction of environmental protection laws and regulations protection
of intellectual property rights, and a fair and equitable business environment, as well as shortage of factory workers. Al
these indicate that the mainland business environment is not yet fully developed and mature. Hong Kong SMEs are exposed
to higher risks when doing business in China.

The last two factors on the list, though of concern to fewer enterprises, are still considered by one quarter of the responding
SMEs as presenting challenges. One is the competency of Chinese professionals, e.g. in the legal and accountancy
profession, and the other is the access to bank loans in the mainland. The former concern should represent good news to
Hong Kong professionals who may still have an advantage over their Chinese counterparts. The analysis of the difficulties
experienced by respondents of the four sectors in doing business in the Mainland is shown in Figure 2.6b on page 15.

Figure 2.6a  Difficulties Experienced by SMEs Doing Business in the Mainland (Overall)

Risingraw materials costs (N=254) N 74.8%
Rising wages (N=256) NI 71.5%
Unclear policy (N=252) [ 59.1%
Implementation of labour contract law (N=251) [N 58.6%
Shortage of workers (N=250) [N 52.8%
Effectivenessin implementinglaws and regulations (N=251) [N 50.6%
Environmental protection laws and regulations (N=251) [N 45.8%
Protection on intellectual property rights (N=253) [N 43.1%
A fairand equitable business environment (N=254) [N 40.6%
Competency of the Chinese professionals (N=252) NN 31.3%
Obtainingbankloansin the Mainland (N=248) N 25.8%

W Difficulties rated as very serious
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Figure 2.6b  Difficulties Experienced by SMES Doing Business in the Mainland (By Sector)

Risingraw materials costs

Rising wages

Unclear policy

Implementation of labour contract law

Shortage of workers

Effectivenessin implementinglaws and regulations

Environmental protection laws and regulations

Protection onintellectual property rights

A fairand equitable business environment

Competency of the Chinese professionals

Obtainingbankloansinthe Mainland

| 67.6%
] 92.6%
] 85.7%
]37.5%
]57.3%
| 88.2%
] 79.4%
] 56.1%
] 46.5%
] 72.1%
| 68.9%
] 51.2%
| 42.0%
| 74.6%
] 76.2%
| 34.9%
| 43.5%
] 70.6%
| 68.3%
C  1171%
] 42.9%
] 58.2%
] 56.5%
| 44.2%
]37.1%
] 63.2%
| 55.6%
[ 1195%
| 46.6%
| 45.6%
| 42.6%
] 35.7%
| 40.5%
] 41.8%
| 42.6%
] 41.9%
T 0233%
[ 1284%
] 33.3%
] 46.5%
T ]225%
. ]318%
. J217%
[ 7286%

O Import & Export Trade (N=81)

O Import & Export Trade cum Manufacturing (N=69)
O Manufacturing (N=64)

O Services (N=48)
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2.8  Coping Strategies Adopted by Hong Kong SMEs in Import and Export Trade Sector
The study examined the strategies adopted by SMEs to cope with the challenges and the effectiveness of these strategies.
Overwhelmingly, the responding SMEs have adopted market and new product development strategies. These include
developing new markets, brand development, product development through R&D, providing more employee benefits and
training to retain their staff, and restructuring, as shown in Table 2.8a. The analysis of the strategies adopted by responding

SMEs to cope with challenges by the four sectors is presented in Table 2.8b on page 17.

Table 2.8a  Strategies Adopted by SMES to Cope with Challenges (Overall)
Adopted Strategy Nvl\ﬁ:srazzithgis Percentage
(N =270) strategy
New markets development 245 90.7%
Increase employee benefits and offer more employee training 220 81.5%
Brand development 212 78.5%
R&D (Develop new product or services) 200 74.1%
R&D (Improve production process) 183 67.8%
Restructuring 166 61.5%
Cost reduction through outsourcing 152 56.3%
Cost reduction through localisation 149 55.2%
Cost reduction through downsizing 127 47.0%
Horizontal Integration 118 43.7%
Vertical Integration 117 43.3%
Relocation ( Fith#7% ) 75 27.8%

16 Chapter 2




Table 2.8b  Strategies Adopted by SMEs to Cope with Challenges (By Sector)

Import and Export Import and
P P Export Trade cum | Manufacturing Services
Adopted Strategy Trade .
(N=81) Manufacturing (N=64) (N=48)
- (N=69)
New markets development 90.1% 91.3% 96.9% 81.3%
Increase emplgyee benefits and offer more 77 8% 81 2% 89 1% 70.9%
employee training
Brand development 76.5% 85.5% 73.4% 81.3%
R&D (Develop new product or services) 63.0% 91.3% 82.8% 56.3%
R&D (Improve production process) 49.4% 87.0% 85.9% 45.8%
Restructuring 51.9% 65.2% 70.3% 58.3%
Cost reduction through outsourcing 39.5% 76.8% 68.8% 41.7%
Cost reduction through localisation 42.0% 68.1% 64.1% 50.0%
Cost reduction through downsizing 46.9% 47.8% 57.8% 33.3%
Horizontal Integration 42.0% 49.3% 34.4% 54.2%
Vertical Integration 40.7% 49.3% 39.1% 47.9%
Relocation ( ZEHIEEH% ) 24.7% 31.9% 31.3% 29.5%

Chapter 2
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Results show that 48.6%-56.3% of those SMEs who adopted the strategy found them effective or very effective, see Table
2.9a. This is an encouraging finding as it shows that Hong Kong SMEs are making effort for continuous improvement to
build competitive advantage. The breakdowns of analysis by sector are shown in Table 2.9b on page 19.

Table 2.9a  Effectiveness of the Strategy Adopted by SMEs (Overall)

Number of SMEs
Adopted Strategy which find the strategy Percentage
effective
R&D (Improve production process) (N=183) 103 56.3%
R&D (Develop new product or services) (N=200) 112 56.0%
New markets development (N=245) 130 53.1%
Restructuring (N=166) 85 51.2%
Brand development (N=212) 103 48.6%
Cost reduction through outsourcing (N=152) 63 41.4%
Vertical Integration (N=117) 44 37.6%
Increase employee benefits and offer more employee training (N=220) 82 37.3%
Relocation ( Eh#57% ) (N=75) 27 36.0%
Horizontal Integration (N=118) 42 35.6%
Cost reduction through downsizing (N=127) 45 35.4%
Cost reduction through localisation (N=149) 48 32.2%
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Table 2.9b  Effectiveness of the Strategy Adopted by SMEs (By Sector)

Import and Import and
Export Trade cum Manufacturing Services
Adopted Strate Export Trade
P % XF()N—B ) Manufacturing (N=64) (N=48)
. (N=69)

R&D (Improve production process) 57.5% 48.3% 63.6% 63.6%
R&D (Develop new product or services) 58.8% 52.4% 58.5% 59.3%
New markets development 61.6% 42.9% 48.4% 64.1%
Restructuring 59.5% 42.2% 55.6% 53.6%
Brand development 51.6% 32.2% 51.1% 71.8%
Cost reduction through outsourcing 28.1% 35.8% 59.1% 40.0%
Vertical Integration 45.5% 26.5% 32.0% 47.8%
Increase employee'bienefits and offer 36.5% 30.4% 20 8% 60 5%
more employee training
Relocation( 1 EE7 ) 55.0% 31.8% 35.0% 15.4%
Horizontal Integration 35.3% 29.4% 36.4% 42.3%
Cost reduction through downsizing 36.8% 36.4% 32.4% 37.5%
Cost reduction through localisation 32.4% 27.7% 26.8% 50.0%
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2.9 Awareness and Effectiveness of HKSAR Government Schemes for SMEs

Table 2.10a shows that many of the responding SMEs are not aware of HKSAR government schemes designed to assist
SMEs. For example, 57.2% are not aware of the ‘R&D Cash Rebate Scheme’ and 55.7% do not know about the ‘SME

business Installations and Equipment Guarantee Scheme’. Table 2.10b presents the findings by the four sectors.

Table 2.11a shows that only up to 50.9% of them who are aware of the schemes found them effective. The government
could do more to ensure the dissemination of such information to SMEs. The schemes also need reworking periodically so

that they could better address the needs of SMEs. The analysis by the four sectors is illustrated in Table 2.11b.

Table 2.10a  Lack of Awareness of HKSAR Government Schemes for SMEs (Overall)

HKSAR Government Scheme for SMEs Number of SMEs not
(N=271) aware of scheme Percentage
R&D Cash Rebate Scheme 155 57.2%
SME Business Installations and Equipment Loan Guarantee Scheme 151 55.7%
Special Loan Guarantee Scheme 118 43.5%
Manpower Training and Development 113 41.7%
SME Development Fund 113 41.7%
SME Export Marketing Fund 87 32.1%
SME Loan Guarantee Scheme 79 29.2%
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Table 2.10b  Lack of Awareness of HKSAR Government Schemes for SMEs (By Sector)

Import and Import and
HKSAR Government Scheme for Ex Z it Trade Export Trade cum Manufacturing Services
SMEs ':N_ ) Manufacturing (N=64) (N=48)
- (N=69)
R&D Cash Rebate Scheme 63.0% 42.0% 64.1% 61.7%
SME Business Installations and 58.0% 52 29 51 6% 61.7%
Equipment Loan Guarantee Scheme
Special Loan Guarantee Scheme 49.4% 31.9% 42.2% 48.9%
Manpower Training and Development 43.2% 42.0% 42.2% 38.3%
SME Development Fund 46.9% 26.1% 46.9% 44.7%
SME Export Marketing Fund 38.3% 17.4% 34.4% 36.2%
SME Loan Guarantee Scheme 32.1% 17.4% 28.1% 38.3%
Table 2.11a  Effectiveness of HKSAR Government Schemes for SMEs (Overall)
HKSAR Government Scheme for SMEs Number of SME
which found the Percentage
(N=271) .
scheme effective

SME Loan Guarantee Scheme 138 50.9%
SME Export Marketing Fund 137 50.6%
SME Development Fund 110 40.6%
Special Loan Guarantee Scheme 102 37.6%
Manpower Training and Development 89 32.8%
SME Business Installations and Equipment Loan Guarantee Scheme 75 27.7%
R&D Cash Rebate Scheme 63 23.2%
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Table 2.11b  Effectiveness of HKSAR Government Schemes for SMEs (By Sector)

Import and Import and
HKSAR Government Scheme for Ex z t Trade Export Trade cum Manufacturing Services
SMEs ‘(’N_B ) Manufacturing (N=64) (N=48)
. (N=69)

SME Loan Guarantee Scheme 51.9% 60.9% 50.0% 42.6%
SME Export Marketing Fund 49.4% 63.8% 46.9% 44.7%
SME Development Fund 38.3% 56.5% 34.4% 34.0%
Special Loan Guarantee Scheme 37.0% 46.4% 35.9% 31.9%
Manpower Training and Development 30.9% 30.4% 32.8% 38.3%
SME Business Installations and 30.9% 99.0% 98.1% 9139
Equipment Loan Guarantee Scheme
R&D Cash Rebate Scheme 19.8% 37.7% 17.2% 19.1%
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2.10 Government Support for the Sustainable Development of SMEs

Figure 2.7a lists, in order of priority, areas where SMEs think HKSAR government can assist them. These include providing
tax relief and avenues to access mainland markets, facilitating market promotion and providing useful market information,
expanding the RMB exchange scheme and subsidise R&D activities.

About 37% of the responding SMEs expressed the need for government assistance in the areas of intellectual property
rights and international law. These involve specialised knowledge that is outside the capability of SMEs and is best provided

by a centralised body through the government.

Figure 2.7a Areas of Support by HKSAR Government to Assist SMEs’ Sustainable Development (Overall)

N=272

Provide tax relief

Provide avenues to access mainland markets

Facilitate market promotion & provide useful
market information

Expand coverage of RMB exchange scheme

Subsidise R&D activities

Assist in gaining intellectual property rights

Provide assistance in international law

Promote enterprise clusters

Subsidise patent application

Provide tax relief for capital equipment depreciation

I—60.3%
I—50.7%
I— 47.8%
I— 47.1%
I 40.4%
I 37.5%
I 37.1%
N 31.6%

I 27.2%

I 26.1%
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Figure 2.7b shows the areas of support by HKSAR Government to assist the sustainable development of SMES by sector.

Figure 2.7b Areas of Support by HKSAR Government to Assist SMEs’ Sustainable Development (By Sector)

Provide tax relief

Provide avenues to access mainland markets

Facilitate market promotion & provide useful market
information

Expand coverage of RMB exchange scheme

Subsidise R&D activities

Assistin gainingintellectual property rights

Provide assistancein international law

Promote enterprise clusters

Subsidise patentapplication

Provide tax relief for capital equipment depreciation

| 54.3%

| 63.8%

]53.1%

| 66.7%

] 46.9%

| 60.9%

]53.1%

| 41.7%

| 50.6%

|52.2%

| 45.3%
| 43.8%

] 40.7%

| 58.0%

] 46.9%

] 30.9%

| 45.8%

| 46.4%

]51.6%

|33.3%

]33.3%

| 49.3%

] 29.7%

|33.3%
]33.3%
]37.5%

| 28.4%

| 34.8%
[31.2%

| 35.4%

21.0%

] 31.9%
] 34.4%

22.9%
12.3%

| 36.2%
]29.7%

27.1%

O Import & Export Trade (N=81)
O Import & Export Trade cum Manufacturing (N=69)
O Manufacturing (N=64)

O Services (N=48)
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Figure 2.8a shows areas of major concerns regarding Hong Kong SMEs’ development in the Mainland. SMEs ranked
‘assistance in simplifying approval and regulatory procedures’ as the most crucial for them to do business in China.

In expanding their mainland market, SMEs would appreciate protection of intellectual property rights and gaining more
access to Mainland markets and market information. Expanding the coverage of RMB clearing and settlement and RMB
capital flow will also need to be addressed.

Figure 2.8a  Areas of Concern to be Addressed by Mainland Government (Overall)
N=268

Simplify approval and regulatory procedures [ 73.5%
Protect intellectual property rights [ 51.9%
Improve access to mainland markets [ 51.1%
Provide mainland marketinformation [ 49.6%
Expand coverage of RMB clearingand settlement [ 44.0%

Expand capital flow of RMB [N 43.7%
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Figure 2.8Db lists areas of concern to be addressed by Mainland Government proposed by responding SMEs by sector.

Figure 2.8b  Areas of Concern to be Addressed by Mainland Government (By Sector)

Simplify approval and regulatory procedures | 70.4%
| 76.8%
| 80.6%
| 61.7%
Protect intellectual property rights | 44.4%
| 56.5%
| 56.5%
| 46.8%
Improve access to mainland markets | 49.4%
| 56.5%
| 56.5%
| 38.3%
Provide mainland market information | 48.1%
| 49.3%
| 54.8%
| 44.7%
Expand coverage of RMB clearingand settlement | 40.7%
| 53.6%
|37.1%
| 42.6%
Expand capital flow of RMB | 38.3%
| 52.2%
| 38.7%
| 44.7%

O Import & Export Trade (N=81)

O Import & Export Trade cum Manufacturing (N=69)
O Manufacturing (N=64)

O Services (N=48)

2.11  Summary

The findings reveal that 64.5% of the responding SMEs experienced an increase or no change in sales by mid 2010 when
the survey was conducted, which means many were not as adversely affected by the 2008 financial tsunami as expected.
Moreover, 52% SMEs were optimistic or very optimistic about business in the next three years and only 10% are pessimistic
or very pessimistic. Over 46% indicated plans to expand operations in mainland China while 34% planned to expand their
business overseas and 30.8% would expand in Hong Kong. Although majority were positive about the outlook, nevertheless,
they all faced many challenges, including rising costs, shortage of factory workers in their Chinese factories, unclear
Mainland government policies and fluctuation of exchange rates, etc.

The following four chapters give detailed analysis of the four selected sectors of this survey, namely, Import and Export
Trade Sector, Manufacturing Sector, Import and Export Trade cum Manufacturing Sector and Services Sector.
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Chapter 3
Hong Kong SMEs in the Import and Export Trade Sector

This chapter presents the findings of 81 responding SMEs surveyed in the Import and Export Trade sector.

3.1 Profile of the Surveyed SMEs in the Import and Export Trade Sector
A total of 81 SMEs in the Import and Export Trade sector responded to the survey. They are engaged in the following
industries: biochemical technology, food, electronic & electrical appliances, machinery & equipment, jewellery, plastic,

printing & publishing, textile & garments, toys, watches & clocks, automobiles, shoes, handbags, gift items, building
materials, , stationery, products for health, eco-protection, beauty and skin care, etc.

Table 3.1 shows that over 90% of the responding SMEs employ 50 or fewer employees while 53.1% employ 10 or fewer

staff in Hong Kong.

Table 3.1 Number of Employees

Employee Size Number of SMEs Percentage
<10 43 53.1%
10-50 32 39.5%
51 -100 4.9%
>100 2.5%
Total 81 100.0%

About 81.5% of the SMEs surveyed have been in operation for more than 5 years and 55.6% for more than 15 years (Table

3.2).

Table 3.2  Years of Establishment

Years of Establishment Number of SMEs Percentage
<3 9 11.1%
3-5 5 6.2%
6-10 13 16.0%
11-15 8 9.9%
>15 45 55.6%
Unknown 1 1.2%
Total 81 100.0%
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3.2 Business Performance

The survey was conducted in 2010, not long after the global financial crisis of 2008, and the SMEs were asked to compare
their current business performance to that before the financial crisis. Figure 3.1 shows that 39.0% of the responding SMEs
actually saw an increase in sales over the period although profitability did not match the sales increase — only 23.0% saw

their profit increased and the corresponding figure for return on assets was only 13.1%.

It would appear the 2008 financial crisis did not adversely affect the sales of the majority of these SMEs in the Import
and Export Trade sector — those which experienced an increase or no change in sales make up 72.7% of all enterprises
(corresponding figures for profit is 58.1% and for return on assets 63.8%). Given the fact that the 2008 financial crisis
hit hardest on the US and European economies, this shows that these enterprises are no longer solely dependent on the

traditional US and European markets.

Chapter 3

Figure 3.1  Change in Business Performance Compared to Pre-financial Crisis

Increase

No change

Decrease

50.7%

L 27.3%

O Changein sales (N=77)

E Change in profit (N=74)

B Changein returns on assets (N=69)



Table 3.3 shows that for those SMEs that recorded better business performance, the average percentage increase in

sales, profit and return on assets were 22.0%, 16.2% and 21.3% respectively. Table 3.4 gives the corresponding figures for

those that recorded a decline in sales, profit and return on assets.

Table 3.3 Increase in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Percentage increase in

Sales Profit Return on assets
(N=28) (N=17) (N=8)
Minimum 2.0% 2.0% 5.0%
Maximum 70.0% 50.0% 75.0%
Mean 22.0% 16.2% 21.3%

Table 3.4 Decrease in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Percentage decrease in

Sales Profit Return on assets
(N=19) (N=23) (N=18)
Minimum 10.0% 2.0% 2.0%
Maximum 100.0% 100.0% 100.0%
Mean 36.1% 31.8% 30.2%
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3.3  Three-year Business Projection
The SMEs surveyed were asked to make forecasts for the next 3 years. Figure 3.2 shows that majority of the SMEs sampled
held optimistic or very optimistic outlook of their business and only 10.0% were pessimistic or very pessimistic.

Figure 3.2  Projection of Next Three Years’ Business

N=80

Very optimistic/Optimistic [ 55.0%
Neutral [N 35.0%

Very pessimistic/ Pessimistic [l 10.0%

The respondents were asked to project future expansions in Hong Kong, mainland China and overseas. Figure 3.3 shows
that majority of them would expand their business in mainland China and overseas.

Figure 3.3  Projection of Next Three Years’ Business in Hong Kong, mainland China and Overseas

Plan to expand business |

No change
60.3%

15.2%

8.0%
4.8%

Plan to cut business
operations

ElIn Hong Kong (N=79)
B In mainland China (N=75)
M Overseas (N=63)
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Figure 3.4  Plan to Develop New Markets in the Next Three Years

N=53

Plan to develop new markets | 52.8%
No planto develop new markets [ 47.2%
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3.4  Factors Influencing the Current Business

The responding SMEs were presented with eight external factors deemed to have impact on business. Overwhelmingly,
‘policies of the mainland government’ is considered of greatest impact with 68.1% rating this factor of significance or of
great significance. This is followed by 56.2% for the factor ‘fluctuations of exchange rates’ as shown in Table 3.5. This
finding is consistent with the fact that many SMEs are engaged in mainland-related businesses and these would be their
main concern.

Table 3.5  Perceived Impact of External Factors on Business

SMEs rating the specific factor to be of great
External Factor Deemed to Impact Business LSS OIS
Number of SMEs Percentage

Policies of mainland government (N=72) 49 68.1%
Fluctuations of exchange rates (N=73) 4 56.2%
Debt crisis in Europe (N=71) 31 43.7%
RMB clearing and settlement procedure (N=72) 27 37.5%
Expansion of mainland domestic market (N=71) 22 31.0%
The establishment of free trade zone between China and ASEAN 8 14.5%
(N=55)
Pa\rtPear_I River Delta develop_merlt §N=58) 6 10.3%
CORBR=BERTLITER )
CEPA Policies (N=60) 5 8.3%

Table 3.6 shows factors that were unclear to the responding SMEs. Top of the list are 29.5% who were unclear about ‘the
establishment of the free trade zone between China and ASEAN’, followed by 28.4% not clear about the ‘Pan-Pearl River
Delta development ( jZ 2k =ABHEZR FAYSE1T5Ea ) ' and 25% who were not clear about ‘CEPA policies’. This shows
the need for SMEs to be kept well informed and educated about new development in the macro economic and business
environment and policies.

Table 3.6  External Factors which are Unclear to SMEs

External Factor unclear to SMEs Number of SMEs Percentage
Establishment of free trade zone between China and ASEAN (N=78) 23 29.5%
Pan-Pearl River Delta devel t (N=81
?ﬂ eﬂ |verme a eve/oE)meD\( ) 93 28.4%
(RE=AERTHEITEA)
CEPA policies (N=80) 20 25.0%
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3.5  Difficulties in Doing Business in Hong Kong

Respondents were asked to assess a list of six factors that present difficulties in doing business in Hong Kong. Top of the list
is ‘rising rental cost’ — 53.2% of the responding SMEs considered this a serious or extremely serious problem as indicated
in Figure 3.5. Rental is a reflection of property prices. Businesses will be hard squeezed if the rise in property prices is not
curbed.

Although down in the list, nearly one third, namely 31.6% of the enterprises considered ‘loss of competent employees’ a
serious or extremely serious problem as indicated in Figure 3.5. Similarly, though last on the list, ‘access to bank loans’ is a
difficulty faced by a significant 24.1% of SMEs. These concerns are to be addressed if SMEs are to thrive.

Figure 3.5 Difficulties Experienced by SMEs in Doing Business in Hong Kong
Rising rental costs (N=79) NG 53.2%
Fluctuation of market conditions4 (N=80) NG 47.5%
RMB exchange rate fluctuations (N=80) [ NG 47.5%
Flow of funds between Hong Kong and Mainland (N=78) [ NG 33.3%

Loss of competent employees (N=79) NG 31.6%

Access to bank loans (N=79) NG 24.1%

B Difficulties rated as very serious

4 Subject to external economic conditions
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3.6  Difficulties in Doing Business in Mainland China

Similarly, respondents were asked to assess factors that present difficulties in doing business in the mainland. As shown in
Figure 3.6, the first two on the list are costs-related, including rising raw material costs and rising wages and the related
issue of shortage of factory workers. But many are also concerned about the business environment in terms of protection
of intellectual property rights, clarity of policies and regulations and their implementation. Businesses are exposed to higher
risks and costs when doing business in China.

The last two factors on the list, though of concern to fewer enterprises, are still considered by one fifth of the responding
SMEs as presenting challenges. One is the competency of Chinese professionals, €.g. in the legal and accountancy
profession, and the other is the access to bank loans in the mainland. The former concern should represent good news to
Hong Kong professionals who may still have an advantage over their Chinese counterparts.

Figure 3.6 Difficulties Experienced by SMEs Doing Business in the Mainland

Rising raw materials costs (N=74) NN 67.6%
Rising wages (N=75) [ 57.3%
Protection on intellectual property rights (N=73) N 46.6%
Unclear policy (N=71) I 46.5%
Shortage of workers (N=69) N 43.5%
Effectiveness in implementing laws and regulations (N=70) N 42.9%
Implementation of labour contract law (N=69) I 42.0%
A fair and equitable business environment (N=74) [N 40.5%
Environmental protection laws and regulations (N=70) N 37.1%
Competency of the Chinese professionals (N=73) NG 23.3%
Obtaining bank loans in the Mainland (N=71) N 22.5%

M Difficulties rated as veryserious
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3.7 Coping Strategies Adopted by Hong Kong SMEs in Import and Export Trade Sector

The study made an attempt to look at the strategies adopted by SMES to cope with the challenges and the effectiveness of
these strategies.

Overwhelmingly, SMEs in the Import and Export Trade sector have adopted market development strategies rather than cost-
cutting strategies. These include developing new markets, brand development, product development through R&D, as shown
in Table 3.7. In each of these, 50-60% of those who adopted the strategy found them effective or very effective, see Table
3.8.This is an encouraging finding as it shows that Hong Kong SMEs are trying to build competitive advantage.

Cost reduction strategies such as reducing the number of employees, localisation and outsourcing, are adopted by over 40%
of the responding SMEs but those who found them effective are only in the region of 30%.

Table 3.7  Strategies Adopted by SMEs to Cope with Challenges

Adopted Strategy Number of SMEs which S
(N=281) adopted strategy
New markets development 73 90.1%
Increase employee benefits and offer more employee training 63 77.8%
Brand development 62 76.5%
R&D (Develop new product or services) 51 63.0%
Restructuring 42 51.9%
R&D (Improve production process) 40 49.4%
Cost reduction through downsizing 38 46.9%
Cost reduction through localisation 34 42.0%
Horizontal Integration 34 42.0%
Vertical Integration 33 40.7%
Cost reduction through outsourcing 32 39.5%
Relocation ( E b5 ) 20 24.7%
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Table 3.8 Effectiveness of the Strategy Adopted by SMEs

Number of SMEs which
Adopted Strate Percentage
p oy find the strategy effective g

New markets development (N=73) 45 61.6%
Restructuring (N=42) 25 59.5%
R&D (Develop new product or services) (N=51) 30 58.8%
R&D (Improve production process) (N=40) 23 57.5%
Relocation ( Eih#EF% ) (N=20) 11 55.0%
Brand development (N=62) 32 51.6%
Vertical Integration (N=33) 15 45.5%
Cost reduction through downsizing (N=38) 14 36.8%
Increase employee benefits and offer more employee training 03 36.5%
(N=63)

Horizontal Integration (N=34) 12 35.3%
Cost reduction through localisation (N=34) 11 32.4%
Cost reduction through outsourcing (N=32) 9 28.1%
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3.8  Awareness and Effectiveness of HKSAR Government Schemes for SMEs

Table 3.9 shows that many of the responding SMEs are not aware of HKSAR government schemes designed to assist SMEs.
For example, 38.3% are not aware of the ‘SME Export Marketing Fund” which would be of direct relevance to the enterprises
in the Import/Export Trade sector. Table 3.10 shows that not all who are aware of the schemes found them effective. There
is much room for improvement to first of all make these government schemes known to SMEs, and secondly make the
schemes more effective in design.

Table 3.9 Lack of Awareness of HKSAR Government Schemes for SMEs

HKSAR Government Scheme for SMEs Number of SMEs not
(N=281) aware of scheme Percentage
R&D Cash Rebate Scheme 51 63.0%
SME Business Installations and Equipment Loan Guarantee Scheme 47 58.0%
Special Loan Guarantee Scheme 40 49.4%
SME Development Fund 38 46.9%
Manpower Training and Development 35 43.2%
SME Export Marketing Fund 31 38.3%
SME Loan Guarantee Scheme 26 32.1%
Table 3.10  Effectiveness of HKSAR Government Schemes for SMES
HKSAR Government Scheme for SMEs Number of SMES
(N = 81) which found trle Percentage
scheme effective
SME Loan Guarantee Scheme 42 51.9%
SME Export Marketing Fund 40 49.4%
SME Development Fund 31 38.3%
Special Loan Guarantee Scheme 30 37.0%
SME Business Installations and Equipment Loan Guarantee Scheme 25 30.9%
Manpower Training and Development 25 30.9%
R&D Cash Rebate Scheme 16 19.8%
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3.9  Government Support for the Sustainable Development of SMEs

Figure 3.7 lists, in order of priority, areas where SMEs think HKSAR government can assist them. Surprisingly, not everyone
is asking for an outright tax relief or expanding the RMB exchange scheme as one would expect. Rather, SMEs are
concerned about providing useful and accessible market information, market promotion and networking platform, especially
of Mainland markets.

About 30% of the responding SMEs expressed the need for government assistance in the areas of intellectual property
rights and international law. These involve specialised knowledge that is outside the capability of SMEs and is best provided
by a centralised body through the government.

Figure 3.7  Areas of Support by HKSAR Government to Assist SMEs’ Sustainable Development

N=81

Provide tax relief | 54.3%

Facilitate market promotion & provide useful market information I 50.6%

38

Provide avenues to access mainland markets [N 46.9%
Expand coverage of RMB exchange scheme N 40.7%
Assist in gaining intellectual property rights N 33.3%

Provide assistance in international law G 33.3%
Subsidise R&D activities [N 30.9%
Promote enterprise clusters N 28.4%
Subsidise patent application [N 21.0%

Provide tax relief for capital equipment depreciation [N 12.3%
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Figure 3.8 shows areas of major concerns regarding Hong Kong SMEs’ development in the Mainland. SMEs would
appreciate assistance in simplifying approval and regulatory procedures which is crucial to doing business in China.

In light of the expanding mainland market, SMEs are anxious to gain access to the mainland market e.g. through the setting
up a platform of market information and networking. Related problems such as protection of the intellectual property rights,
expanding the coverage and volume of RMB settlement and RMB capital flow will need to be addressed.

Figure 3.8 Areas of Concern to be Addressed by Mainland Government
N=81

Simplify approval and regulatory procedures [ 70.4%
Improve access to mainland markets [N £9.4%
Provide mainland market information |l 48.1%
Protect intellectual property rights [ 44.4%

Expand coverage of RMB clearing and settlement [ 40.7%

Expand capital flow of RMB [ 38.3%

3.10 Summary

Findings of the survey show that about 55% of the 81 SMEs in the Import and Export Trade sector were optimistic or very
optimistic about their business prospect in the next three years, and only 10% were pessimistic or very pessimistic with
the rest being neutral. Although many of them felt that the outlook is positive, nevertheless, they all faced many challenges,
including rising rental costs, exchange rate fluctuations, fluctuation of market conditions, unclear government policies,
access to bank loans, etc.
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Chapter 4

Hong Kong SMEs in the Import and Export Trade cum Manufacturing
Sector

This chapter presents the findings of 69 responding SMES surveyed in the Import and Export Trade cum Manufacturing
sector.

4.1 Profile of the Surveyed SMEs in the Import and Export Trade cum

Manufacturing Sector
The 69 SMEs in the Import and Export Trade cum Manufacturing sector are engaged in the following industries: biochemical
technology, food, electronic & electrical appliances, jewellery, fabricated metal products, plastic, printing & publishing, textile
& garments, toys, watches & clocks, furniture and home furnishing, shoes, stationery, decoration and gift items, medical and
eco-protection products.

Table 4.1 shows that almost 90% of the responding SMEs employ 50 or fewer employees while only about 10% employ

more than 50 staff in Hong Kong.

Table 4.1 Number of Employees

Employee Size Number of SMEs Percentage
<10 32 46.4%
10-50 30 43.5%
51-100 4 5.8%
>100 3 4.3%
Total 69 100.0%

About 74% of the SMEs surveyed have been in operation for more than 15 years, 17.4% from 6 to 15 years, and 8.7% for 5

to less than 5 years (Table 4.2).

Table 4.2  Years of Establishment

Years of Establishment Number of SMEs Percentage
<3 5 7.2%
3-5 1 1.5%
6-10 8 11.6%
11-15 4 5.8%
>15 51 73.9%
Total 69 100.0%
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4.2  Business Performance

The survey was conducted in 2010, after the global financial crisis of 2008, and the SMEs were asked to compare their
current business performance to that before the financial crisis. Figure 4.1 shows that 50% of the surveyed SMEs in the
Import and Export Trade cum Manucturing sector saw a decrease in sales make up 50.0% of all enterprises (corresponding
figures for profit is 62.5% and for return on asset 57.2%). This shows that many of these enterprises were hard hit by the

global financial crisis.

Figure 4.1 Change in Business Performance Compared to Pre-financial Crisis

Increase Fo ]

No change

31.7%

50.0%

Decrease 62.5%

O Changein sales (N=68)

E Change in profit (N=64)

B Changein returns on assets (N=63)
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Table 4.3 shows that for those that recorded better business performance, the average percentage increase in sales,
profit and return on assets were 23.5%, 15.2% and 7.2% respectively. Table 4.4 gives the corresponding figures for those

which recorded a decline in sales, profit and return on assets.

Table 4.3 Increase in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Percentage increase in
Sales Profit Return on assets
(N=15) (N=9) (N=6)
Minimum 2.0% 2.0% 1.0%
Maximum 100.0% 50.0% 20.0%
Mean 23.5% 15.2% 7.2%

Table 4.4 Decrease in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Percentage decrease in
Sales Profit Return on assets
(N=30) (N=34) (N=30)
Minimum 5.0% 3.0% 1.0%
Maximum 50.0% 80.0% 100.0%
Mean 24.1% 20.6% 20.4%
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4.3  Three-year Business Projection

The SMEs surveyed were asked to make forecasts for the next 3 years. Figure 4.2 shows that 44.9% of the SMEs sampled
held optimistic or very optimistic outlook of their business and only 5.8% were pessimistic or very pessimistic while almost
half of them (49.3%) remain neutral.

Figure 4.2 Projection of Next Three Years’ Business
N=69
Very optimistic / Optimistic [N £4.9%
Neutral N 49.3%

Very pessimistic / Pessimistic [l 5.8%

The SMEs were also asked to project future expansions in Hong Kong, mainland China and overseas respectively (Figure
4.3). Findings reveal that 41.2% of the surveyed SMEs would plan to expand their operations in mainland China, while only
27.5% plan to expand in Hong Kong in the coming three years. Figure 4.4 shows that more than half of them (52.9%) plan
to develop new markets.

Figure 4.3  Projection of Next Three Years’ Business in Hong Kong, mainland China and Overseas

*127.5%

41.2%

Plan to expand business

No change

Plan to cut business
operations

O In Hong Kong (N=69)
B In mainland China (N=68)
M Overseas (N=60)
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Figure 4.4  Plan to Develop New Markets in the Next Three Years

N=51

Plan to develop new markets EEEEGEGEG—_EEEE 5>.9%
No plan to develop new markets GGG 47.1%
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4.4  Factors Influencing the Current Business

The responding SMEs were presented with eight external factors deemed to have impact on business. Overwhelmingly,
‘policies of the mainland government’ is considered of greatest impact with 80.6% rating this factor of significance or of
great significance. This is followed by 67.2% for the factor ‘fluctuations of exchange rates’ and 54.5% for ‘debt crisis in

Europe’, as shown in Table 4.5.

Table 4.5 Perceived Impact of External Factors on Business

SMEs rating the specific factor to be of great
External Factor Deemed to Impact Business significance or of significance
Number of SMEs Percentage
Policies of mainland government (N=67) 54 80.6%
Fluctuations of exchange rates (N=67) 45 67.2%
Debt crisis in Europe (N=66) 36 54.5%
RMB clearing and settlement procedure (N=63) 29 46.0%
Expansion of mainland domestic market (N=63) 16 25.4%
The establishment of free trade zone between China and ASEAN
5 9.3%

(N=54)
Pan-Pearl River Delta development (N=55) ) 3 6%
CEHR=AIER THETER) oP
CEPA Policies (N=55) 1 1.8%
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Table 4.6 below shows factors that were unclear to the responding SMEs. Top of the list are ‘CEPA policies’, ‘Pan-Pearl
River Delta development (2 Bk = A HEZR N AYSE1T4E5 ) and ‘the establishment of the free trade zone between China
and ASEAN’. This shows the need for SMEs to be kept well informed and educated about new development in the macro
economic and business environment and policies.

Table 4.6  External Factors which are Unclear to SMEs

External Factor unclear to SMEs Number of SMEs Percentage

CEPA policies (N=69) 14 20.3%

Pan-Pearl River Delta development (N=69)

(CZH=AIERTHEITER) 14 20.3%

Establishment of free trade zone between China and ASEAN (N=67) 13 19.4%
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4.5 Difficulties in Doing Business in Hong Kong

Respondents were asked to assess a list of six factors that present difficulties in doing business in Hong Kong. Top of the
list is ‘RMB exchange rate fluctuations’ — 76.8% of the SMEs in the Import and Export Trade cum Manufacturing sector
considered this a serious or extremely serious problem as indicated in Figure 4.5. Down on the list are ‘fluctuation of market
conditions®’, ‘loss of competent employees’ and ‘rising rental costs’. They were also considered as the major problems for
these SMEs. These concerns are to be addressed if SMEs are to thrive.

Figure 4.5 Difficulties Experienced by SMEs in Doing Business in Hong Kong

RMB exchange rate fluctuations (N=69) NG 76.8%
Fluctuation of market conditions (N=69) N 55.1%
Loss of competent employees (N=68) [ 47.1%

Rising rental costs (N=67) [ 46.3%

Flow of funds between Hong Kong and Mainland (N=67) [ 31.3%

Access to bank loans (N=67) [ 26.9%

B Difficulties rated as veryserious

5 Subject to external economic conditions
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4.6 Difficulties in Doing Business in Mainland China

Similarly, respondents were asked to assess factors that present difficulties in doing business in the mainland. As shown
in Figure 4.6, the first two on the list are costs-related, including rising raw material costs and rising wages. But many
SMEs are also concerned about the implementation of labour contract law, unclear policy, shortage of factory workers, the
introduction of environmental protection laws and regulations, and the effectiveness in implementing laws and regulations.
All these show that businesses are exposed to higher costs when doing business in China.

Figure 4.6  Difficulties Experienced by SMEs Doing Business in the Mainland

Risingraw materials costs (N=68) N 92.6%
Risingwages (N=68) [l 88.2%
Implementation of labour contract law (N=67) [ 74.6%
Unclear policy (N=68) I 72.1%
Shortage of workers (N=68) I 70.6%
Environmental protection laws and regulations (N=68) i 63.2%
Effectivenessinimplementinglaws and regulations (N=67) il 58.2%
Protection onintellectual property rights (N=68) N 45.6%
A fairand equitable business environment (N=67) I 41.8%
Obtainingbankloansin the Mainland (N=66) N 31.8%
Competency of the Chinese professionals (N=67) [ 28.4%

W Difficulties rated as veryserious
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4.7 Coping Strategies Adopted by Hong Kong SMEs in Import and

Export Trade cum Manufacturing Sector
The study made an attempt to look at the strategies adopted by SMEs to cope with the challenges and the effectiveness of
these strategies.

Overwhelmingly, SMEs in the Import and Export Trade cum Manufacturing sector have adopted market development
strategies rather than cost-cutting strategies. These include developing new markets, product development and production
process improvement through R&D, brand development, and increase in employee benefits and training programs, with high
percentages of 81.2% to 91.3%. However, less than half of the SMES that adopted these strategies found them effective or
very effective, except 52.4% for ‘develop new product or services through R&D’.

Table 4.7  Strategies Adopted by SMEs to Cope with Challenges

Adopted Strategy Nvl\::::ﬁra(:lzitMeis Percentage
(N = 69) strategy
New markets development 63 91.3%
R&D (Develop new product or services) 63 91.3%
R&D (Improve production process) 60 87.0%
Brand development 59 85.5%
Increase employee benefits and offer more employee training 56 81.2%
Cost reduction through outsourcing 53 76.8%
Cost reduction through localisation 47 68.1%
Restructuring 45 65.2%
Horizontal Integration 34 49.3%
Vertical Integration 34 49.3%
Cost reduction through downsizing 33 47.8%
Relocation ( Eith#575% ) 22 31.9%
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Table 4.8 Effectiveness of the Strategy Adopted by SMEs

Number of SMEs
Adopted Strategy which find the strategy Percentage
effective
R&D (Develop new product or services) (N=63) 33 52.4%
R&D (Improve production process) (N=60) 29 48.3%
New markets development (N=63) 27 42.9%
Restructuring (N=45) 19 42.2%
Cost reduction through downsizing (N=33) 12 36.4%
Cost reduction through outsourcing (N=53) 19 35.8%
Brand development (N=59) 19 32.2%
Relocation ( EH1#E7% ) (N=22) 7 31.8%
Increase employee benefits and offer more employee training (N=56) 17 30.4%
Horizontal Integration (N=34) 10 29.4%
Cost reduction through localisation (N=47) 13 27.7%
Vertical Integration (N=34) 9 26.5%
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4.8 Awareness and Effectiveness of HKSAR Government Schemes for SMEs

Table 4.9 shows that many of the responding SMEs are not aware of HKSAR government schemes designed to assist SMEs.
For example, 52.2% of them are not aware of the ‘SME Business Installations and Equipment Loan Guarantee Scheme’,
42.0% of them are not aware of the ‘Manpower training and development’ and ‘R&D Cash Rebate Scheme’. Table 4.10
shows the that for those who are aware of the schemes, they found some of them effective, such as the ‘SME Export
Marketing Fund’, ‘SME Loan Guarantee Scheme’ and ‘SME Development Fund’. There is room for improvement to publicise
and make these government schemes known to SMES and to design more effective schemes to meet the needs of SMEs in
Hong Kong.

Table 4.9 Lack of Awareness of HKSAR Government Schemes for SMEs

HKSAR Government Scheme for SMEs Number of SMESs not
Percentage

(N=69) aware of scheme
SME Business Installations and Equipment Loan Guarantee Scheme 36 52.2%
Manpower Training and Development 29 42.0%
R&D Cash Rebate Scheme 29 42.0%
Special Loan Guarantee Scheme 22 31.9%
SME Development Fund 18 26.1%
SME Export Marketing Fund 12 17.4%
SME Loan Guarantee Scheme 12 17.4%

Table 4.10 Effectiveness of HKSAR Government Schemes for SMEs
HKSAR Government Scheme for SMEs Nur.nber of SMES
(N = 69) which found t!le Percentage

scheme effective
SME Export Marketing Fund 44 63.8%
SME Loan Guarantee Scheme 42 60.9%
SME Development Fund 39 56.5%
Special Loan Guarantee Scheme 32 46.4%
R&D Cash Rebate Scheme 26 37.7%
Manpower Training and Development 21 30.4%
SME Business Installations and Equipment Loan Guarantee Scheme 20 29.0%
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4.9  Government Support for the Sustainable Development of SMEs

Figure 4.7 lists, in order of priority, areas where the surveyed SMEs think HKSAR government can assist them. Top of the list
are providing tax relief, gaining access to mainland markets and expanding coverage of RMB exchange scheme, followed by
facilitating market promotion and providing useful market information, assistance in gaining intellectual property rights and
subsidy for R&D activities. All these show that SMEs in Hong Kong are in need of acquiring specialised knowledge that is
outside the capability of SMES, and this is best provided by a centralised body through the government.

Figure 4.7  Areas of Support by HKSAR Government to Assist SMES’ Sustainable Development

N=69
Provide tax relief [ 63.8%
Provide avenues to access mainland markets [ 60.9%
Expand coverage of RMB exchange scheme e 58.0%

Facilitate market promotion & provide useful market information N 52.2%
Assist in gaining intellectual property rights N 49.3%
Subsidise R&D activities [N 46.4%
Provide tax relief for capital equipment depreciation GG 36.2%
Promote enterprise clusters [ 34.8%

Provide assistance in international law [N 33.3%

Subsidise patent application [N 31.9%
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Figure 4.8 shows areas of major concerns regarding Hong Kong SMEs’ development in the Mainland. SMEs would highly
appreciate assistance in simplifying approval and regulatory procedures which is crucial to doing business in China. Related
problems such as gaining more access to mainland markets, protection of the intellectual property rights and expanding the
coverage and volume of RMB settlement and RMB capital flow will also need to be addressed.

Figure 4.8 Areas of Concern to be Addressed by Mainland Government

N=69

Simplify approval and regulatory procedures [ 76.8%
Improve access to mainland markets [ 56.5%
Protect intellectual property rights [N 56.5%
Expand coverage of RMB clearing and settlement G 53.6%

Expand capital flow of RMB [N 52.2%

Provide mainland market information [INEGGEN 49.3%

410 Summary

Findings of the survey show that about 45% of the 69 SMEs in the Import and Export Trade cum Manufacturing sector were
optimistic or very optimistic about their business prospect in the next three years, and only 5.8% were pessimistic or very
pessimistic with the rest being neutral. Although a significant number of them felt that the outlook is positive, nevertheless,
they all faced many challenges, including rising rental, raw material and labour costs, exchange rate fluctuations, fluctuation
of market conditions, staff turnover, unclear government policies, access to bank loans, etc.
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Chapter 5
Hong Kong SMEs in the Manufacturing Sector

This chapter presents the findings of 64 SMEs surveyed in the Manufacturing sector.

5.1  Profile of the Surveyed SMEs in the Manufacturing Sector

The 64 SMEs in the Manufacturing sector which responded to the survey are engaged in the following industries:
biochemical technology, food, electronic & electrical appliances, machinery & equipment, jewellery, fabricated metal
products, plastic, printing & publishing, textile & garments, toys, watches & clocks, automobiles, furniture, bedding and baby
products, shoes, etc.

Table 5.1 shows that 84.4% of the responding SMEs employ 50 or fewer employees while only 15.6% employ more than

50 staff in Hong Kong.

Table 5.1 Number of Employees

Employee Size Number of SMEs Percentage
<10 34 53.1%
10-50 20 31.3%
51-100 5 7.8%
>100 5 7.8%
Total 64 100.0%

About 67% of the SMEs surveyed have been in operation for more than 15 years, 25% for 6-15 years, and only 7.8% for

less than 5 years (Table 5.2).

Table 5.2 Years of Establishment

Years of Establishment Number of SMEs Percentage
<3 2 3.1%
3-5 3 4.7%
6-10 10 15.6%
11-15 6 9.4%
>15 43 67.2%
Total 64 100.0%
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5.2  Business Performance

The survey was conducted in 2010, not long after the global financial crisis of 2008, and the SMEs were asked to compare
their current business performance to that before the financial crisis. Figure 5.1 shows that 46% of the responding SMEs
had a decrease in sales over the period and 62.3% of them found their profitability dropped. The corresponding figure
for return on assets was 50.9%. It would appear the 2008 financial crisis adversely affected many of these SMEs in the

Manufacturing sector.

Figure 5.1  Change in Business Performance Compared to Pre-financial Crisis

Increase

No change

41.8%

Decrease

O Changein sales (N=63)

E Changein profit (N=61)
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Table 5.3 shows that for those SMEs that recorded better business performance, the average percentage increase in
sales, profit and return on assets were 20.7%, 81.1% and 15% respectively. Table 5.4 gives the corresponding figures for

those that recorded a decline in sales, profit and return on assets.

Table 5.3 Increase in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Percentage increase in
Sales Profit Return on assets
(N=18) (N=8) (N=3)
Minimum 5.0% 1.0% 5.0%
Maximum 70.0% 500.0% 20.0%
Mean 20.7% 81.1% 15.0%
Table 5.4 Decrease in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis
Percentage decrease in
Sales Profit Return on assets
(N=27) (N=34) (N=27)
Minimum 5.0% 5.0% 2.0%
Maximum 80.0% 100.0% 102.0%
Mean 28.3% 29.3% 31.0%
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5.3  Three-year Business Projection

The SMEs surveyed were asked to make forecasts for the next 3 years. Figure 5.2 shows that 42.2% of the SMEs sampled
held optimistic or very optimistic outlook of their business, 37.5% remained neutral, and 20.3% were pessimistic or very
pessimistic about their business performance.

Figure 5.2  Projection of Next Three Years’ Business

N =64
Very optimistic / Optimistic [N 42.2%
Neutral N 37.5%

Very pessimistic / Pessimistic [N 20.3%

These SMEs were asked to project future expansions in Hong Kong, mainland China and overseas respectively (Figure 5.3).
The findings show that the tendency is for enterprises in the Manufacturing sector to plan to expand in mainland China
(41.9%) and overseas (34.5%) in the coming three years.

Figure 5.3  Projection of Next Three Years’ Business in Hong Kong, mainland China and Overseas

Plan to expand business

71.4%

No change |
58.2%

14.3%

Plan to cut business 17.7%

operations

ElIn Hong Kong (N=63)
& In mainland China (N=62)
M Overseas (N=55)
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Figure 5.4 shows the SMEs that plan to expand their operation in the next three years. About two-thirds of them plan to
develop new markets, and they identified overseas locations such as Southeast Asia, ASEAN regions, Philippines, Vietnam,
Thailand, Indonesia, etc.

Figure 5.4  Plan to Develop New Markets in the Next Three Years

N=45

Plan to develop new markets [N 64.4%
No plan to develop new [N 35.6%

markets
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5.4  Factors Influencing the Current Business

The responding SMEs were presented with eight external factors deemed to have impact on business. Overwhelmingly,
‘policies of the mainland government’ is considered of greatest impact with 83.3% rating this factor of significance or of
great significance. This is followed by 56.7% for the factor ‘fluctuations of exchange rates’ and 40.4% for RMB clearing
and settlement procedure, as shown in Table 5.5. This finding is consistent with the fact that many SMEs are engaged in
mainland-related businesses and these would be their main concern.

Table 5.5 Perceived Impact of External Factors on Business

SMEs rating the specific factor to be of great

External Factor Deemed to Impact Business significance or of significance
Number of SMEs Percentage

Policies of mainland government (N=60) 50 83.3%
Fluctuations of exchange rates (N=60) 34 56.7%
RMB clearing and settlement procedure (N=57) 23 40.4%
Debt crisis in Europe (N=57) 17 29.8%
Expansion of mainland domestic market (N=59) 17 28.8%
The establishment of free trade zone between China and ASEAN

7 13.7%
(N=51)
Pan-Pearl River Delta development (N=44) 6 13.6%
(T = AR FHISEAT AR o
CEPA Policies (N=49) 4 8.2%
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Table 5.6 below shows factors that were unclear to the responding SMEs. Top of the list are 29.0% who were unclear

about ‘Pan-Pearl River Delta development ()2 ¥k = A #EZR T HY 5647 56 &L )", followed by ‘CEPA policies’ and ‘the
establishment of the free trade zone between China and ASEAN’. This shows the need for SMEs to be kept well informed
and educated about new development in the macro economic and business environment and policies in mainland China.

Table 5.6  External Factors which are Unclear to SMEs

External Factor unclear to SMEs Number of SMEs Percentage
Pan-Pearl River Delta development (N=62) 18 20.0%
(ZHR = AR FHISEAT5E ) o
CEPA policies (N=63) 14 22.2%
Establishment of free trade zone between China and ASEAN (N=63) 12 19.0%
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5.5 Difficulties in Doing Business in Hong Kong

Respondents were asked to assess a list of six factors that present difficulties in doing business in Hong Kong. Top of the
list is ‘RMB exchange rate fluctuations’ — 68.8% of the responding SMEs considered this a serious or extremely serious
problem as indicated in Figure 5.5. ‘Fluctuation of market conditions’, ‘loss of competent employees’ and ‘rising rental costs’
were also considered by many SMES as serious or extremely serious problems. These concerns are to be addressed if SMEs
are to thrive.

Figure 5.5 Difficulties Experienced by SMEs in Doing Business in Hong Kong

MB exchange rate fluctuations (N=64) |GG 63.8%
Fluctuation of market conditions (N=61) NG 50.8%
Loss of competent employees (N=61) [ 44.3%
Rising rental costs (N=60) [N 38.3%

Flow of funds between Hong Kong and Mainland (N=61) [ 27.9%

Access to bank loans (N=63) | 19.0%

M Difficulties rated as veryserious
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5.6  Difficulties in Doing Business in Mainland China

Similarly, respondents were asked to assess factors that present difficulties in doing business in the mainland. As shown
in Figure 5.6, the first two on the list are costs-related, including rising raw material costs and rising wages. But more than
half of them are also concerned about the implementation of the labour contract law, clarify of policy, shortage of factory
workers, effectiveness in implementing laws and regulations, and the implications of environmental protection laws and
regulations. All these go to show that it is becoming more challenging for SMEs in Hong Kong to run their businesses in
mainland China.

Figure 5.6 Difficulties Experienced by SMEs Doing Business in the Mainland

Rising raw materials costs (N=63) N 85.7%
Rising wages (N=63) I, 79.4%
Implementation of labour contract law (N=63) N 76.2%
Unclear policy (N=61) N 68.9%
Shortage of workers (N=63) NG 68.3%
Effectiveness in implementing laws and regulations (N=62) N 56.5%
Environmental protection laws and regulations (N=63) I 55.6%
A fair and equitable business environment (N=61) N 42.6%
Protection on intellectual property rights (N=61) I 42.6%
Competency of the Chinese professionals (N=60) N 33.3%
Obtaining bank loans in the Mainland (N=60) N 21.7%

B Difficulties rated as veryserious
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5.7  Coping Strategies Adopted by Hong Kong SMEs in Manufacturing Sector

The study tried to look at the strategies adopted by SMEs to cope with the challenges and the effectiveness of these
strategies. Overwhelmingly, SMEs in the Manufacturing sector have adopted market development strategies rather than
cost-cutting strategies. These include developing new markets, brand development, production process improvement and
product development through R&D. Over 90% of them would develop new markets, and over 80% of them would increase
employee benefits and spend more on R&D (Table 5.7).

Table 5.7  Strategies Adopted by SMEs to Cope with Challenges

Adopted Strategy Nvl\ﬁ::ra(:lzis)thgis Percentage
(N =64) strategy
New markets development 62 96.9%
Increase employee benefits and offer more employee training 57 89.1%
R&D (Improve production process) 55 85.9%
R&D (Develop new product or services) 53 82.8%
Brand development 47 73.4%
Restructuring 45 70.3%
Cost reduction through outsourcing 44 68.8%
Cost reduction through localisation 41 64.1%
Cost reduction through downsizing 37 57.8%
Vertical Integration 25 39.1%
Horizontal Integration 22 34.4%
Relocation ( Ei#h#E5% ) 20 31.3%
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As shown in Table 5.8, over 50% of those who adopted the strategies on R&D, outsourcing, restructuring, and brand
development found them effective or very effective. This is an encouraging finding as it shows that Hong Kong SMEs are
making good efforts to build competitive advantage.

To cope with challenges, SMEs that adopted strategies such as reducing the number of employees, relocation, localisation,
horizontal and vertical integration and found them effective are only in the region of 30%.

Table 5.8 Effectiveness of the Strategy Adopted by SMEs

Number of SMEs
Adopted Strategy which find the Percentage

strategy effective
R&D (Improve production process) (N=55) 35 63.6%
Cost reduction through outsourcing (N=44) 26 59.1%
R&D (Develop new product or services) (N=53) 31 58.5%
Restructuring (N=45) 25 55.6%
Brand development (N=47) 24 51.1%
New markets development (N=62) 30 48.4%
Horizontal Integration (N=22) 8 36.4%
Relocation ( E3h#57% ) (N=20) 7 35.0%
Cost reduction through downsizing (N=37) 12 32.4%
Vertical Integration (N=25) 8 32.0%
Increase employee benefits and offer more employee training (N=57) 17 29.8%
Cost reduction through localisation (N=41) 11 26.8%
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5.8  Awareness and Effectiveness of HKSAR Government Schemes for SMEs

Table 5.9 shows that a significant percentage of responding SMEs are not aware of HKSAR government schemes designed
to assist SMEs. For example, 64.1% are not aware of the ‘R&D Cash Rebate Scheme’, 51.6% are not aware of the ‘SME
Business Installations and Equipment Loan Guarantee Scheme’ and 46.9% do not know about the ‘SME Development Fund’.
These schemes would be of direct relevance to the enterprises in the Manufacturing sector. Table 5.10 shows that most
of the SMEs that are aware of the schemes did not consider them effective. There is much room for improvement to make
these government schemes known to SMEs and to design more effective schemes tailored for the needs of SMEs.

Table 5.9 Lack of Awareness of HKSAR Government Schemes for SMEs

HKSAR Government Scheme for SMEs Number of SMEs not
(N =64) aware of scheme Percentage
R&D Cash Rebate Scheme 41 64.1%
SME Business Installations and Equipment Loan Guarantee Scheme 33 51.6%
SME Development Fund 30 46.9%
Special Loan Guarantee Scheme 27 42.2%
Manpower Training and Development 27 42.2%
SME Export Marketing Fund 22 34.4%
SME Loan Guarantee Scheme 18 28.1%
Table 5.10 Effectiveness of HKSAR Government Schemes for SMES
HKSAR Government Scheme for SMEs Number of SMES which
(N = 64) found the fcheme Percentage
effective
SME Loan Guarantee Scheme 32 50.0%
SME Export Marketing Fund 30 46.9%
Special Loan Guarantee Scheme 23 35.9%
SME Development Fund 22 34.4%
Manpower Training and Development 21 32.8%
SME Business Installations and Equipment Loan Guarantee Scheme 18 28.1%
R&D Cash Rebate Scheme 11 17.2%
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5.9  Government Support for the Sustainable Development of SMEs

Figure 5.7 lists, in order of priority, areas where SMEs in the Manufacturing sector think HKSAR government can assist
them. More than half of them would consider access to mainland markets, tax relief and subsidy for R&D activities useful
and important for sustainable development of their enterprises.

Figure 5.7  Areas of Support by HKSAR Government to Assist SMES’ Sustainable Development
N=64
Provide avenues to access mainland markets [ 53.1%
Provide tax relief NN 53.1%
Subsidise R&D activities NG 51.6%
Expand coverage of RMB exchange scheme NN 46.9%

Facilitate market promotion & provide useful market information [N 45.3%
Provide assistance in international law [N 37.5%
Subsidise patent application [N 34.4%
Promote enterprise clusters [N 31.2%
Assist in gaining intellectual property rights IR 29.7%

Provide tax relief for capital equipment depreciation [N 29.7%
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Figure 5.8 shows areas of major concerns regarding Hong Kong SMEs’ development in the Mainland. SMEs would
appreciate assistance in simplifying approval and regulatory procedures and improving access to mainland markets as
many of them plan to expand their business in mainland China. Related problems such as protection of the intellectual
property rights, gaining mainland market information, expanding capital flow of RMB and the coverage of RMB clearing and
settlement will need to be addressed.

Figure 5.8 Areas of Concern to be Addressed by Mainland Government

N= 62

Simplify approval and regulatory procedures [N 80.6%
Improve access to mainland markets N 56.5%
Protect intellectual property rights GGG 56.5%
Provide mainland market information [ 54.8%

Expand capital flow of RMB [ 38.7%

Expand coverage of RMB clearing and settlement [ 37.1%

510 Summary

Results of the survey show that 42.2% of the 64 SMEs in the Manufacturing sector were optimistic or very optimistic
about their business prospect in the next three years and only 20% were pessimistic or very pessimistic with the rest being
neutral. Although many felt that the outlook is positive, nevertheless, they all faced many challenges, including rising raw
material and labour costs, shortage of labour, unclear government policies and their implementation, access to bank loans,
etc.
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Chapter 6

Hong Kong SMEs in the Services Sector
This chapter presents the findings of 48 responding SMEs surveyed in the Services sector.

6.1  Profile of the Surveyed SMEs in the Services Sector

The 48 SMEs in the Services sector are engaged in information technology, transport and logistics, financial service, medical
service, accounting service, legal service, social service, education, architecture and interior design, hotel and tourism, food
and catering, real estate and property management services, etc.

Table 6.1 shows that the majority of the responding SMEs in Services sector are small, as 77.1% of them employ fewer than

50 employees and 22.9% employ over 50 staff in Hong Kong.

Table 6.1  Number of Employees

Employee Size Number of SMEs Percentage
<10 16 33.3%
10-50 21 43.8%
51 -100 8.3%
>100 14.6%
Total 48 100.0%

About 78% of the SMEs surveyed have been in operation for more than 5 years and 23% less than 5 years, see Table 6.2.

Table 6.2 Years of Establishment

Years of Establishment Number of SMEs Percentage
<3 8 16.7%
3-5 3 6.2%
6-10 13 271%
11-15 9 18.8%
>15 15 31.2%
Total 48 100.0%
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6.2  Business Performance

The questionnaire survey was conducted in 2010, not long after the global financial crisis of 2008, and the SMEs were
asked to compare their current business performance to that before the financial crisis. Figure 6.1 shows that 48.9% of the
responding SMEs actually saw an increase in sales over the period. However, only 33.3% of them saw an increase over the
same period. The corresponding figure for return on assets was 32.6%.

Figure 6.1  Change in Business Performance Compared to Pre-financial Crisis

Increase |
No change |

[ 17.0%
Decrease | 118.8%

19.6%

O Changein sales (N=47)
Changein profit (N=48)

M Changein returns on assets (N=46)
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Table 6.3 shows that for those SMEs that recorded better business performance, the average percentage increase in
sales, profit and return on assets were 34.6%, 30.4% and 30.0% respectively. Table 6.4 gives the corresponding figures for
those which recorded a decline in sales, profit and return on assets.

Table 6.3 Increase in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Percentage increase in
Sales Profit Return on assets
(N=18) (N=12) (N=11)
Minimum 5.0% 5.0% 5.0%
Maximum 100.0% 100.0% 100.0%
Mean 34.6% 30.4% 30.0%

Table 6.4 Decrease in Sales, Profit and Returns on Assets Compared to Pre-financial Crisis

Percentage decrease in
Sales Profit Return on assets
(N=4) (N=5) (N=5)
Minimum 10.0% 10.0% 10.0%
Maximum 40.0% 40.0% 60.0%
Mean 22.5% 24.0% 25.0%
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6.3  Three-year Business Projection
The sampled SMEs in the Services sector were asked to make forecasts for the next 3 years. Figure 6.2 shows that majority
(75%) of the SMEs surveyed held optimistic or very optimistic outlook of their business and only 2.1% were pessimistic or

very pessimistic.

Figure 6.2  Projection of Next Three Years’ Business

N =48
Very optimistic / Optimistic NG 75.0%
Neutral [ 22.9%

Very pessimistic / Pessimistic ] 2.1%
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The surveyed SMEs were also asked to project future expansions in Hong Kong, mainland China and overseas in the next
three years. As shown in Figure 6.3, about 58% of them plan to expand business in mainland China, 45.8% in Hong Kong,
and 31.7% in overseas countries. For the SMEs that plan to cut business operations, 4.7% would cut down operations in
mainland China, 10.4% in Hong Kong and 2.4% overseas; while 50% of them would plan to develop new markets (Figure
6.4).

Figure 6.3  Projection of Next Three Years’ Business in Hong Kong, mainland China and Overseas

| 45.8%

Plan to expand business 58.1%

No change

65.9%

10.4%

Plan to cut business —
. 14.7%
operations

2.4%

Gl In Hong Kong (N=48)

B In mainland China (N=43)
M Overseas (N=41)

Figure 6.4  Plan to Develop New Markets in the Next Three Years

N=26

Plan to develop new markets [ EEG—_— 50.0%

No plan to develop new markets [ EEG— N s0.0%
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6.4  Factors Influencing the Current Business

The responding SMEs were presented with eight external factors deemed to have impact on business. Overwhelmingly,
‘policies of the mainland government’ is considered of greatest impact with 65.9% rating this factor of significance or
of great significance, followed by 41.5% for the factor ‘debt crisis in Europe’, 41.0% for ‘RMB clearing and settlement
procedure’” and 40.0% for fluctuations of exchange rates’, as shown in Table 6.5.

Table 6.5 Perceived Impact of External Factors on Business

SMEs rating the specific factor to be of great
External Factor Deemed to Impact Business significance or of significance
Number of SMEs Percentage

Policies of mainland government (N=41) 27 65.9%
Debt crisis in Europe (N=41) 17 41.5%
RMB clearing and settlement procedure (N=39) 16 41.0%
Fluctuations of exchange rates (N=40) 16 40.0%
Expansion of mainland domestic market (N=37) 10 27.0%
The establishment of free trade zone between China and ASEAN (N=34) 7 20.6%
CEPA Palicies (N=35) 4 11.4%
PaE-Pea_rI River Delta deveIoBment (N=30) » 6.7%
(ZHR=AIERTHEITAR)
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Table 6.6 below shows external factors that were unclear to the responding SMEs. Top of the list are 36.2% who were
unclear about the ‘Pan-Pearl River Delta development’, followed by 27.7% not clear about ‘establishment of free trade
zone’ and 25.5% who were not clear about ‘CEPA policies’. This shows the need for SMEs to be kept well informed and
educated about new development in the macro economic and business environment and policies related to doing business

in mainland China.

Table 6.6 External Factors which are Unclear to SMEs

External Factor unclear to SMEs Number of SMEs Percentage
Pan-Pearl River Delta development (N=47)
o — 40 e 17 36.2%
CRHR=AERTNEITER)
Establishment of free trade zone between China and ASEAN (N=47) 13 27.7%
CEPA policies (N=47) 12 25.5%
Expansion of mainland domestic market (N=47) 10 21.3%
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6.5 Difficulties in Doing Business in Hong Kong

Respondents were asked to assess a list of six factors that present difficulties in doing business in Hong Kong. Top of the list
is 'rising rental cost’ — 68.8% of the responding SMEs considered this an extremely serious problem, as indicated in Figure
6.5. Rental is a reflection of property prices. Businesses will be hard hit if the rise in property prices is not curbed. The
second highest is ‘loss of competent employees’, 57.4%. This shows that SMES in the Services sector had serious problem
retaining capable staff. About one-third of them identified ‘Fluctuation of market conditions” and ‘access to bank loans’ as
difficulties in doing business in Hong Kong. These concerns must be addressed for the Hong Kong SMEs in the Services
sector.

Figure 6.5 Difficulties Experienced by SMEs in Doing Business in Hong Kong

Rising rental costs (N=48) I, 68.8%
Loss of competent employees (N=47) [ 57.4%
Fluctuation of market conditions (N=46) NG 37.0%

Access to bank loans (N=47) I 34.0%

RMB exchange rate fluctuations (N=47) [ 27.7%

Flow of funds between Hong Kong and Mainland (N=48) [ 22.9%

B Difficulties rated as very serious

7 Subject to external economic conditions
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6.6 Difficulties in Doing Business in Mainland China

Similarly, respondents were asked to assess factors that present difficulties in doing business in mainland China. As shown
in Figure 6.6, the first two on the list are ‘rising wages’ and ‘unclear policy’, 56.1% and 51.2% respectively. Many SMEs
are also faced with the difficulties of the ‘competency of the Chinese professionals’, ‘effectiveness in implementing laws
and regulations’ and the existence of ‘a fair and equitable business environment’. This means labour cost in the mainland
has been increased over the years, but the mainland policy, enforcement of laws and regulations as well as the capability
and performance of the Chinese professionals are questionable. This shows that Hong Kong professionals may still have an
advantage over their Chinese counterparts and the mainland business environment and practices are not yet fully developed.

Figure 6.6 Difficulties Experienced by SMEs Doing Business in the Mainland

Rising wages (N=41) Il 56.1%
Unclear policy (N=43) e 51.2%
Competency of the Chinese professionals (N=43) N 46.5%
Effectiveness in implementing laws and regulations (N=43) I 44.2%
A fair and equitable business environment (N=43) N 41.9%
Rising raw materials costs (N=40) N 37.5%

Protection on intellectual property rights (N=42) I 35.7%

Implementation of labour contract law (N=43) I 34.9%

Obtaining bank loans in the Mainland (N=42) I 28.6%

Environmental protection laws and regulations (N=41) | 19.5%

Shortage of workers (N=41) N 17.1%

m Difficulties rated as very serious
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6.7  Coping Strategies Adopted by Hong Kong SMEs in Services Sector

The study made an attempt to look at the strategies adopted by SMEs to cope with the challenges and the effectiveness of
these strategies.

Overwhelmingly, SMEs in the Services sector have adopted market development strategies rather than cost-cutting
strategies. These include developing new markets (81.3%), brand development (81.3%), and increase employee benefits
and offer more employee training (79.2%), as shown in Table 6.7.

With regard to the effectiveness of these coping strategies, over 70% of the SMEs considered ‘brand development’ very
effective, followed by 64.1% for new market development, 63.6% for R&D (improve production process), 60.5% for increase
employee benefits and offer more employee training and 59.3% for R&D (develop new product or service). Results reveal
that Hong Kong SMEs are willing to invest in building brand and in R&D as well as exploring new markets, training and
developing human resources and the well being of employees in an attempt to build competitive advantage. Horizontal and
vertical integration and cost reduction through localisation are also considered as effective coping strategies by these SMEs,
as shown in Table 6.8.

Table 6.7  Strategies Adopted by SMEs to Cope with Challenges

Adopted Strategy Number of SMEs which e
(N =48) adopted strategy
New markets development 39 81.3%
Brand development 39 81.3%
Increase employee benefits and offer more employee training 38 79.2%
Restructuring 28 58.3%
R&D (Develop new product or services) 27 56.3%
Horizontal Integration 26 54.2%
Cost reduction through localisation 24 50.0%
Vertical Integration 23 47.9%
R&D (Improve production process) 22 45.8%
Cost reduction through outsourcing 20 41.7%
Cost reduction through downsizing 16 33.3%
Relocation ( Ei#th i ) 13 27.1%
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Table 6.8 Effectiveness of the Strategy Adopted by SMEs

Number of SMEs
Adopted Strategy which find the Percentage

strategy effective
Brand development (N=39) 28 71.8%
New markets development (N=39) 25 64.1%
R&D (Improve production process) (N=22) 14 63.6%
Increase employee benefits and offer more employee training (N=38) 23 60.5%
R&D (Develop new product or services) (N=27) 16 59.3%
Restructuring (N=28) 15 53.6%
Cost reduction through localisation (N=24) 12 50.0%
Vertical Integration (N=23) 11 47.8%
Horizontal Integration (N=26) 11 42.3%
Cost reduction through outsourcing (N=20) 8 40.0%
Cost reduction through downsizing (N=16) 6 37.5%
Relocation ( Eh#57% ) (N=13) 2 15.4%
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6.8 Awareness and Effectiveness of HKSAR Government Schemes for SMEs

Table 6.9 shows that a significant percentage of responding SMEs are not aware of HKSAR government schemes designed
to assist SMEs. For example, 61.7% are not aware of the ‘SME Business Installations and Equipment Loan Guarantee
Scheme’ and the ‘R&D Cash Rebate Scheme’, and almost half of them, 48.9% are not aware of the ‘Special Loan Guarantee
Scheme’. Table 6.10 shows that less of half of them who are aware of the schemes found them effective. More effort on
communication and promotion should be made to publicise these government schemes to SMEs. Furthermore, there is room
for improvement to design more effective government schemes for SMEs in Hong Kong.

Table 6.9 Lack of Awareness of HKSAR Government Schemes for SMEs

HKSAR Government Scheme for SMEs Number of SMEs not
(N =47) aware of scheme Percentage
SME Business Installations and Equipment Loan Guarantee Scheme 29 61.7%
R&D Cash Rebate Scheme 29 61.7%
Special Loan Guarantee Scheme 23 48.9%
SME Development Fund 21 44.7%
Manpower Training and Development 18 38.3%
SME Loan Guarantee Scheme 18 38.3%
SME Export Marketing Fund 17 36.2%
Table 6.10  Effectiveness of HKSAR Government Schemes for SMEs
HKSAR Government Scheme for SMEs Nurpber of SMEs
(N =47) which found t!1e Percentage
scheme effective
SME Export Marketing Fund 21 44.7%
SME Loan Guarantee Scheme 20 42.6%
Manpower Training and Development 18 38.3%
SME Development Fund 16 34.0%
Special Loan Guarantee Scheme 15 31.9%
SME Business Installations and Equipment Loan Guarantee Scheme 10 21.3%
R&D Cash Rebate Scheme 9 19.1%
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6.9  Government Support for the Sustainable Development of SMEs

Figure 6.7 lists, in order of priority, areas where SMEs think HKSAR government can assist them. Top of the list was ‘provide
tax relief” (66.7%), followed by ‘expand coverage of RMB exchange scheme’ (45.8%), ‘provide assistance in international
law’ (45.8%), facilitate market promotion and provide useful market information’ (43.8%), and ‘provide avenues to access
mainland markets’ (41.7%).

Figure 6.7  Areas of Support by HKSAR Government to Assist SMEs’ Sustainable Development

N=48

Provide tax relief D 66.7%
Expand coverage of RMB exchange scheme D 45.8%
Provide assistance in international law D 45.8%

Facilitate market promotion & I 43.8%
provide useful market information
Provide avenues to access mainland markets [NNENEREIE 41.7%
Assist in gaining intellectual property rights [ NN 39.6%
Promote enterprise clusters _ 35.4%
Subsidise R&D activities | ING_G_—_ 33.3%

Provide tax relief for capital equipment depreciation _ 27.1%

Subsidise patent application I 22.9%
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Figure 6.8 shows areas of major concerns regarding Hong Kong SMEs’ development in the Mainland. Over 60% of the
SMEs would appreciate assistance from mainland government in simplifying approval and regulatory procedures which is
crucial to doing business in China. They are also concerned about protection of intellectual property rights, the possibility of
expanding coverage of RMB clearing and settlement, and providing mainland market information. Related problems such as
expanding RMB capital flow and accessibility to mainland markets will need to be addressed.

Figure 6.8 Areas of Concern to be Addressed by Mainland Government
N= 47
Simplify approval and regulatory procedures [ NG 61.7%
Protect intellectual property rights _ 46.8%
Expand coverage of RMB clearing and settlement D 44.7%
Provide mainland market information D 44.7%
Expand capital flow of RMB D 42.6%
Improve access to mainland markets _ 38.3%

6.10 Summary

Results of the survey show that 75% of the 48 SMEs in the Service sector were optimistic or very optimistic about their
business prospect in the next three years and only 2.1% were pessimistic or very pessimistic with the rest being neutral.
Although majority were positive about the outlook, nevertheless, they all faced many challenges, including rising rental and
other costs, loss of talents, unclear government policies, access to funds, etc.
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Chapter 7

Case Studies

7.1 An Overview

In order to gain some in-depth understanding of the challenges facing SMEs, three enterprises nominated by the Hong
Kong Chinese Importers’ and Exporters’ Association. Were interviewed and their cases are presented in this Chapter. They
are Lung Cheong International Holdings Limited ( 58 & BRI B R/ 7] ), Acctron Company Limited ( FE2EB R A
7] ), and Long Far Herbal Medicine Mfg. (HK) Ltd. ( B3 &% ( &35 ) BR/AR] ). All three companies have plants in
mainland China.

Acctron and Lung Cheong are successful examples of having transformed from an original equipment manufacturer (OEM)
to either an original design manufacturer (ODM) or an own brand manufacturer (OBM). Both Lung Cheong and Long Far have
successfully built and developed their own brands. All three companies highlighted the importance of quality and innovative
products. Acctron pointed out that their product line is so highly specialised that there is little direct competition in the
market.

Another key success factor is R&D. All three companies are dedicated to R&D, including setting up in-company R&D team
or collaborating with universities in Hong Kong. R&D is crucial to the long-term development of Hong Kong SMEs and the
government should do more to encourage and promote R&D among SMEs.

Although the three companies are examples of success, the interviewees were well aware of the highly volatile and
competitive environment they are in. Typical of Hong Kong SMEs, they are facing increasing competition from Mainland
enterprises and Taiwanese enterprises.

Furthermore, the violation of intellectual property rights is something Hong Kong SMEs have to grapple with. The Hong Kong
government is urged to communicate this concern continuously to their Mainland counterparts.

Another concern is the increasing cost and higher risk of operating in Mainland China. An area of immediate concern is the
Mainland labour contract law — the implementation of minimum wages, employee compensation regulations, requirement
to provide permanent employment after two contracts, restrictions on overtime work, etc. All these pose huge technical
and financial burden on SMEs, and these are issues at governmental level beyond the control of SMEs. However, HKSAR
government could consult with SMEs to understand their difficulties, in order to represent them to their Mainland counterpart
and to offer assistance to Hong Kong SMEs.

The companies interviewed are cautiously optimistic about the prospect of domestic market. The potential is enormous but
there are hurdles to overcome. For example Long Far pointed out that Hong Kong certified pharmaceutical products could
not be sold in Mainland and vice versa. One interviewee pointed out that while those in professional services could benefit
from CEPA, manufacturing enterprises could not. This is something the HKSAR government can look into to help SMEs
manufacturers also benefit from CEPA.
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Financing is always an issue the SMEs have to tackle. The companies are appreciative of the government’s special schemes
to help SMEs but an actual experience by Acctron shows that red-tape and stringent requirements such as providing
financial reports of its customers ultimately led to a failed application. The government should communicate with SMEs to
periodically review the details of the schemes to ensure that the deserving SMEs are able to benefit from the schemes.

Given the volatile market situation, companies are well aware that market development is a necessary strategy. The HKSAR
government is urged to provide more opportunities for trade fairs (increase and upgrade exhibition facilities), organise more
business delegations overseas, create a better platform to promote SMEs” own-brand products, etc.

Detailed descriptions of the interviews with the three companies are given below:

7.2 Case 1: Lung Cheong International Holdings Limited
(FEERBRZERARAR)

a) Background

Lung Cheong International Holdings Limited has been established
for more than 40 years. It started with original equipment
manufacturing (OEM) and later extended its business to original
design manufacturing (ODM) and own brand manufacturing (OBM).
Like many manufacturing SMEs, the enterprise established a joint
venture in Dongguan, Guangdong Province, China, in the late 1980s.
It also expanded its production to Indonesia in 1993. With a stable
and continuous growth in business, the enterprise became a listed
company on the main board of the Hong Kong Stock Exchange in
1997.

Lung Cheong provides one-stop toy-making services that include in-house design, R&D and production. Through horizontal
and vertical integration, the enterprise is now involved in the manufacturing of non-toy products such as educational and
consumer robotic devices, lifestyle products such as Bluetooth products and digital cameras, and home appliances such
as baby monitors. After the acquisition of a US-based company in 2002, the enterprise developed a number of successful
brands, strengthening its market share in international markets. Recognizing the importance of innovation, the enterprise
obtained the exclusive licence for using a patent technology developed by a local university in 2003, enhancing its capability
to develop radio control/wireless products. With expected continuous development and growth in the business, the
enterprise established a new 90,000 square metres plant in Changping, Guangdong Province, in 2004.

For the past 2 years, the US and HK markets have contributed nearly 60% to the total sales of the enterprise while the
European and Japanese market contribute 16-18% and 10-13%, respectively. In terms of products, radio control/wireless
products and electronic and plastic toys account for 80-90% of production. More than 60% of the products were radio
control/wireless products in 2008 and 2009. By 2010, electronic and plastic toys constituted up to 52% of the production.
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b) Business Experience and Enterprise’s Responses

Reviewing the economic turbulence since the late 1990s, the Chairman of the enterprise, Mr. Leung Lun, remarked that the
Asian financial crisis of 1997 and the SARS outbreak in 2003 had relatively little impact on the imports and exports trade.
But the global financial crisis of 2008 hit export-oriented enterprises hard, especially those with large scale operations with
more than 3,000 workers. The stagnation of US imports and the shrinking of economic activity in Europe are the underlying
reasons. Together with the appreciation of the RMB, many enterprises failed to get a letter of credit, resulting in the closing
of many businesses in 2009. Unless enterprises had their own plants, had capable managers and were willing to downsize,
it was really tough for businesses to survive.

Given that the trough of the business cycle had not yet been reached, Mr. Leung indicated that only low-priced products,
and not high-priced ones, could make it into US markets. He particularly warned against aiming at high sales volume at
the expense of profitability, that is, only orders with good profitability should be accepted. He thought it is important to
operate the business within the capacity of the enterprise, and streamline the production scale and downsize the workforce
whenever necessary. Also important is to own the factory or office buildings which has important implications in cutting
production costs and obtaining bank loans.

With specific reference to his business, Mr. Leung said that exploring markets in the Mainland is the top priority, even though
the enterprise had been successful in US and European markets. However, the experience gained in the US and European
markets is not applicable to the Mainland. For example, the price of the product rather than quality matters to Mainland
customers, while European and US customers look for high-quality products. With its highly specialised product line, the
enterprise enjoys a good market share for its new product line.

While quite a few SMEs have moved out of the Pearl River Delta, Lung Cheong has recently established a sizeable plant
in Changping. This establishment was planned for 5 years and the global financial crisis hit right at the time it was set up.
Fortunately, the enterprise has a factory in Indonesia and the low wage costs there cushion the enterprise from ever-rising
wages in the Mainland. The company plans to expand production in Indonesia to counteract the difficulties in the Mainland.
This shows that risk diversification is important for a company’s long-term development.

Mr. Leung added that his enterprise’s key competitors are private enterprises in the Mainland that have very low production
costs. Another big concern is violation of intellectual property rights in the Mainland. To cope with these issues, Mr. Leung
keeps in continuous communication with Chinese officials to voice their concerns.

c) Comments on Policy-related Issues

Although the SME funds or schemes provided by the HKSAR government have no impact on a listed company like his, Mr.
Leung thinks the schemes do offer help to small SMEs. For a more practical way to assist SMEs, Mr. Leung suggested that
the HKSAR government should put more effort into promoting SMES’ business, for example by organizing more trade fairs as
well as facilitating the organization of trade fairs by constructing more exhibition halls to attract more overseas buyers.

For policies applicable to operating in the Mainland, Mr. Leung highlighted a couple of issues. The days of low wages in the
Mainland are over. The implementation of a minimum wage to protect the workers and as an alternative way to lessen the
pressure for the RMB to appreciate is understandable and accepted by most SMEs. The annual adjustment in the minimum
wage acts as a legitimate reason for an upward adjustment of product prices in drafting business contracts. The problem
is that the announcement of the adjustment in the minimum wage is unpredictable and often comes right after a business
contract has been completed. An obvious outcome of this mismatch in timing is the unexpected reduction in profit resulting
from the rise in labour costs.
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The other issue is the employee compensation for voluntary unemployment. Under the current practice, SMEs find it
unreasonable to have to pay workers compensation for the years of services they have worked for a previous owner or
former company even though the change in the ownership of the company has been settled. Mr. Leung hopes that the
Mainland authorities can fine tune these policies.

d) Final Remarks

With his decades of experience in doing business, and having experienced many ups and downs, Mr. Leung gave the
following advice. Firstly, in developing new products, a major pitfall is underestimating the production cost, resulting in a
final price of the product that is unaffordable to customers.

Secondly, the return on real estate investment in markets other than Hong Kong may not be as lucrative as expected. For
example, the value of the land bought for the establishment of the company’s Indonesian plant has not appreciated much.
This becomes an obstacle in obtaining capital funds for expansion. Only low-priced products can make it into Southeast
Asian markets. The expansion of production in Indonesia has thus been very limited over the years.

In sum, to be sustainable companies should avoid (1) extremely rapid development and being too aggressive, (2) making
excessive loans, (3) overemphasising sales volume at the expense of profitability, and (4) specializing in a limited number
of products. One has to be ready for change and be sensitive to market conditions. Finally, stay calm when stormy weather
arrives.
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7.3 Case 2: Acctron Company Limited ( #EEHBR/AR] )

a) Background

Acctron Company Limited started manufacturing electronic products
in 1993. It began with original equipment manufacturing (OEM)
and changed to original design manufacturing (ODM) by 2003. The
enterprise is now a one-stop electronic toy maker, providing conceptual
design, feasibility studies, pre-production procedures, manufacturing,
post-production processes as well as customer services. The
strengths of the enterprise are in functional design, prototyping and
manufacturing highly complicated radio frequency controllable toys
and multiple triggered infra-red alarm systems.

Acctron operates manufacturing plant in Panyu, Guangdong Province, with 1,500 workers. It has a 60-strong R&D team
capable of developing turnkey solutions for various electronics-based products. The production line accommodates
processes such as surface mount technology, bonding, assembling, plastic injection, tempo and spray colour. The enterprise
was granted more than 30 different types of patents and copyrights worldwide by the end of 2006. The Panyu plant has had
IS09001:2000 (CQC) accreditation since 2007.

b) Business Experience and Enterprise’s Responses

In the 1990s, Acctron was a typical OEM enterprise. Based on models provided by customers, the enterprise was required
to produce products fulfilling the functions required within a set price. In order to maintain a certain level of profit margin,
Mr. Desmond Cheung, a director of the enterprise, said that it had to rely on economy of scale and automation to keep
production costs down. A good relationship with suppliers of parts was also crucial. To be sustainable, Mr. Cheung said that
controlling the fault rate of the production processes was essential. The production cost and fault rate were positively related
and thus the enterprise had to keep the fault rate as low as possible. Maintaining workers with a good working attitude and
who are highly motivated was another key reason why the enterprise was able to operate through the late 1990s and early
2000s.

The change in the mode of business since 2003 has been a challenging experience. Unlike in the past, the enterprise was
asked to design and develop the toys itself with only a preliminary concept about the product provided by customers. In
response to this challenge, Mr. Cheung took the opportunity to form his R&D team in the early 2000s. Now about 60 staff
are in the R&D unit. The immediate consequence of the involvement in R&D is that the enterprise has taken one step ahead,
transforming itself from an OEM to an ODM.

Becoming an ODM is not achieved without paying a price. Mr. Cheung emphasised that the enterprise had to face a higher
risk in accepting orders. In general, the cost of materials constitutes 70% of the finished product. If the finished product is
not marketable, the enterprise has to incur losses once production is put in place. The size of the losses, if any, depends on
the lead time between the design of the product and its production as well as that between when the order is placed and
shipment of the product. To cope with the increase in risk, Mr. Cheung seeks every possible opportunity to share the risk
with customers. To do this, Mr. Cheung requires customers to pay the suppliers directly as much as possible. Fortunately, the
enterprise’s product line is so highly specialised that competition among similar enterprises is minimal. This specialization
also allows the enterprise to establish a long-term relationship with its parts suppliers. Accordingly, the enterprise is able to
maintain a reasonable market share in the electronic toy industry.
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Regarding the latest business environment, Mr. Cheung highlighted that the global financial tsunami did not have the impact
that had been expected. Although orders shrank during the 2008 crisis, with other enterprises, especially those in Taiwan
and Korea, exiting the industry, Acctron’s business had actually increased in 2010. Mr. Cheung expected that the business
volume of the enterprise would further rise by about 40-50% in 2011.

At present, the enterprise’s main problem is manpower shortage. For the toy industry, orders have to be completed within
a set timeframe. In general, the enterprise requires large numbers of workers in the production line for only half the year.
Overtime work is the only way to meet the deadlines set by customers. Unfortunately, the new generation of migrant workers
are not as hardworking as those in the early days. It has been difficult for the enterprise to hire enough workers during
the peak season of the production cycle. To retain workers, Mr. Cheung said the enterprise relied on offering on-schedule
payments to workers and imposing no cash penalties for misconduct. To motivate workers, the enterprise penalises
unproductive workers with no overtime work or asks them to resign.

Mr. Cheung concluded that the enterprise had been able to maintain business through: (1) a close and good relationship
with customers, (2) mastering the technologies for a line of specialised products through R&D, and (3) a successful
transformation from an OEM to an ODM. He added that establishing a relationship with new customers is not easy. It
requires a long period of co-operation and continuous communication. Nevertheless, by producing high-tech toys, Mr.
Cheung is confident that the enterprise can keep a relatively high market share. The low-end toy market is not on the
enterprise’s development agenda. Mr. Cheung explained that such a product line had a short life cycle and there was very
keen competition in the low-end segment.

¢) Comments on Policy-related Issues

Mr. Cheung acknowledged that his enterprise had benefited from the Special Loan Guarantee Scheme (45 Bl {5 B {R 35
=121 ). Regarding a scheme provided by the Hong Kong Export Credit Insurance Corporation (&3 H = ARER ),
Mr. Cheung has the following experience: firstly, in the application procedure, an enterprise is asked to provide financial
reports about its customers as a supporting document, which is not feasible, resulting in the application’s failure. Even if the
enterprise can supply all required documents, the approved amount may fall short of that requested. In his own experience,
only $600,000 out of the $3,000,000 requested was approved. Mr. Cheung had no choice but to turn down the offer. By
the end of 2010, this scheme was not available any more. What can be offered is loan services, which do not benefit SMEs,
commented Mr. Cheung.

Mr. Cheung further addressed the role of CEPA in assisting the business of SMEs. From his viewpoint, CEPA provides the
channel or platform for SMEs to promote their brand name and penetrate the Mainland services sector, and benefits SMEs
in helping them to grasp a share of the Mainland domestic market. Accordingly, SMEs involved in the services sector or
professional services benefit most from CEPA. But manufacturing enterprises like his, involving a certain level of technology
in their production, cannot take any advantage from CEPA. If privileges on Mainland tax or credit issues were provided under
CEPA, most SMEs would find the accord helpful.
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Consistent with the surveyed results presented in this report, Mr. Cheung revealed that the labour contract law in the
Mainland creates many hurdles for enterprises. In this regard, Mr. Cheung has identified 3 issues of particular concern. First
of all, the continuous rise in the minimum wage is not the key component of the law that enterprises find unacceptable. The
main concern is the way that compensation is calculated for workers who leave or do not have their contracts renewed.
With the law, a large sum of money has to be placed in reserve for dealing with worker compensation. This is a huge burden
for enterprises with a sizeable workforce. Secondly, workers have to provide a permanent contract if they have already
completed 2 contracts. These issues weaken workers’ morale and their incentive to work. Productivity of the workforce thus
is adversely affected and the pool of workers becomes a liability for the enterprise. The last issue is the overtime regulation.
The maximum number of overtime hours allowed is highly restrictive. Facing this constraint, Mr. Cheung said it was
impossible for his enterprise to meet the shipment deadlines during the peak production season. With a more promising year
to come, Mr. Cheung indicated that the limit on overtime hours exerted a great impact on his business. He has no immediate
solutions to deal with this problem.

d) Final Remarks

Although Mr. Cheung was optimistic about his business in the coming years, with ever rising production costs and low
profit margins of 4-8%, he said it will be tough for manufacturers to sustain their business. With new rules and regulations
enforced by the Mainland government and their customers, and the keen competition in the manufacturing sector, survival
is not easy. Together with the development direction of the Hong Kong economy towards the financial sector, manufacturers’
enthusiasm for doing business has weakened.
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74 Case 3: Long Far Herbal Medicine Mfg. (HK) Ltd.
(BEERRZE (H% ) BRARA)

a) Background

Long Far Herbal Medicine Mfg. (HK) Ltd. (Long Far hereafter) 4
was established in 1998. Based on the idea of detoxification, the
enterprise established its own brand under the name “Beauty and
Healthy” ( BE & 32 28 2 ). Through the enterprise’s successful
marketing strategies and promotion campaigns, consumers have
learnt to appreciate the concept and benefits of detoxification.
“Beauty & Healthy” brand products became one of Hong Kong’s top
ten products by the end of 1999. The enterprise has received many
Best Sales awards granted by various pharmacy chain stores in
the 2000s and has been presented with the coveted Superbrands
seal every year since 2002. With its successful brand-building and experience in the health supplement industry, Long Far
became a listed company on the main board of the Hong Kong Stock Exchange in 2002.

Long Far places great emphasis on the safety and quality of its product, which has a significant impact on the image of
its products. To do so, the company has been cooperating with several Mainland Chinese medicine institutes and a local
university to undertake research and development programmes to control the quality of its products and expand its product
line. At present, the enterprise and the Yunnan Provincial Chinese Medicine Research Institute have an agreement to
undertake R&D in Chinese medicine. Taking advantage of the regulatory systems for import of Western countries and the
application of Chinese medicine implemented by the WHO, FDA, and EU, the enterprise would expand its business towards
overseas markets and foresees a rapid growth in the international market for its products. Efforts have been made to
penetrate overseas markets such as Japan, Malaysia, Singapore, Indonesia, Thailand, Germany, Canada, New Zealand and

the Caribbean.

b) Business Experience and Enterprise’s Responses

The enterprise was established right after the Asian financial crisis in 1998. The company’s Vice President, Mr. Han Ping,
admitted that the unfavourable business environment in that period was of great concern to the management team. At
the same time, a market survey conducted at that time indicated an opportunity for their “Beauty & Healthy” products. The
findings showed that during hard times, people still cared about their health. With this insight, the enterprise devoted every
effort to promoting its product by emphasizing the concept of detoxification. It conducted a series of product promotions
via various media channels including newspapers, magazines, television and radio. To increase publicity for the “Beauty
& Healthy” product line, the enterprise also sponsored concerts and film productions, and participated in food fairs and
exhibitions. To strengthen the public’s confidence in health products, the “Beauty & Healthy” line was sold in retail chain
stores and supermarkets, and the enterprise invited public figures and celebrities to try the product. These marketing
strategies worked and the enterprise quickly captured market share and enjoyed tremendous sales growth. Further
expansion of its business in the Japanese and Southeast Asian markets facilitated the listing of the company in Hong Kong
after three years.
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The next set of challenges came with the SARS episode in 2003. Mr. Han recalled that this came six months after the
enterprise has become a listed company and the Hong Kong economy suffered greatly, so did the enterprise’s business. To
sustain its business, the enterprise launched a new marketing campaign. The campaign highlighted the products’ ability to
eliminate toxic materials left in the human body, thus improving health and enhancing immunity. Furthermore the investment
in R&D and the research collaboration with a local university allowed the enterprise to develop a series of new products such
as “Protect U” and “Flu Reliever” which met customers’ demands to fight the flu. Products like “Superior Lingzhi” and “Superior
Cordyceps” were marketed for enhancing immunity. Another new product, “SBL”, was developed through the collaboration
between Long Far and the CUCMed Co., Ltd. (a subsidiary of the Chinese University of Hong Kong Foundation Ltd.). The
product was an outcome of an allergic rhinitis-relieving formula based on a combination of German and Chinese herbs. “SBL”
proved to be effective for allergic rhinitis sufferers. By then, Long Far was able to provide a comprehensive list of products
S0 as to meet the public’s demand for health-related products.

During the recent global financial crisis, Mr. Han noted that the enterprise suffered a drop in sales. Fortunately, the adverse
effect was not too serious because the company’s overseas business constituted only a small portion of the overall business.
However, the 2008 downturn still drove customers away from non-necessities such as health supplements. To cope with
this unexpected decrease in business, the enterprise provided discounts on its products to encourage customers with a tight
budget to purchase Long Far products.

Parallel to its product promotion efforts, Long Far recognises the ageing issue and the public’s increased attention to health.
The enterprise started the development of high quality health supplement products. Mr. Han remarked that with this new
product line he is optimistic about his business in the next few years.

Lowering profit margins and developing new products are the two measures employed by the enterprise to deal with
business conditions after the onset of the global financial crisis. To be sustainable, Mr. Han added that the enterprise
had undergone restructuring and diversified its business. Mr. Han explained that tea-drinking is a culture of the Chinese
community and saw the great potential in the tea business. The enterprise has started to get into the tea business since
2009. By 2010, the enterprise’s tea business sales reached HK$190 million.

Mr. Han acknowledged that his working team gained a great deal by its collaboration with Mainland Chinese medicine
institutions. Due to differences in regulations and conservation practices, it has been quite difficult for the enterprise to
penetrate the Mainland market. While the Mainland market is huge, the risk associated with investment or running business
in the Mainland is very high. If they could identify product welcomed by Mainland customers, the enterprise would expand its
business in the Mainland.

c) Comments on Policy-related Issues

As a listed company, Long Far is not eligible to apply for any SME schemes or funds provided by the HKSAR government.
However, Mr. Han appreciated the availability of these schemes or funds. He said the availability of capital funds is crucial
to the operations of SMES. He said the schemes provided by the Trade and Industrial Department are helpful to SMEs for
starting their business and meeting their cash flow needs.

In addition to the provision of loans, Mr. Han suggested that the Trade and Development Council can organise more business
tours for SMEs to visit overseas enterprises in order to upgrade their technological and managerial skills. This would
enhance the competitiveness of SMEs. The HKSAR government should also organise more exhibitions and fairs to attract
overseas buyers. As well as providing a platform for promoting SMES” own-brand products, he suggested that the HKSAR
government should put more resources into training workers such as off-the-job training that is tailor-made for different
occupations or industries. These measures would enhance the competitiveness of both the individual worker and the firm.
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Mr. Han remarked that the HKSAR government had not provided much support for R&D. For enterprises that allocate
substantial resources to R&D like Long Far, they have to rely on collaboration with higher education or research institutes.
Mr. Han would like to see the government providing more matching funds for enterprises to conduct R&D. He further added
that opportunities for exchanging experience between industrial firms and experts in the Chinese medicine field would also
be meaningful. This can be done through organizing conferences and forums. Specific to the health supplement industry,
Mr. Han would like to see the HKSAR government provide more support for the development of Chinese medicine and
establish a fair and comprehensive structure in this field.

Recognizing that there are differences in the business practices and environment between Hong Kong and the Mainland,
Mr. Han said that it is important to keep the communication channels between Hong Kong SMEs and the Mainland
government open. Forums for Hong Kong and Mainland businessmen to exchange business experiences would enhance
the ability of Hong Kong SMEs to understand business practices in the Mainland. To assist Hong Kong SMEs in penetrating
into the Mainland markets, the Mainland government should provide more policies such as CEPA and tax privileges, simplify
registration procedures and lower registration fees.

Mr. Han further added that the enterprise had acquired a pharmaceutical factory in Yunnan Province in 2003. After upgrading
the factory, more than 150 products were manufactured at GMP (Good Manufacturing Practices) standard-compliant
and certificated by SDA (State Drug Administration). However, these products could not be sold in Hong Kong while those
products certified in Hong Kong could not be sold in the Mainland. In light of this, Mr. Han said that it would be helpful if both
HKSAR and Mainland governments co-ordinate and allow certified products to be sold in both places.

d) Final Remarks

In addition to building its brand, Long Far has achieved success through dedication to its business. Mr. Han said his
enterprise cares about how its products impact the health of consumers. The enterprise established the International Health
Association in 2002 to provide excellent after-sale services to customers and acts as a bilateral communication vehicle,
providing a valuable channel to educate customers and collect market information through member gatherings and health
seminars.

Being established right after the Asian financial crisis, Long Far had faced further challenges from the SARS episode and the
recent global financial crisis. Mr. Han said that as long as an enterprise is well prepared, and produces good quality and safe
products, it can handle any unexpected challenges or crisis. In fact, crisis and opportunity go hand-in-hand as the Chinese
idiom goes. The question is how one is able to grasp the opportunities. For the case of Long Far, Mr. Han believed that the
key success of the enterprise is attributed to two factors: (1) doing business with passion, and (2) manufacturing high quality
and safe health products.
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Chapter 8

Conclusion

Findings from the survey of 272 SMEs in Import/Export Trade sector, Import/Export Trade cum Manufacturing sector,
Manufacturing sector, and Services sector show that majority of the surveyed SMEs did not suffer a decline in business in
terms of sales, profitability and return on assets over the 2008 financial crisis.

In terms of their outlook for the next three years, 52% were optimistic or very optimistic and only 10% were pessimistic or
very pessimistic. About 46% of them intended to expand their mainland business while around 30.8% intended to expand in
Hong Kong and 34.0% intended to expand overseas, such as in Southeast Asia, ASEAN countries, Europe and USA.

As many of the SMEs look towards mainland China for growth, the top external factor of concern to them is ‘policies of
mainland government’. Other external factors of concern include ‘fluctuations of exchange rates’, ‘debt crisis in Europe’, ‘RMB
clearing and settlement’.

With respect to difficulties in doing business in Hong Kong, ‘RMB exchange rate fluctuations’, ‘rising rental costs’, ‘fluctuation
of market conditions’ and ‘loss of competent employees’ are of concern to more SMEs. This list is much longer for difficulties
doing business in the Mainland, including, ‘rising raw material costs’, ‘rising wages’, ‘unclear policy’, ‘implementation of
labour contract law’, ‘shortage of workers’, ‘effectiveness in implementing laws and regulations’, ‘environmental protection
laws and regulations’, ‘protection on intellectual property rights’. The risks of doing business in mainland China are indeed
higher.

In terms of strategies, many have adopted ‘new market development’ (90.7%), ‘brand development’ (78.5%). SMEs too have
begun to realise the importance of ‘R&D (new product or services)' (74.1%). To cope with employee turnover, many have
tried to ‘increase employee benefits and offer more employee training’ (81.5%) to retain staff.

Findings on the awareness and effectiveness of HKSAR government schemes to help SMEs show that up to 57% are not
aware of the various schemes available and for those who are aware, up to 50% found the various schemes effective.
The shows the need for the government to improve the dissemination of information to reach SMEs and the need to
communicate with SMEs to update the schemes so that they could better address the needs of SMEs.

When asked how the government could best support SMEs, many respondents thought tax reliefs and subsidies of
various sort e.g. for capital investment, R&D, etc would be helpful. About 50% of them would appreciate the government’s
assistance to provide useful market information and avenues for easier access to mainland markets. One of the major
problems facing SMEs is the protection of intellectual property rights in the Mainland. This is an area that is best dealt with
at the government level. SMEs would also appreciate government assistance in international law and implementation of
these laws and policies, including and perhaps especially those in the Mainland.

The above findings have slight variation sector by sector, but the overall picture remains quite consistent.
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Chapter 9

Recommendations

This project offers an opportunity through the questionnaire survey, case studies, open forums and public seminars to
understand the challenges and issues faced by SMEs in Hong Kong. While many SMEs are optimistic about their future
prospect, they are also keenly aware of the challenges of business operations and of the business environment they face,
including rising raw material and labour costs, shortage of labour, access to bank loans, unclear government policies and
their implementation, etc.

Undoubtedly, the survival and success of a particular SME is a matter of its own competitiveness. However, in view of the
significant contribution of SMEs to the national economies, governments worldwide now realise the importance of creating a
business environment conducive to SME’s sustainable development.

A watershed event for SMEs worldwide was the signing of the Bologna Small Business Charter in 2000 by about fifty OECD
members and non-members. Based on this, the European Commission came up with the European Charter for Small
Enterprises which culminated in the Small Business Act of 2008°. At the heart of this act is the ‘Think Small First’ principle
which requires legislation to take SMEs’ interests into account at the very early stages of policy making in order to make
legislation more SME friendly.

On a practical level, governments have actively taken concrete steps to assist SMES. For example, many countries have
lower tax rates for SMEs to foster their competitiveness. UK in the 2008 Budget set an aspirational target for SMES to win
30% of public sector business within the next 5 years. The Japanese government set up technical training centres that
provide consultation as well as make available a wide range of expensive testing tools to SMEs.

The following recommendations are suggested after due consideration of the examples from other countries, findings of
current survey, in-depth interviews with SME owner-managers and input from Hong Kong SMEs participants in open forums
conducted during the course of this project:

8 http://ec.europa.eu/enterprise/policies/sme/documents/sha/index_en.htm
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9.1 Government Policies to Support SMEs

a. Establish a central SME policy bureau to overlook the sustainable development of SMEs and to provide one-stop
services to SMEs instead of SMEs having to go to different government departments.’ The bureau will take the role of
representing the interest of SMEs in liaising with Mainland departments.

b.  Relevant government agencies to communicate regularly with SME representatives to understand their needs and to
find ways to address these needs.

c. Allocate more resources for the training of SME personnel and for the development of new markets, currently provided
by the Trade and Industry Department. (Appendix 4)

d.  Make information and assistance more readily accessible to SMEs. For example, Hong Kong Trade and Development
Council provides an impressive range of resources and services to SMES but there is a need to actively seek ways to
promote the services and educate SMEs to take advantage of these resources and services. '

e. Actively seek strategic alliances with regions in mainland China to broaden as well as strengthen links.

f. Promote and nurture entrepreneurship through education, training, special awards, experience sharing, etc.

9.2 Financing

a.  Financial institutions to adjust the ‘bricks-and-mortar’ credit principle when dealing with SMEs and offer innovative
credit and financial tools and schemes such as micro-credit, venture capital, business angels.

b.  Government to continue to make loans available and accessible to SMEs through direct funding or through providing
loan guarantee. These schemes should be updated periodically to ensure that they meet the needs of SMEs, for
example, replacing the Market Oriented Loan Guarantee Scheme by the SME Financing Guarantee Scheme under the
Hong Kong Mortgage Corporation. There is also a need to disseminate of such information more effectively to SMEs.
The application process of these government fundings should be made less tedious.

c¢.  Strengthen the communication channel between lending institutions and SMEs, for instance, though a banking-SME
round-table discussion. This round-table could include third parties such as academicians, government representatives,
and independent professionals such as risk management experts.

9.3 China Market

a.  Penetrate mainland China domestic market through development of own-brand products.

b.  Promote sharing of experiences, best practice, successful business models, etc. among SMEs.

c. HKSAR government to follow the ‘Twelve Five-Year Plan’ closely and initiate necessary follow-up action that will help

Hong Kong SMEs penetrate the domestic market, e.g. initiate areas of collaboration with Mainland counterparts,
exchange business ideas, establish networks.

9 Appendix 3 gives a list of the support and assistance provided by the various HKSAR government departments
10 For example, many SMEs expressed the need for assistance in matters of intellectual property rights which unknown to them,

HK TDC is in a position to advise and assist.
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9.4 Creation of a ‘Hong Kong City

a.

a1

Develop Hong Kong as a centre for trade and trade fairs through the creation of a ‘Hong Kong City’ located near the
Hong Kong — Shenzhen border. The concept is to make Hong Kong the international window to China and a China
window to the world.

Another important dimension of the ‘Hong Kong City’ concept is to encourage the development of high value, high-end
‘Made in Hong Kong’ products. This could serve to draw some manufacturers to relocate their production to Hong Kong
and the output could then enter the Mainland market through the incentives of CEPA.

The ‘Hong Kong City’ can be divided into three zones: (i) a global trade fair zone to introduce overseas products to the
Mainland buyers; (i) a Mainland product trade fair zone to introduce Mainland products to overseas buyers; and (iii) a
Hong Kong product zone to promote Hong Kong’s brand-name products.

Where necessary, the ‘Hong Kong City’ can spill over to Hong Kong e.g. making Tsuen Wan a food product wholesale
centre, making Aberdeen — Wong Chuk Hang a furniture wholesale centre, making Sham Shui Po a fashion wholesale
centre, making Hunghom a jewelry wholesale centre, etc.

The ‘Hong Kong City’ will make it possible to hold large trade fairs in the scale of China Import and Export Fair (Canton
Fair). It will also allow for permanent displays rather than one-time displays. The scale of the ‘Hong Kong City’ should
be large enough to allow not only the high-end products but products of all price range.

9.5 International Markets

a.

Make every effort to diversify markets, e.g. take advantage of the establishments of the Free Trade Zone between China
and ASEAN, and the Economic Cooperation Framework Agreement between mainland China and Taiwan launched in
2008.

The Hong Kong Trade and Development Council to strengthen the dissemination of information including market
information, legislation and regulations, incentives, government policies, investment opportunities and procedures, etc.

The Hong Kong Trade and Development Council to organise more trade related activities such as business tours, trade
fairs and exhibitions, promotion of SME products and services.

9.6 Brand Development

Promote Hong Kong as the regional headquarters for overseas brands to penetrate the mainland China market.

Encourage product innovation and take advantage of Hong Kong’s niche in product design to develop own-brand
products.

Identify some second or third tier European brands and enter into joint ventures with them, in order to penetrate the
mainland market.

1

A similar concept is Yiwu (@ medium sized city in Zhejiang province) being ‘the first city of small commodities trade’ in China. The
city government strategically developed Yiwu as a trade exhibition centre for small commodities.
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9.7 Human Capital Training and Development

a.  HKSAR government can follow the example of the Japanese government to make available a pool of professionals and
experts to offer consultation to SMEs.

b.  The government to encourage the training and development of SME entrepreneurs and managers by offering subsidies,
designing and offering suitable training courses to improve management capabilities.

¢. SME and professional associations to collaborate with universities and professional institutes to develop and offer
customised training programmes to upgrade the d) knowledge and skills of various levels of SME workers.'

d.  Financial support and study leave to be provided by the SME employers and the HKSAR government to encourage
continuous education and life-long learning to build a competent work force.

12 Appendix 4 gives the list of training, consultancy, etc provided by universities, government department and other professional bodies.
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Appendix 1

Statistics of SMEs’ Contribution to Hong Kong’s Economy
from 1998 to 2010

Table 1.1 The Number of SME Enterprises, Employees, and Business Values as Compared to the Total in Hong Kong
Total No. of No. of Total No. of Business Values | Total Business
Year No. of SMEs |Enterprises in Hong| Employees of i T (')f.SMEs 'V?.—.llues
Kong SMEs (million HKS) (million HKS)

1998 n.a.* n.a.* n.a.* n.a.* 2,247,276 3,835,195
1999 268,891 273,620 1,206,081 2,233,584 2,144,479 3,725,473
2000 272,129 276,887 1,234,496 2,308,489 2,213,996 3,898,154
2001 271,078 275,919 1,213,996 2,312,555 2,065,380 3,716,196
2002 271,688 276,408 1,194,358 2,275,924 2,024,833 3,678,118
2003 271,738 276,305 1,145,116 2,218,514 2,187,032 3,833,406
2004 269,027 273,736 1,152,774 2,271,359 2,403,534 4,286,933
2005 267,526 272,316 1,177,601 2,328,720 2,550,505 4,790,262
2006 276,553 281,409 1,188,574 2,378,661 2,854,992 5,266,861
2007 273,460 278,403 1,207,895 2,432,275 2,930,203 5,659,114
2008 267,801 272,854 1,219,141 2,476,425 3,208,333 5,858,479
2009 275,668 280,692 1,177,640 2,463,590 3,157,614 5,564,931
2010 289,268 294,378 1,216,840 2,528,803 nar nar

*

n.a. indicates that the figure is not available.

Source: From data published by the Census and Statistics Department, HKSAR.




Table 1.2 The Percentages of SME Contribution to Hong Kong’s Total Number of Enterprises, Employment,
and Business Values
Year SMS’s share of the Total No. of|  SME’s share of the Total | SME’s share of Total Business
Enterprises in Hong Kong (%) |Employment in Hong Kong (%)| Values inHong Kong (%)
1998 n.a’* n.a.* 58.60
1999 98.27 54.00 57.56
2000 98.28 53.48 56.80
2001 98.25 52.50 55.58
2002 98.29 52.48 55.05
2003 98.35 51.62 57.05
2004 98.28 50.75 56.07
2005 98.24 50.57 53.24
2006 98.27 49.97 54.21
2007 98.22 49.66 51.78
2008 98.15 49.23 54.76
2009 98.21 47.80 56.74
2010 98.26 48.12 n.a.x

* n.a. indicates that the figure is not available. The percentages are computed from the figures of Table 1.1.
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Appendix 2

Survey Questionnaire
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Appendix 3
Support to SMEs by HKSAR Government Departments and Others

A. General Support and Consultation Centre for SMEs
Trade and Industry Department

Industrial Support Publications

SME Resources
Online Marketplace

FE—uB RIS (TURN)

Hong Kong Trade Development Council

(Chinese Version Only) Hong Kong Productivity Council
Industry Support Services

B. Innovative Design-Business Collaboration Scheme Create Hona Kon

Products / Design Smart Initiative g rong
Design , Intellectual Property Department,

Intellectual Capital Management Consultancy Programme HKSAR Government
Innovation & Technology Fund Innovation and Technology Commission

C. Capital Special Loan Guarantee Scheme
SME Loan Guarantee Scheme

Trade and Industry Department

SME Development Fund f ustry Sep
SME Export Marketing Fund

D. New Market , Hong Kong Export Credit Insurance
Insurance Protection .

Development Corporation

BEREEFRNEHE

Hong Kong Productivity Council
(Chinese Version Only) g hong Y

Powering SMEs Development Programme
Marketing Information Hong Kong Trade Development Council
Guidelines for Doing Business

E. | Consultancy and
Advisory

Domestic Sales Driven Support Services
Pilot Programme to Assist SMEs in Achieving Sustainability | Hong Kong Productivity Council
Free Consultancy Services to SMEs

Business Advisory Services and
China Business Advisory Services Hong Kong Trade Development Council
Business Matching

SME Mentorship Programme Trade and Industry Department

Hong Kong Trade and Development

HKTDC SME Advisory Service Council SVE Centre




Appendix 4

Training Programmes for SMEs

1. | SME Mentorship Programme ,
Support and Consultation for SMEs (SUCCESS) Trade
5 Seminars for SME on: Web marketing, starting a and Industry Department
" |business, etc.
3. | SME Training Programme Hong Kong Science and Technology Parks
4. |Diploma in “SME Company Operations & Management” *
Hong Kong Productivity Council
5. | ‘'Wise Business’ SME Summit
6 RNEER T /FS
L T AR REEEIRRTS
- Hong Kong Trade and Development Council SME Centre
| ARSI I
O T ESE R R AR E RS
8 Executive Certificate in Entrepreneurship & Hong Kong University School of Professional and
" | SME Management Continuing Education
9. |Diploma in Management Studies for SME Executives The Open University of Hong Kong
10. | Diploma in Business Management * Thtla Hopg Kong Management Association and Lingnan
University
1. | B et pEE A e - I(-ll\(l)g)g Kong Institute for Vocational Training Education
e Sy Ay Tl e g A Manufacturing Enterprise Integration and Innovation
PEEAREEIEE
12. | R/ NEZEENREIEIETE] (Free) Association (MEIA)
13, | REEP NP EERRIETIETE] (Free) Hong Kong Wireless Technology Industry Association
) ‘ i ) Hong Kong Brand Development Council
14, E;Ir(;te\)Norkshop onSMEs’ Brand Strategic Management The Chinese Manufacturers’ Association of Hong Kong
The Hong Kong Polytechnic University
15. | Introductory Workshop on “Trio Survival Kit for SME”
“Building Brand Equity Seminar for SMESs: The Chinese Manufacturers’ Association of Hong Kong
16. . L T
Real-life Branding in China
Remarks:

* supported by Continuing Education Fund (CEF)
# refer to website of individual department for more information
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