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Global Context

Source: Global Insights



China - Market Shaping Trends

m Growing consumerism and “middle class”

m WTO Entry
— Capital markets liberalization: phasing out quotas
— Banking reform to become more Basel-compliant
— More favorable FDI policies
— Legal reform

m Growth of private enterprise

— Privatization of SOEs: Loss of direct government funding - need to raise funds
In capital markets and shift to business performance measures

— Emergency of new wealthy class

m New generation of Party and government leadership
— First smooth leadership transition at the 16th Party Congress (March 03)
— Reaffirmation of reform trends

— Sweeping bureaucratic reorganization - clearer separation of supervisory and
operating entities; functions will more closely mirror western models

Source: Prof. Kenneth Lieberthal, University of Michigan
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China Construction Industry
Overview

m Highly fragmented and competitive
— 11,495 design institutes, 50,000+ construction firms, 100,000 + building product manufacturers
— Players are locally or regionally oriented, with only a few with national presence

— Vertical markets (i.e., railway, hydro electric, petrochemical) are dominated by a handful of
state-owned A/E/C firms; thé level of integration, both horizontal and vertical,’is very low

m Complex reporting lines - a legacy of the old planning economy
— The Ministry of Construction (MoC) is key but others can’t be ignored
— Ministry of Commerce
— Ministry of Information
— Provinces
— Major Municipalities
m Industry is in transition; government policy and regulatory
environment will continue to evolve

— National qualification, classification and Iicensin? system for individual and institutional
practitioners has been in place for years but far fromn perfection

— Recent Decrees 113 and 114 pose barriers to foreign design and contracting firms

— On the other hand, there are signs for the government’s increasing awareness and push for
environmental, energy saving, and public health initiatives
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INFRASTRUCTURE AND REAL ESTATE ARE KEY

INVESTMENT AREAS

Within housing construction, residential and
commercial projects are the majority

Area of finished construction (m?)

%

Industrial projects - 13.7%
N
Residential 63,712 57.8% >
_/
Commercial 16.6%
Institutional 7.4%
Others 4 5%

2002

Source: China Statistical Yearbook on Construction 2003
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In Shanghai, 3000
units in 2001 to
100,000 in 2003




CHINA CONSTRUCTION INDUSTRY IS STILL IMMATURE
BUT EXPERIENCING FAST CHANGES

Continue To Integrate To The World Economy And World Standard

Government
policies

e Try to participate world
economy yet need to
protect domestic interest

- Less administrative
interfere and create
non trade
restriction and play
on technical barrier

- Building up more
transparent
information system
and platform

- Allowing more
foreign presence
though in short
term protect local to
grow

« Pay more attention on
quality and
standardization

e Building up and
optimizing qualification
system

* Yet need help

*« Too many on
agenda

» Lack of experienced
talents

* Need funding

Owner/developer

leadi

e Fore

* More diversified type of owners and a few large

national basis

practice and train local contractors

ng players are seen maturing and expand on

Building up more sophisticated material
procurement system
More mature on project management

&

ign participants bring leading international

Foreign
influences

Architect/Engineer

Contractor

* SOE design institutes are

converting to holding enterprises

and still dominate

* More private operations u

license of SOE firms and trying to
build up distinctive image and

specialized advantages

siness scope are still li

Growing foreign presence yet

» Overall still a cost base competitive
environment
- Leading SOEs still better off in
with broader experience and
financial backbone
- More private operations are
growing and shaping their
scope to be more specialized
* International presence limited in
niche market segments like
industrial and foreign invested

nder the

mited

projecis

BPMs

Local BPMs are growing fast especially in
several industries i.e. electrical appliances
- with quick adapt ion capability
- Improving quality standard
- Yet lack of R&D capability

Foreign players trying to bring global
practice into local market, yet takes time
learning P.R.C (patience, relations, cost)
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Bring in capital
investment to impro
infrastructure

Bring in leading
international standar
and practice to
redefine the rule of
game

Train up local talent
and change their mi
of thinking

* Management sk
* Value system




KEY QUESTIONS TO BE ANSWERED

Key questions to be answered

 What are the key trends in the
construction industry in China?

* What are the key events, policy
changes, and emerging
influences that are shaking up the
industry?

* Is consolidation taking place?
Will there be a more national
market for building products and
technology?

e How is the reform of SOE
construction firms

 What's the trends of privatization
of design firms and increasing
foreign participation in the A/E/C
sectors impacting the
buying/specification behavior of
building products/technology?

Key findings

Regulatory environment is improving though not yet
complete

» Balance of WTO and local protection
e Balance of industry standard and player survival

Consolidation happening though very slow

» Contractor: China railway merged with China
bridge/tunnel

» Developer: entry barrier gets higher and forced out
many small players and large ones get bigger

Privatization moving forward though SOE background still
lead

e Strong and large private contractor emerging from
Zhejiang/Jiangsu provinces to participate in leading
projects in Shanghai/Beijing

» Design institutes converting to enterprises

Foreign participation being welcomed though with
restrictions

* Foreign design firms can partner with local ones and
take on many projects

* Increasing presence of foreign investors in real estate
sector
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LOOKING INTO THE FUTURE, CHINA CONSTRUCTION
MARKET WILL CONTINUE TO GROW IN THE NEXT 25 YEAR

Meanwhile, Several Key Development Trends Need To Keep In Mind

Continue fixed assets investment
increase in next 10 years

Several key trends could translate
into attractive business opportunities

Infrastructure development requires
US$270 billion funding for next 10 years
according to world Bank estimation

 Road network

* New highway

Residential building will remain fast growth

* Per capitaliving area reach 25 sgm by
2010

* 486-549 million square meters of new
buildings per year in next 15 years

Energy projects and environment
enhancement projects will also increase
substantially

» Key cities are paying more attention
on environment

Reform of public utility sector (water,
electricity, gas, transportation, healthcare,
tourist and others)

National market started to form with local
protection being demolished

* Lower entry barriers for non local
players

Urbanization will continue to create more
opportunities

Overall concerns on energy saving,
environment friendly and promotion of new
material development

More emphasize on product/project quality
and standard
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The Underlying Trend:
China’s Integration Into The Global
Design and Construction Market

m Foreign players in China m Demand for cross-

— Investors, developers, A/E/C border market

! iInformation and
firms and manufacturers intelligence

m Leading Chinese in the :
. | m Increasing need to
international markets create / promote

— 49 Chinese firms on ENR’s global standards
Top 225 Int’'l Contractor list and
13 on the Top 200 Int’l Design
Firm list in 2005

_ m Quest for global talent
— Business today concentrated in

Africa, Southeast Asia & — Bi-lingual / multi-lingual
Mideast ~ Bi-cultural / multi-
— China State and Shanghai cultural

Construction spear heading in
North America
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