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CORPORATE SENTIMENT AND BEHAVIOUR IN TIMES OF GEOECONOMIC
UNCERTAINTY — INSIGHTS FROM A TEXTUAL ANALYSIS OF CORPORATE
DISCLOSURE

Key points:

e In recent years, geoeconomic fragmentation has posed challenges for economies
worldwide, leading to increases in global economic and trade policy uncertainties. In
times of fast-moving geoeconomic developments, it is important to examine how
geoeconomic uncertainties affect corporate sentiment and, in turn, how such sentiment
influences businesses’ decisions and performance. Prior studies suggest that these
influences have implications for economic and financial stability in economies around
the world.

e Against this backdrop, and considering the gap with respect to Hong Kong in the
relevant literature, this study assesses the sentiment of Hong Kong listed non-financial
corporates towards geoeconomic uncertainty. To complement news-based and survey-
based methods, this study uses a generative artificial intelligence (GenA.l.) tool to
carry out textual analysis of firms’ annual reports to more efficiently gauge sentiment.
Our granular dataset on corporate sentiment provides a forward-looking perspective
on the impact of geoeconomic uncertainty, which may not be captured in a timely way
by hard data.

e Our textual analysis reveals that the share of Hong Kong listed non-financial
corporates expressing a negative sentiment towards geoeconomic uncertainty
increased in 2018 and 2019 under rising global trade tension, decreased during the
COVID-19 pandemic, and rebounded since 2022, with half of the sample firms
expressing negative sentiments. Furthermore, negative sentiment is found to be more
prevalent in sectors with greater exposure to geoeconomic uncertainty, such as the
transportation, materials, consumer discretionary and information technology sectors.



e Importantly, our empirical analysis shows that negative corporate sentiment towards
geoeconomic uncertainty influences firms’ behaviour. Such sentiment can (i) reduce
the future capital expenditure of firms that are more exposed to geoeconomic
uncertainty and (ii) reduce the future employment growth and increase the future cash
holdings of smaller firms. These findings suggest that businesses adopt ‘wait-and-see’
and precautionary approaches to decision-making in response to geoeconomic
uncertainty.

e Our analysis also shows that negative corporate sentiment regarding geoeconomic
uncertainty provides a forward-looking perspective on firm performance. In particular,
it anticipates a future reduction in the profitability of smaller firms, which may lead to
a deterioration in their resilience.

e Overall, this study contributes firm-level empirical evidence to the literature on
geoeconomic uncertainties and offers important implications for policymakers in times
of elevated geoeconomic fragmentation.

» First, it is important to monitor corporate sentiment towards geoeconomic
uncertainty, as this sentiment has implications for the economy through its impact
on firms” investment and employment, as well as financial stability implications
through its impact on corporate performance and resilience. As demonstrated in
this study, textual analysis can be a useful tool for monitoring corporate sentiment.

» Second, analyses of corporate sentiment could facilitate the early identification
of sectors and firms whose behaviour and performance are more likely to be
affected by geoeconomic uncertainty, e.g. smaller firms. Targeted support could
help mitigate the adverse impacts of geoeconomic uncertainty.
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1. INTRODUCTION

In recent years, geoeconomic fragmentation has posed challenges for
economies around the world, leading to increases in global economic and trade policy
uncertainties. In times of fast-moving geoeconomic developments, it is important to
examine how geoeconomic uncertainties® affect corporate sentiment and, in turn, how such
sentiment influences firms’ behaviour and performance. Theoretically, sentiment arguably
has a stronger influence on economic agents’ behaviours under greater uncertainty, because
intuition and other psychological factors may play a more prominent role as uncertainties
increase the difficulty of analytical and well-calculated decision-making (Akerlof and
Shiller (2009); Skidelsky (2009)).

Empirical studies suggest that geoeconomic fragmentation and
uncertainty have implications for economic and financial stability in economies
around the world. The International Monetary Fund (IMF) analyses various channels
through which geopolitics could affect global macro-financial stability, such as increased
sovereign risk premiums, sudden reversals of capital flows, and lower equity prices (e.g.
IMF (2023 and 2025)). Studies on advanced economies find that geoeconomic
fragmentation and uncertainty can dampen investment and output growth (Burgert et al.
(2025)) while increasing firms’ probability of default and reducing their market valuation
(D’Orazio et al. (2024)). Furthermore, perceptions of elevated geopolitical risk can lead to
significant and persistent reductions in future investments (Shen (2025)). Studies of
emerging market economies also find that geoeconomic uncertainty has adverse impacts,
such as reduced innovation investment (Chen et al. (2023)) and increases in the cost of
capital (Carney et al. (2024)).

Against this backdrop, and given the gap pertaining to Hong Kong in
the relevant literature, this study assesses the sentiment of Hong Kong listed non-
financial firms towards geoeconomic uncertainty and examines how this sentiment
impacts firms> behaviour and performance. We focus on sentiment towards
geoeconomic uncertainty rather than towards geoeconomic policies, because uncertainty
itself could lead to large changes in firms’ behaviour.?

L As discussed in some IMF papers (e.g. Aiyar et al. (2023)), geoeconomic fragmentation refers to a policy-driven reversal
of integration that is often guided by strategic considerations. It encompasses reversals along any and all of the channels
whereby countries engage with each other economically, including through trade, capital flows, the movement of workers
across national boundaries, international payments, and multilateral cooperation to provide global public goods. In this
study, geoeconomic uncertainties generally refer to the uncertainties surrounding these events.

2 European Central Bank (ECB) and European Systemic Risk Board (ESRB) (2026) note that uncertainty can induce
precautionary behaviour, e.g. delayed investment. It undermines investor sentiment, heightens risk aversion, and leads to
precautionary liquidity hoarding.



We explore the following research questions:

i.  How has corporate sentiment towards geoeconomic uncertainty evolved in recent
years?
ii. How does corporate sentiment towards geoeconomic uncertainty affect firms’
behaviour?
iii.  To what extent could corporate sentiment towards geoeconomic uncertainty provide
a forward-looking perspective on firms’ performance?

An exploration of these questions is challenged by the measurement of
corporate sentiment towards geoeconomic uncertainty. This study uses a generative
artificial intelligence (GenA.l.) tool to gauge sentiment via a textual analysis of firms’
annual reports, complementing existing approaches. Recent advances in A.l. can
facilitate a granular yet efficient analysis of textual information from corporate disclosures,
enabling sentiment to be assessed. Compared with news-based indices of sentiment or
uncertainty, our approach offers a granular analysis that considers heterogeneity across and
within sectors. Although existing survey-based methods can provide firm-level perspectives,
our approach is more easily and efficiently scalable. Surveys also have drawbacks such as
a potentially low response rate and selection bias. Our approach can provide policymakers
a forward-looking perspective on how geoeconomic uncertainty affects firms, which may
not be captured in a timely way by hard data.

The rest of the paper is organised as follows. Section 2 introduces the data
and methodology used in this study; Sections 3 to 5 answer the three research questions in
turn; and Section 6 concludes the study and discusses its policy implications.



2. DATA AND METHODOLOGY

2.1  Datasample

Our data sample comprises 1,560 Hong Kong listed non-financial
corporates identified through S&P Global. Annual reports® are available for these firms for
all fiscal years from 2017 to 2024. While most of the firms in our sample have fiscal years
ending in December, others have fiscal years ending in months such as March and June. For
the purposes of our analysis, year t refers to a fiscal year ending in July-December of
calendar year t and January-June of calendar year t+1. For example, year 2024 in our
analysis comprises annual reports with fiscal year-ends from July 2024 to June 2025. As
firms listed in Hong Kong usually publish their annual reports within a few months after the
fiscal year ends,* the sample for year 2024 should, to some extent, capture firms’ sentiment
amid rising geoeconomic uncertainty during the first half of 2025.

The sample used in this analysis comprises firms from a broad range of
sectors, the largest of which are the consumer discretionary, capital goods, real estate and
information technology (IT) sectors (Table 1). The majority of the sample firms are Hong
Kong-based (55% of firms); the remainder are mostly based in the Chinese Mainland
(41%).°

Table 1: Sample firms by sector

Sector Abbreviation |Share

Consumer Discretionary ConDisc 23%
Capital Goods Capital 15%
Real Estate RE 13%
Information Technology IT 11%
Materials Mat 7%
Communication Services Comm 6%
Consumer Staples ConStap 6%
Health Care Health 6%
Commercial and Professional Services |C&PS 4%
Energy Ene 4%
Transportation Tranzp 3%
Utilities Ut 3%

Sources: S&P Global and HKMA staff calculations.

3 We gather firms’ annual reports from Hong Kong Exchanges and Clearing Limited’s (HKEX) news website, a centralised
platform that provides access to all disclosures by Hong Kong listed firms. Extending our analysis to before 2017 would
reduce the sample size considerably.

4 According to the listing rules of HKEX, a firm should issue an annual report that includes its annual financial results
within four months after the end of the financial period.

5 We adopt the geographical definition of Bloomberg’s ‘country of risk’ where available. Beyond domicile, this definition
considers a firm’s location of management, primary listing and revenue, and reporting currency.



2.2  Classification of corporate sentiment

We conduct a textual analysis of public disclosures to classify firms’
sentiment, using annual reports as the source of data, given their advantages over other
forms of disclosure in the context of this study. First, in addition to presenting financial
statements, annual reports provide a more comprehensive and standardised account of a
firm’s strategy, business operations, risks, and investments in a given year. Therefore,
annual reports are more comprehensive than other forms of disclosure and remain relatively
comparable across firms and time. In contrast, alternative sources, such as earnings call
transcripts, may be dominated by discussions of specific aspects relevant to an individual
firm at a particular point in time. Second, the use of annual reports gives us broader coverage
of firms, as earnings calls transcripts may not be available for smaller firms.

A GenA.l. tool is used to conduct a textual analysis of annual reports to
gauge firms’ sentiment. As noted in Wu et al. (2025), research suggests that GenA.l. can
accurately assess a word’s sentiment value within a specific context,® even though the
sentiment conveyed by a word may vary in different contexts (Ruan et al. (2020)). This is
in contrast to traditional sentiment analysis methods that rely on pre-defined dictionaries
(e.g. Loughran and McDonald (2011)).

Based on the information revealed in annual reports, we classify firms
into four categories that reflect their sentiment towards geoeconomic uncertainty;
specifically, classification depends on whether the firm expressed optimism or pessimism
from geoeconomic uncertainty or expressed neutral or no views regarding geoeconomic
uncertainty. The categories are summarised in Table 2.

Table 2: Categories of corporate sentiment towards geoeconomic uncertainty

Category Characteristics

Positive The firm expresses optimism and a favourable impact of geoeconomic
uncertainty. It focuses on the opportunities and financial gains that benefit the
firm as a result of geoeconomic uncertainty.

Negative The firm expresses pessimism and an adverse impact of geoeconomic
uncertainty. It focuses on existing or potential threats and financial risks that the
firm faces as a result of geoeconomic uncertainty.

Neutral The firm gives no clear indication of either positive or negative sentiment. The
firm may express both positive and negative sentiments, which broadly offset
each other, or may believe that geoeconomic uncertainty has a negligible impact
on its business. Furthermore, the text may not clearly show the firm’s sentiment.

Null There is no relevant text in the annual report on this topic.

6 GenA.I. has been shown to outperform conventional models in understanding the tones of central bank communications
(Hansen and Kazinnik (2023)).



2.2.1 Classification methodology
Our classification methodology involves a two-step process.
Step 1: Identification of relevant sections from annual reports via a keyword search

We select sections from each firm’s annual report that are relevant to
geoeconomic uncertainty. As annual reports can be several hundred pages long, using the
GenA.l. tool to process full documents would be computationally inefficient and likely to
exceed the capacities (or context windows) of current models. To address these limitations,
we use a Python-based script to scan each annual report. Specifically, this script uses a
predefined dictionary of keywords related to geoeconomic uncertainty (e.g. ‘de-coupling’
and ‘trade uncertainty”) to identify and extract pages containing these terms, along with the
immediately previous and subsequent pages when the keywords appear in the first or last
incomplete sentence on an extracted page.

Step 2: GenA.l.-based classification of corporate sentiment on geoeconomic uncertainty

We next use a GenA.l. tool to classify each firm’s sentiment in each
sample period. Specifically, we use OpenAl’s GPT-5 model for this task. This model is
appropriate, given its strengths in logical reasoning and nuanced instruction-following, and
its advanced capabilities in handling long-context tasks, which are essential for processing
the concatenated pages extracted from the reports.

Each firm’s extracted text is fed into the model using a detailed and
structured prompt that defines the classification categories and provides clear analytical
rules. The model is tasked with analysing the text and assigning one of the four sentiment
categories based on the framework provided.

To ensure that the classification generated by GenA.l. aligns closely with
human judgement, we manually test its robustness using a subset of sample firms that
are evenly distributed across sectors. Each classification generated by GenA.l. is then
manually checked against the source text and human judgement. After several iterations and
modifications, the final prompt is found to exhibit a high degree of alignment with human
judgement (over 90%), providing confidence in the scalability of the methodology.

Caveat

One challenge facing the use of GenA.l. models is related to their ‘black-box’
nature; these models are prone to generating inconsistent content due to their stochastic
nature. Accordingly, running the same prompt may occasionally yield slightly different
responses, although our structured prompt is designed to minimise this variability.



3. HOw HAS CORPORATE SENTIMENT TOWARDS GEOECONOMIC
UNCERTAINTY EVOLVED IN RECENT YEARS?

In this section, we explore sentiments towards geoeconomic uncertainty
expressed by firms in our sample and how they evolved over our sample period.

Our textual analysis shows that half of the sample firms expressed
negative sentiments towards geoeconomic uncertainty (Chart 1), according to the latest
available annual reports at the time of analysis. Firms expressing negative sentiments
typically faced supply chain disruptions and a reduced demand for goods and services from
households and corporates due to trade restrictions and a weaker economy. However, a
small portion of firms expressed positive sentiments towards geoeconomic uncertainty.
These include materials firms selling commaodities perceived as safe-haven investments and
those that adapted their strategies to capitalise on new market opportunities resulting from
geoeconomic fragmentation. Please see Annex 1 for examples of firms’ sentiments towards
geoeconomic uncertainty.

Chart 1: Sentiments of sample firm towards geoeconomic uncertainty
% of sample firms

1 100%
1 90%
1 80%
41 70%
1 60%

50%
40%
30%
20%
10%
0%

2017 2018 2019 2020 2021 2022 2023 2024
m Negative = Neutral = Null mPositive

Sources: S&P Global, firms’ annual reports and HKMA staff calculations.



Throughout our sample period, corporate sentiments towards
geoeconomic uncertainty were more negative during 2018-2019 and since 2022 (Chart
1). While most firms did not comment on geoeconomic uncertainty in 2017, an increasing
share of firms expressed negative sentiments in the following two years as global trade
tensions rose; in 2019, 52% of sample firms expressed such sentiments.” In 2020 and 2021,
the share of firms expressing negative sentiments declined to around 30%, which reflected
easing trade tensions and a shift in the narrative of annual reports towards the COVID-19
pandemic.® In 2022, the share of firms expressing a negative sentiment began to increase
again due to rising trade tensions and further geoeconomic fragmentation.® This evolution
of the share of sample firms expressing negative sentiments towards geoeconomic
uncertainty is broadly similar to that of indices measuring geoeconomic uncertainty or
fragmentation commonly used in the literature (Charts 2A and 2B).

Chart 2: Comparison of indices related to geoeconomic uncertainty with the share of
sample firms expressing a negative sentiment towards geoeconomic uncertainty

Panel A: Comparison with a Trade Policy Panel B: Comparison with a Geopolitical
Uncertainty Index (TPUI) Fragmentation Index (GFI)
—TPUI (3-month moving average) GFI
+ Share of sample firms with negative + Share of sample firms with negative
sentiment (rhs) sentiment (rhs)
350 70% 08 1 70%
300 60% 06 r 41 60%
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150 30% 00 r * ¢ 1 30%
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Sources: S&P Global, firms’ annual reports, https://www.policyuncertainty.com/trade_cimpr.html, https://geopol-
fragmentation-index.com/, and HKMA staff calculations.

Note: the TPUI is developed by Caldara et al. (2020). It measures media attention to news related to trade policy
uncertainty, and is scaled so that 100 indicates that 1% of news articles contain references to TPU. The GFl is developed
by Fernandez-Villaverde et al. (2024). It is a composite measure of indicators on geopolitical risk, and several measures
of uncertainty, financial flows, and trade openness. The two panels show the one-quarter ahead TPUI and GFI to align
with the timing of annual report preparation.

7 For example, in the 2019 annual report, a real estate firm cited international geopolitical tensions as impacting the global
economy, prompting enterprises to revisit development plans, and creating lingering uncertainties.

8 For example, while a consumer discretionary firm noted in its 2019 annual report that the uncertainty of trade tensions
dampened consumer confidence and caused them to become more cost-conscious, its focus in 2020 shifted to the COVID-
19 pandemic, noting that its continued impact presented a remarkable challenge to consumers and businesses.

% For example, a transportation firm stated in its 2024 annual report that the evolving geopolitical landscape had disrupted
trade flows, supply chains and maritime traffic, leading to delays and increasing costs and risks in its shipping operations.

9
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By sector, firms in industries with greater exposure to geoeconomic
uncertainty (e.g. transportation, materials, consumer discretionary, IT) were more likely to
express negative sentiments (Chart 3). For example, the cargo volumes of logistics firms
in the transportation sector are affected by trade disruptions. Consumer discretionary firms
with global supply chains and a global customer base are vulnerable to escalating trade
tensions. Those in the materials and IT sectors are increasingly vulnerable to rising
geoeconomic fragmentation because they supply the materials and technologies required for
green transition and digital transformation globally. Indeed, the materials and IT sectors are
among those in which more firms expressed negative sentiments towards geoeconomic
uncertainty in 2024 than during the previous peak in 2019 (Chart 3). Please see Annex 1
for examples of firms’ sentiments by sector and Annex 2 for details of how each sector’s
sentiments evolved in recent years.

Chart 3: Share of sample firms expressing a negative sentiment towards

geoeconomic uncertainty by sector in 2019 vs 2024
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Sources: S&P Global, firms’ annual reports and HKMA staff calculations.
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4, HOw DOES CORPORATE SENTIMENT TOWARDS GEOECONOMIC
UNCERTAINTY AFFECT FIRMS’ BEHAVIOUR?

In this section, we examine whether firms’ sentiment towards
geoeconomic uncertainty affects corporate behaviour. In particular, we explore the
impact of such sentiment on capital expenditure, employment growth, and cash holdings.

Firms facing heightened uncertainty are likely to adopt a ‘wait-and-see’
approach regarding new investment and hiring until the business outlook becomes
clearer; they are also likely to increase their precautionary cash holdings to buffer
against potential shocks to their cash flow. Real option theory suggests that uncertainty
prompts firms to delay investing when decisions are costly to reverse (Burgert et al.
(2025)).1° Indeed, empirical studies show that corporate perceptions of uncertainty have
negative impacts on capital expenditure!! and hiring.? Meanwhile, uncertainty weakens
demand as consumers delay purchases of durable goods, and raises the cost of external
financing as lenders demand higher risk premia (Burgert et al. (2025)). These could lead
firms to increase their cash holdings.'3

However, geoeconomic uncertainty is likely to have a heterogenous
impact across different types of firms. First, smaller firms are more likely to be
affected by geoeconomic uncertainty. They may lack the resources to cope with a fast-
evolving environment, and banks and investors may also become more cautious and favour
larger, more well-established firms. For instance, Martinez-Matute and Urtasun (2022) find
that uncertainty has a more significant effect on smaller firms’ employment decisions and
cash holdings.

Second, geoeconomic uncertainty is expected to have a greater impact
on firms that are more exposed to geoeconomic uncertainty. This includes firms that
have operations in multiple jurisdictions and are export-oriented. For example, Shen (2025)
finds that perceptions of elevated geopolitical risk can result in significant and persistent
reductions in future investment, particularly for firms in industries that view geopolitical
risk as especially high.

10 See also Bernanke (1983) and Dixit and Pindyck (1994).

11 For example, La Cava (2023) finds that company-level investment is sensitive to changes in corporate sentiment, while
Chen et al. (2025) find that managerial perceptions of uncertainty have a negative impact on capital expenditure. European
Investment Bank (EIB) (2024) finds that uncertainty has an economically significant negative impact on investment.

12 For example, Martinez-Matute and Urtasun (2022) find that firms tend to reduce hiring when uncertainty is higher; EIB
(2024) finds that uncertainty has a negative impact on employment growth; and Graham et al. (2024) find that during the
COVID-19 pandemic, heightened uncertainty dampened firms’ hiring plans.

13 For example, Zheng et al. (2025) find that at higher levels of economic policy uncertainty, firms are more likely to hoard
liquidity for flexibility. Yang et al. (2024) find that as economic uncertainty increases, firms tend to increase cash holdings.

11



4.1 Model set-up
4.1.1 Baseline model

We estimate the following panel regression model to assess the impact of
sentiment about geoeconomic uncertainty on firms’ capital expenditure, employment
growth, and cash holdings:

Vit = a+ B neg;,_1+ycontrols;;_, + 6 controls; + FE; + FEg.; + &;;

1)

where the dependent variable (y; ;) refers to capital expenditure over assets (‘capex’),* the
year-on-year growth rate of full-time employment (‘fteg’), or cash and cash-equivalents
over assets (‘cash’). Negative sentiment towards geoeconomic uncertainty is measured
using neg; ., a dummy variable that equals 1 if firm i expresses a negative sentiment in
year t-1, and O otherwise. We follow the literature and include some firm-level control
variables.®®

One of the control variables is a firm’s share of foreign revenue
(‘frevs’),'® which acts as a proxy for a firm’s exposure to geoeconomic uncertainty.
Controlling for a firm’s exposure to geoeconomic uncertainty ensures that our results reflect
the impact of firms’ perception about, rather than their exposure to, geoeconomic
uncertainty on behaviour. It allows us to identify how firms with a similar exposure to, but
different sentiments towards, geoeconomic uncertainty behave differently. Controlling for
exposure to geoeconomic uncertainty also helps avoid omitted variable bias. This is because
a firm with greater exposure to geoeconomic uncertainty, such as a multinational company,
may make decisions regarding capital expenditure, hiring, and cash holdings that differ from
those of a domestically focused firm. However, the multinational company is also more
likely to express a negative sentiment towards geoeconomic uncertainty, which in turn
would influence behaviour. A failure to control for exposure to geoeconomic uncertainty
may lead to an overestimation or underestimation of the behavioural impact of sentiment
towards geoeconomic uncertainty.

14 Data on firm-level financial variables are obtained from S&P Global. As capital expenditure is not a standard reporting
item, S&P’s data for this item have ‘missing’ values, some of which may be zero rather than missing. For simplicity, if
S&P’s capital expenditure field is ‘missing’ for a firm in a given year, we assume that it is zero if S&P’s return on assets
(RoA) for that firm in that year is available (a sign that the firm’s data reporting quality in that year is satisfactory).

15 The control variables are: size; profitability; leverage; fixed assets; age; free cash flow (‘fcf’); price-to-book (‘ptb’) ratio;
revenue growth (‘revg’); equity concentration (‘conc’); net working capital (‘nwc’); and dividend payment dummy (‘div”).
For the employment regression, we also include the staff cost-to-income ratio (‘staffcti’); and a ‘merger’ dummy variable
that equals 1 if the firm incurred merger or re-structuring related costs. See Annex 3 for details.

16 In S&P’s data on revenue by geographical segments, the segments are not standardised and are defined by each firm.
For simplicity, our regression sample only includes firms in China (e.g. Chinese Mainland, Hong Kong), which covers the
vast majority of firms. ‘Domestic’ revenues include those from segments labelled as a Chinese region plus an unnamed
territory (e.g. Hong Kong and others); ‘foreign’ revenues include those from segments labelled as a Chinese region plus a
named territory outside China (e.g. Hong Kong and Japan) or from a broad region (e.g. Asia).
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In addition to firm-level control variables, we include the following
macroeconomic control variables: real GDP growth (‘rgdpg’), central bank policy interest
rate (“ir’), and inflation rate (‘cpi’). We also include firm fixed effects (FE;), and sector*year
(FE,,,) fixed effects,'” and robust standard errors clustered at the firm level. To mitigate the
problem of reverse causality, firm-level control variables are lagged by one year.!® See
Annex 3 for the summary statistics and further details of the regression variables.

4.1.2 Extension

We expand on the baseline panel regression model and estimate whether
the impact of firms’ sentiments on geoeconomic uncertainty differs for smaller firms
and for firms with larger exposures to geoeconomic uncertainty, using a firm’s share of
foreign revenue as a proxy.

First, we explore whether smaller firms’ behaviour is more impacted by
negative sentiment by interacting the negative sentiment dummy with a dummy variable
(‘small”) that equals 1 if a firm’s asset size is below the sample median in a given year, as
follows:

Yie=a+pinegi,q+p,smally; y +Bzneg;, 4 xsmally, 4+
y controls;,_, + & controls;; + FE; + FEg.; + &

(@)

Second, we explore whether firms with a higher share of revenue from
foreign business segments are more impacted by negative sentiment. Specifically, we
interact the negative sentiment dummy with a dummy variable (‘frevsh’) that equals 1 if a
firm’s foreign revenue share is in the upper decile in a given year, as follows:!®

Yie=a+pBinegi,q + P, frevsh;,_, + Bz neg;, 1 * frevsh;, 4 +
y controls;;_, + & controls; + FE; + FEg.; + &;¢

(3)

Sectors with higher foreign revenue shares include those where firms
have operations across different jurisdictions (Chart 4). Examples include hotel chains
in the consumer discretionary sector; software and hardware firms in the IT sector; oil

17 Firm fixed effects capture unobserved time-invariant firm-level characteristics that may affect the dependent and
explanatory variables. Sector*year fixed effects capture unobserved firm-invariant sectoral time-varying characteristics
that may affect the dependent and explanatory variables.

18 For each regression, we only include firms for which we have data for all variables from 2017 to 2024. Firm-level
continuous variables (except for firm age and foreign revenue share) are winsorised at the 1% and 99% levels to mitigate
the effect of outliers.

19 The upper decile ranges from 60% to 70% during 2017 to 2024. We do not include ‘frevs’ in addition to ‘frevsh’ in
model 3, due to a high correlation between the two.
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exploration and production firms in the energy sector; and marine transportation firms in
the transportation sector.

Chart 4: Foreign revenue share by sector, 2024
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4.2 Results

Our estimation results show that a negative sentiment towards
geoeconomic uncertainty affects the behaviour of specific types of firms.

First, we find that a negative sentiment towards geoeconomic
uncertainty reduces the capital expenditure of firms more exposed to geoeconomic
uncertainty, i.e. firms with a high foreign revenue share (Table 3). For these firms, a
negative sentiment towards geoeconomic uncertainty is associated with a decline in capital
expenditure relative to assets by 0.5 percentage points (pp) on average in the following year.
This impact is economically meaningful because the average capital-expenditure-to-assets
ratio is 1.5% for these firms across the sample period.

Second, we find that a negative sentiment towards geoeconomic
uncertainty is associated with a reduction in the year-on-year growth in the number
of full-time employees of smaller firms by 4.5pp on average in the following year. This
impact is also economically meaningful. On average, the number of full-time employees
declined by 3.4% each year for smaller firms.

Lastly, we find that a negative sentiment towards geoeconomic
uncertainty would lead to an increase in cash holdings relative to the assets of smaller
firms by 1.1pp on average in the following year. Compared with the average cash-to-assets
ratio for smaller firms (16%), however, the effect is less impactful than those above.

14



Overall, these results suggest that a firm’s sentiment towards geoeconomic
uncertainty does influence its behaviour. While this impact is heterogenous across firm
types, evidence indicates that firms that develop a negative sentiment adopt ‘wait-and-see’
and precautionary approaches to their decision-making.?°

Table 3: The impact of corporate sentiments towards geoeconomic uncertainty on firms’
behaviour — Summary of the estimation results of regression models (1), (2) and (3)*

Dependent variable: capex;,; fteg;: cash;,;
Model oy @) 1) ) 1) )
neg;q_1 -0.050 0.016 -0.63 1.53 0.16 -0.30
small;, 4 0.29 -1.80**
neg;, 1 * small;, 4 -4.52%* 1.12*
frevsh;;_4 -0.076
neg;, 1 * frevsh;; 4 -0.54**
Firm-level controls Yes Yes Yes Yes Yes Yes
Macro controls Yes Yes Yes Yes Yes Yes
Firm fixed effects (FES) Yes Yes Yes Yes Yes Yes
Sector # Year FEs Yes Yes Yes Yes Yes Yes
No. of firms 864 864 742 742 864 864
No. of observations 6,048 6,048 5,194 5,194 6,048 6,048

Note: *** ** and * denote statistical significance at the 1%, 5% and 10% levels respectively. Full estimation
results can be found in Annex 4 Table A3.
Source: HKMA staff estimates.

20 1n fact, the estimated coefficients for the overall sample also suggest negative impacts on capital expenditure and
employment growth, and a positive impact on cash holdings, but these are not statistically significant (see the results under
model 1 in Table 3).

21 The capital expenditure regression including the interaction terms for smaller firms (model 2) and the regressions for
employment and cash holdings including the interaction terms for high-foreign-revenue-share firms (model 3) did not
yield statistically significant results for our variables of interest. For brevity, we do not show those results here.
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5. TO WHAT EXTENT COULD CORPORATE SENTIMENT TOWARDS
GEOECONOMIC  UNCERTAINTY PROVIDE A FORWARD-LOOKING
PERSPECTIVE ON OF FIRMS> PERFORMANCE?

In this section, we explore whether corporate sentiment about
geoeconomic uncertainty could provide a forward-looking perspective on future firm
performance; here, we focus on profitability as measured by RoA. The analyses in this
section differ subtly from those in the previous section. Rather than examining firms’
behaviour, this section investigates whether a firm’s sentiment, as expressed in annual
reports, may reveal its business outlook. A firm is supposed to possess superior information
about its own business and operating environment. Thus, the expressed sentiment may
provide forward-looking insights into how geoeconomic uncertainty could affect the firm’s
future performance, which are difficult to obtain from hard data. To explore this question,
we employ the same regression models as set out in Section 4.1, using RoA as the dependent
variable.

Our estimation results show that a negative sentiment towards
geoeconomic uncertainty is associated with a reduction in the following year’s RoA by
0.3pp on average (Table 4, model 1). This impact is economically meaningful, as the
average RoA is 1% for our sample of firms across the sample period.

Further analysis reveals that the full-sample estimation results reflect
the forward-looking insights drawn from negative sentiments regarding smaller firms’
profitability (Table 4, model 2). The results from our model that interacts sentiment with
firm size show that a negative sentiment is associated with a 0.6pp reduction in smaller
firms’ future RoA on average. Meanwhile, model 3 shows that the profitability impact on
firms with a high foreign revenue share does not differ from the estimated average impact
on the sample as a whole.

Our findings suggest that a negative sentiment towards geoeconomic
uncertainty could anticipate a future deterioration in corporate resilience, especially for
smaller firms, through its anticipated impact on RoA. This, in turn, could have an impact on
their credit quality.??

22 Our firm-level regression analysis shows that a decrease in RoA is estimated to lead to an increase in 1-year ahead
probability of default. For brevity, we have not shown the estimation results here.
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Table 4: The impact of corporate sentiment towards geoeconomic uncertainty on firms’
performance

Dependent variable: roa;;
Model (1) ) (3)
neg;s1 -0.30** -0.048 -0.32**
small;,_4 0.90*
neg;,—q * small;,_, -0.62**
frevsh;, 4 0.94*
neg;.1 * frevsh;; 4 0.095
Firm-level controls Yes Yes Yes
Macro controls Yes Yes Yes
Firm fixed effects (FES) Yes Yes Yes
Sector # Year FEs Yes Yes Yes
No. of firms 864 864 864
No. of observations 6,048 6,048 6,048

Note: *** ** and * denote statistical significance at the 1%, 5% and 10% levels respectively. Full estimation
results can be found in Annex 4 Table A4.
Source: HKMA staff estimates.
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6. CONCLUSION AND PoLICY IMPLICATIONS

In recent years, geoeconomic fragmentation has posed challenges for
economies worldwide, and led to increases in global economic and trade policy
uncertainties. Prior studies suggest that the impacts of these developments on corporate
behaviour and performance have implications for economic and financial stability. Against
this backdrop, and given the gap in the relevant literature with respect to Hong Kong, this
study assesses the sentiment of Hong Kong listed non-financial corporates towards
geoeconomic uncertainty through a textual analysis of annual reports, as well as the impact
of such sentiments on firms’ behaviour and performance.

Our textual analysis reveals that half of the sample firms expressed
negative sentiments towards geoeconomic uncertainty, according to the latest available
data at the time of analysis. Importantly, we find that a negative sentiment towards
geoeconomic uncertainty shapes firms’ behaviour. Specifically, it (i) reduces the future
capital expenditure of firms with greater exposure to geoeconomic uncertainty and (ii)
reduces the future employment growth and increases the future cash holdings of smaller
firms. Finally, we find that a negative sentiment anticipates a future reduction in
profitability, especially for smaller firms.

Overall, this study contributes firm-level empirical evidence to the
literature regarding the impact of geoeconomic uncertainty and offers important
implications for policymakers in times of elevated geoeconomic fragmentation. First, it
is important to monitor corporate sentiment towards geoeconomic uncertainty, which
has implications for the economy through its impact on firm investment and employment,
as well as implications for financial stability through its impact on corporate performance
and resilience. As this study demonstrates, corporate sentiment can be assessed through
a textual analysis of firms’ disclosures, as is done here using GenA.l. tools.

Second, an analysis of corporate sentiment can facilitate the early
identification of sectors or firms whose behaviour and performance are more likely to
be affected by geoeconomic uncertainty, such as smaller firms. Targeted support could
help mitigate the adverse impacts of uncertainty. For instance, the HKMA, together with
the banking sector, introduced sector-specific measures for small- and medium-sized
enterprises last year, such as flexible extensions to trade facilities, or alternative suitable
credit arrangements, to assist firms in the import and export and manufacturing sectors
experiencing short-term cashflow pressure due to trade frictions.??

23 For details, please see: https://www.hkma.gov.hk/eng/news-and-media/press-releases/2025/04/20250408-8/.
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Annex 1: GenA.l. model responses to prompts by sentiment category

Examples of GenA.l. model responses to prompts, by sentiment category (fiscal year

2024)

Note: responses have been redrafted to preserve the anonymity of firms.

Sector

| Prompt response

1.) Negative sentiment

Transportation

The global geopolitical situation and trade conflicts have adverse impacts
such as supply chain disruptions and reduced demand for air cargo.

Discretionary

Materials The geopolitical situation and international trade tensions disrupted global
supply chains and the circulation of rare earth materials, creating
operational challenges.

Consumer The geopolitical situation and rising protectionism created significant

uncertainties in international trade and fragmented the global economy.
Trade protection in overseas markets also drove down end-product prices
and posed profitability challenges.

Information
Technology

The unexpected negative tariff impact had a clear adverse effect on
performance. Exposure to geoeconomic risks such as trade restrictions and
export controls could disrupt supply chains and raise costs.

Consumer Staples

The geopolitical situation and macroeconomic issues created supply
problems; resulted in sharp price increases. Uncertainty and evolving trade
policies may limit operational effectiveness.

2.) Positive sentiment

Materials Gold is a safe-haven investment in times of geopolitical and economic
uncertainty. The geopolitical situation remains supportive of a stronger
trending gold price.

Energy Although global energy sector faces geopolitical and economic

uncertainties, the firm is well-positioned to capitalise on opportunities as oil
demand is projected to rise and prices expected to remain stable.

Capital Goods

The firm has leveraged the geoeconomic fragmentation trend by expanding
operations in Southeast Asia to support customers relocating their
manufacturing facilities, which has led to increased demand and revenue.

3.) Neutral sentiment: examples of firms expressing both negative and positive sentiment.

Transportation

Geopolitical uncertainties bring challenges to the industry and supply chain
management; but the prospect of trade barriers have led to positive financial
outcomes like soaring freight rates.

Materials

The firm details significant adverse impacts from geopolitical and
geoeconomic uncertainty, such as trade wars, which led to higher costs, and
supply chain disruptions. But it highlighted its investment in a new facility
in Southeast Asia specifically to help clients navigate trade tensions.
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Annex 2: Sentiment of sample firms towards geoeconomic uncertainty by

sector over the sample period
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Annex 3: Data description

Table A1 Summary statistics of the variables used in the regression

Variables Observations Mean Median St. Dev.
capex (%) 12,472 2.6 1.2 3.6
fteg (%) 10,635 0.5 -1.2 29.3
cash (%) 12,478 16.7 12.2 15.4
profitability (RoA, %) 12,416 0.1 1.0 6.9
neg (0/1) 12,480 0.4 0.0 0.5
small (0/1) 12,478 0.5 0.0 0.5
frevsh (0/1) 11,162 0.1 0.0 0.3
frevs (%) 11,162 155 0.0 28.1
size (US$m) 12,478 4,500 308 13,900
leverage (%) 12,477 24.8 19.0 27.9
fixed (%) 12,457 24.8 17.7 23.4
age (years) 12,312 29.2 25.0 23.1
ptb 12,067 18 0.8 3.3
fef (%) 12,371 3.3 3.2 12.9
conc (%) 12,404 455 46.9 195
revg (%) 12,184 6.0 2.3 39.9
nwc (%) 12,445 11.0 9.5 22.8
div (0/1) 12,480 0.4 0.0 0.5
staf fcti (%) 11,518 19.6 14.2 19.2
merger (0/1) 12,480 0.0 0.0 0.2
rgdpg (%) 12,416 2.9 3.2 5.0
ir (%) 12,416 3.1 3.6 1.6
cpi (%) 12,416 1.7 1.9 0.9
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Table A2: Details of data items and sources

Variable | Description | Source
Firm-level variables
capex The ratio of capital expenditure to total assets, in percentage, winsorised. S&P Global
fteg Year-on-year percentage change in the number of full-time employees, | S&P Global
winsorised.
cash Cash and cash-equivalents over total assets, in percentage, winsorised. S&P Global
profitability | Return on assets, in percentage, winsorised. S&P Global
neg A dummy variable that equals 1 if a firm expresses a negative sentiment | HKMA staff
towards geoeconomic uncertainty in a given year, or 0 otherwise. analysis
small A dummy variable that equals 1 if a firm’s asset size is below the sample | S&P Global
median in a given year, or 0 otherwise.
frevsh A dummy variable that equals 1 if a firm’s share of revenue that is coming | S&P Global
from foreign business segments is in the top decile of sample firms in a given
year, or 0 otherwise.
frevs The share of a firm’s revenue that is coming from foreign business segments, | S&P Global
in percentage.
size Natural logarithm of total assets (in US dollars), winsorised. S&P Global
leverage The ratio of total debt to total assets, in percentage, winsorised. S&P Global
fixed The ratio of property, plant and equipment assets to total assets, in percentage, | S&P Global
winsorised.
age Natural logarithm of firm age (in years), winsorised. S&P Global
ptb Median price-to-book ratio during the fiscal year, in multiple, winsorised. S&P Global
fcf Free cash flow available following the servicing of interest payments but | S&P Global
before capital expenditure, relative to total assets, in percentage, winsorised.
conc Equity concentration, defined as the percentage share of outstanding shares | S&P Global
held by a firm’s largest shareholder, winsorised.
revg Year-on-year percentage change in total revenue, winsorised. S&P Global
nwc Ratio of working capital — net of non-operating current assets and liabilities — | S&P Global
to total assets, in percentage, winsorised.
div A dummy variable that equals 1 if a firm paid common dividends in a given | S&P Global
year, or 0 otherwise.
staffcti The ratio of staff costs to total revenue, in percentage, winsorised. S&P Global
merger A dummy variable that equals 1 if the firm incurred costs related to mergers | S&P Global
and acquisitions and/or re-structuring in a given year, or 0 otherwise.
Macroeconomic variables
rgdpg Year-on-year real GDP growth rate, in percentage. CEIC
ir Central bank policy rate, in percentage. CEIC
cpi Year-on-year inflation rate, in percentage. CEIC
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Annex 4: Reqression results

Table A3: The impact of corporate sentiment towards geoeconomic uncertainty on firm
behaviour — estimation results of regression models (1), (2) and (3)*

Dependent variable: capex;, ftegi. cash;;
Model @ ®) 1) @) 1) )
neg;; 1 -0.050 0.016 -0.63 1.53 0.16 -0.30
small;,_4 0.29 -1.80**
neg;;_, * small;, 4 -4.52** 1.12*
frevsh;,_, -0.076
neg;,; 1 * frevsh;, 4 -0.54**
frevs;,_4 -0.0019 0.11* 0.11* 0.017 0.018
sizejr_q -0.0063 -0.0079 -12.11%** -12.32%** -2.42%** -2.67***
profitability; ._4 0.030*** 0.031*** 0.0048 0.0016 0.27*** 0.27***
leverage; ;4 -0.012* -0.012** -0.082 -0.083 -0.065*** -0.065***
fixed; 4 -0.036*** -0.036*** -0.069 -0.063 -0.15*** -0.15***
age; -1 0.11 0.11 -10.84 -10.40 -3.89** -3.94**
pth;¢_q 0.051** 0.051** 0.66 0.65 -0.056 -0.055
fcfit-a 0.0065 0.0065 0.00018 0.0015 0.054%*** 0.053**
conc;e—q 0.0029 0.0028 0.042 0.042
revg;i-1 0.0012 0.0012 0.0053 0.0053 -0.012*** -0.012***
nwe;p—q -0.0066 -0.0066 0.054 0.052 -0.068*** -0.068***
div; 4 0.10 0.10 -1.50 -1.54 0.63 0.62
capexi;_, 0.17 0.17 -0.17%** -0.17%**
staffctize_q -0.30*** -0.30%**
merger;, 6.80* 6.89**
merger;_q -0.10 -0.12
rgdpgj. -0.00025 -0.000080 0.11* 0.12* -0.040 -0.041
ir, 0.013 0.015 0.083 0.14 -0.060 -0.078
cpij, -0.016 -0.017 0.48 0.42 -0.32* -0.29
Firm fixed effects (FES) Yes Yes Yes Yes Yes Yes
Sector # Year FEs Yes Yes Yes Yes Yes Yes
No. of firms 864 864 742 742 864 864
No. of observations 6,048 6,048 5,194 5,194 6,048 6,048

2 The capital expenditure regression with the interaction terms for smaller firms (model 2) and the regressions for
employment and cash holdings with the interaction terms for high-foreign-revenue-share firms (model 3) did not yield
statistically significant results for our variables of interest. For brevity, we do not show those results here.
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Dependent variable: roa;;
Model (1) ) (3)
neg;s1 -0.30** -0.048 -0.32**
small;,_4 0.90*
neg;,—q * small;,_, -0.62**
frevsh;, 4 0.94*
neg;.1 * frevsh;; 4 0.095
frevs;,_4 0.011 0.010
size;p_q 0.12 0.23 0.11
leverage; ;4 0.017 0.017 0.017
fixed; ¢4 -0.037*** -0.036*** -0.036***
age;¢—1 -0.67 -0.64 -0.67
ptb; 1 0.14*** 0.14** 0.14***
fcfit-a 0.021** 0.022** 0.021**
CONCi¢—q 0.013 0.013 0.013
revg;t-1 0.013*** 0.013*** 0.013***
nWe;p—q -0.017 -0.018 -0.017
divie_q 0.28 0.28 0.29
capex;;_q -0.0035 -0.0062 -0.0036
rgdpg;: 0.042%*** 0.043*** 0.042***
ir, 0.040 0.049 0.038
cpij, 0.079 0.065 0.080
Firm fixed effects (FES) Yes Yes Yes
Sector # Year FEs Yes Yes Yes
No. of firms 864 864 864
No. of observations 6,048 6,048 6,048

Source; HKMA staff estimates.

Note: *** ** and * denote statistical significance at the 1%, 5% and 10% levels respectively.

Table A4: The impact of corporate sentiment towards geoeconomic uncertainty on firm
performance
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