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      Preface


      US CEOs in our 15th Annual Global CEO Survey are slightly less optimistic than they were last year, but are still focused on growth. In fact, nearly 40 percent of US CEOs plan to complete a cross-border merger or acquisition this year. Two contrasting trends shaping the global economy—crisis in Europe and vibrant growth in Asia, Africa and other emerging markets—explain this sense of guarded optimism. Despite near-term uncertainties, CEOs feel global business fundamentals point to strong future growth, and their strategies are adapting to take advantage of unprecedented new opportunities in new markets.


      Customer demand is the primary driver of corporate strategy this year. Success involves understanding customer segmentation within various markets—such as rural-urban and high income-low income—and the dynamics driving it. That is why integral to CEOs’ global expansion strategies is the need to reconfigure operations at very local levels. That includes getting the product and service portfolio right across markets, nurturing talent in different locations, and encouraging free flow of ideas and innovations regardless of where they originate.


      I want to thank the more than 160 CEOs from the US who took the time to participate.


      in this survey. This includes nine CEOs who sat down with us for in-depth discussions, adding valuable insights to our quantitative findings. We hope the following pages help to generate further discussions and ideas on significant business challenges and opportunities we all face.
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      Bob Moritz


      US Chairman and Senior Partner

    

  


  
    
      Weak growth in Europe and the US is impacting businesses, but US CEOs show measured optimism
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      US CEO confidence has declined slightly as economic volatility, natural disasters, and political upheavals shook the world in 2011. Uncertain or volatile economic growth is a concern shared by 80% of CEOs worldwide. Still, over half of US CEOs continue to be very confident about revenue prospects over the next three years.


      CEOs seem to be gradually letting go of the “wait and watch” attitude of recent years. They are managing disruptive events while moving forward determinedly in pursuit of new opportunities. For example, more than half of US CEOs say their businesses have been affected financially by the ongoing sovereign debt crisis in Europe and a third are changing their strategies, as a result. Yet overall, CEOs remain optimistic because rising wealth and a large emerging middle class are fueling growth expectations in Asia and other fast-growing markets.


      “We certainly see that the debt crisis in Europe could get dramatically worse and that that could affect our operations, not just in Europe, but it could have some spillover into the credit markets and therefore our operations around the world.”


      Michael Thaman


      Chairman of the Board and CEO, Owens Corning

    

  


  
    
      CEO strategies target growth outside the US and Europe
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      Despite short-term disruptions, Asia’s growth will sustain and spread to new markets. China and India, of course, are integral to companies’ Asian strategies, but this survey and related PwC research—PwC’s 2011 APEC CEO Survey—find business leaders also seeking greater scale and penetration across the region through new footholds in countries like Indonesia and Vietnam.


      Global businesses are taking advantage of deepening trade and investment ties among Asian economies. They are setting up new hubs as springboards for regional growth and expansion, finding new consumers, realizing supply chain efficiencies, and taking advantage of Asia’s entrepreneurship and innovation.1 Some companies are also implementing regional strategies in Africa, home to some of the world’s fastest-growing economies.2


      Business leaders’ commitment to doing more business globally is gradually increasing, despite economic, regulatory, and other uncertainties. There is acknowledgement that the risk of missed opportunity far outweighs any risks associated with expanding in fast-growing markets.


      “The interesting thing about how we’re positioned in the global economy today, particularly in the emerging world, goes back 10 years, when our company was largely positioned in country, working on multinational business coming out of the US and Europe for the most part. Right now the vast bulk of our global business is indigenous, local business. We still do multinational servicing, but the large part of what we do country by country is local.”


      Brian Duperreault


      President and CEO, Marsh & McLennan Companies Inc.


      1 10Minutes on expanding business in Asia Pacific


      2 10Minutes on investing in Africa

    

  


  
    
      Business leaders must ask: are we positioned to seize opportunities in the right place at the right time?
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      US businesses with key operations beyond the mature markets of North America and Europe are most optimistic about growth. Of those with operations in emerging markets, about three-quarters expect businesses in those regions to expand compared to only 42% of those with operations in Western Europe. Closer to home, 65% of US CEOs expect their operations will grow in North America. But despite the promise of high growth, US companies continue to have a limited presence in emerging markets. Only about a third have key operations in Asia or Latin America, and even fewer have a presence in Africa or the Middle East. There is a tremendous opportunity for US companies to expand their footprint in these markets and participate in their accelerating progress and prosperity.


      “We have stepped up our global investment program over the last 18 months, particularly in emerging markets, including Thailand, China, India, Indonesia, and Brazil. We’re putting in new brick-and-mortar facilities and adding capacity in order to expand our ability to manufacture and assemble products in those markets. I firmly believe that with seven billion people on the planet wanting to live as we do in the US, they’re going to want infrastructure. Caterpillar makes infrastructure, so we have to be there.”


      Douglas R. Oberhelman


      Chairman and CEO, Caterpillar Inc.

    

  


  
    
      Customer demand is driving US corporate strategy change, as concern about risk lessens
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      Customer demand in distant markets seems to be exerting its pull on US businesses. More than three-quarters of US CEOs (77%) are revising their strategies in response to changing customer demand, up from 63% a year earlier. At home, this could be a response to changing demographic trends such as the retirement of baby boomers and the tech lifestyle choices of the Millennial generation.


      But any response to changing customer demand must also take into account new global consumption trends. For example, Asia’s share of global middle-class spending is projected to increase from 23% to nearly 60% by 2030.3


      CEO risk tolerance is influencing corporate strategies much less than in the recent past. With more growth opportunities arising on distant shores, American business leaders seem to be acknowledging that an overly conservative attitude will put their companies at a competitive disadvantage. Only 19% are revising their strategies because of changes in their tolerance and attitude toward risk, compared to 39% last year.


      “If China’s economy keeps growing at 7 percent a year and the US’s grows at 3 percent, it will take them 30 years to become the biggest economy in the world. But they still won’t have the same standard of living as in the US, meaning they can keep growing for a long time.”


      David Cote


      Chairman and CEO, Honeywell


      3 Organization for Economic Co-operation and Development, 2010.

    

  


  
    
      US CEOs step up global transactions in pursuit of growth
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      CEOs seem to acknowledge that taking on greater risk is part of any future success. Consider plans for cross-border M&A. Almost 40% of US CEOs intend to complete a cross-border deal this year compared to 25% last year. In fact, US CEOs show a greater appetite for global deals than their peers in other countries: Worldwide, 28% of CEOs expect to make a cross-border merger or acquisition in 2012.


      To be sure, cost reduction remains important. But the emphasis in corporate restructuring is shifting. For example, two-thirds of US CEOs plan cost cutting this year compared to 77% last year. Many companies already have made significant defensive moves, such as strengthening balance sheets and building cash reserves. If the recent past was about discipline and caution, we now see a readiness to take risks in pursuit of growth, whether through strategic alliances or cross-border deals.


      “Our main strategic move has been expansion into emerging markets. One example of that is our partnership in Latin America with Banco Santander. This is a strategic move for the long term. We’re also expanding in Asia; we just closed a deal in which we bought Malaysian Assurance Alliance Berhad. Balancing our strength in Europe and the US with our growing strength in the emerging markets is an important strategic priority for us.”


      Martin Senn


      CEO, Zurich Financial Services Group

    

  


  
    
      US CEOs are expanding in high-growth markets in pursuit of local customers and talent
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      To expand their business overseas, some US CEOs are paying particular attention to the specific needs of customers in individual markets. They are focused on getting the portfolio of products and services right across various diverse and segmented markets. For example, 40% of US CEOs with India operations are modifying their products and services for these new consumers and another 32% are developing products and services specifically for the local market.


      Almost all US CEOs are revising their innovation strategies, with 72% focusing on creating new products and services within existing business models. This emphasis on new products and services for local markets is also leading to the phenomenon of “reverse innovation,” or flow of ideas, processes, and innovation from fast-growing to mature markets.


      “In countries that have particular medical requirements, one must find innovations that are customized for those countries. For example, in China and India, you have, respectively, two hundred million and one hundred million farmers cultivating small plots. By way of contrast, in Brazil, farms, on average, are more than a thousand times larger than those in China. The product requirements of a small farmer versus a large farmer are very different, so we have to customize our product development to meet the needs of each. The lesson here is that in order to bring products to market that meet the exacting needs of the consumer, one must be very close to the consumer.”


      Dr. Marijn Dekkers


      Chairman, Bayer AG

    

  


  
    
      For global CEOs, China is the most important opportunity, but the US remains attractive
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      America is confronting new challenges to its long-held leadership position in the world. China now outranks the US in the list of countries that CEOs consider most vital to their business growth prospects. Meanwhile, Brazil and India have pulled ahead of Western Europe’s major economies as important markets for growth.


      Even so, the US still has strong fundamentals and continues to be attractive to global investors. Companies from Asia and Latin America increasingly have the wherewithal to invest, create jobs, and fuel innovation in the US. Seventy-one percent of all CEOs who want to enter or expand in the US intend to increase their customer base, 46% are seeking access to talent, and 30% are building internal service delivery capabilities.


      “Around the globe we are all more financially interrelated than ever before. But I also think that emerging Asia generally stands a little bit apart from what is happening in Europe and the United States. Once upon a time we relied on the markets in Europe and the US to a greater extent. If you look at the statistics over the last five years Asian economies are trading with each other much more than ever before. This includes the changes taking place in China. Asia’s consumption-led demand is still quite strong and so is infrastructure development. Those two elements will fuel a growth in our part of the world that you will probably not see elsewhere.”


      Jaime Augusto Zobel de Ayala


      Chairman and CEO, Ayala Corporation

    

  


  
    
      US CEOs expect more government support to boost national competitiveness

    


    
      [image: Fig8.png]

    


    
      US CEOs don’t hide their disappointment in the federal government. More than three-quarters say it did not effectively deal with the implications of the global economic crisis, and a similar proportion is also dissatisfied with its response to the US budget deficit and debt burden.


      Still, American business leaders expect the government to strengthen the nation’s global competitiveness through such measures as improving infrastructure and fostering a skilled workforce. While policymakers and corporate leaders alike agree that such measures are needed to boost US competitiveness, a contentious business-government relationship could impede progress. Failure to cooperate would be unfortunate, particularly at a time when public-private collaborations are increasing in other countries.


      “Too many people rely on the US real estate market as either their biggest savings account or their retirement. With no value being achieved in the market, that’s going to create more pressure in the whole process. I have not seen anything from the government, either a policy or a proposal, to address that. We spend a ton of money on infrastructure at the Federal level, but that has done very little relative to unemployment or the economy. Take those same dollars and forgive everybody 20 percent of their mortgage. For those who don’t take 20 percent, lower their interest rate. If the government lets banks borrow at 25 basis points, why not just give it to the consumer, where it’s going to have the most benefit?”


      Dominic J. Frederico


      President and CEO, Assured Guaranty Ltd

    

  


  
    
      US CEOs lead in making talent investments for future growth
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      Future prospects for the US economy are unlikely to improve without a long-term solution to talent shortages that exist today. Even in a weak labor market, more than 40% of US CEOs say their talent-related expenses rose more than expected, a reflection of the acute skills mismatch problem they face: talent shortages amid high unemployment. For almost 60% of US CEOs planning to hire this year, it won’t be easy to find the right mix of people. High-potential middle managers and younger workers are particularly difficult to recruit and retain. This is impacting corporate profitability. Almost a quarter of US CEOs say they were unable to pursue a market opportunity and another fifth were unable to innovate effectively because of talent constraints.


      The problem could worsen as baby boomers retire, the global marketplace becomes more integrated, and technology continues to change the nature of work. CEOs are taking action: 84% are making direct investments in workforce development. But piecemeal measures won’t suffice. Cooperation between businesses, government, and academia, with a focus on solutions rather than describing the problem is what’s needed. Measures, such as retraining workers left behind by the changing economy and easing restrictions on global workforce mobility, are best identified and implemented through collaboration among different stakeholders.


      “Within the United States, certain regional markets tend to have stronger talent pools than others. For example, we get some great technologists here in the New York area, as well as in our offices in Charlotte and Denver. So we’ve put IT operations in each one of those locations. We will absolutely either shift people, or hire people, in different locations based on our assessment of the strength of the talent pool there.”


      Roger W. Ferguson, Jr.


      President and CEO, TIAA-CREF

    

  


  
    Global CEO views on their outlook for the US economy


    “We believe that the turnaround in the US will take longer—but once it begins, it will have significant strength. We think things will not improve much in North America in the near term—the near term being the next four to six quarters. But longer term, the housing market will have to come back strongly simply as a consequence of the predictable rise in household formation. Historically, the American housing market represents 5 or 6 percent of US GDP. Today the American housing market is around 1 percent of US GDP. So the housing market has a significant multiplier effect on the rest of the economy.”


    Keith McLoughlin


    President and CEO, AB Electrolux, Sweden


    “The lack of a credible, long-term fiscal plan in the US is probably our chief concern. The fact that there is not actually contributes to the market volatility. Just look at August of this past year and the debate about the US deficit, and the inability for both political parties and the Obama administration to come together on the issue. We saw levels of volatility that are typically not seen.”


    F William McNabb III


    Chairman, President and CEO, The Vanguard Group INC, US


    “In Europe there is definitely some stress but I am optimistic about the US.”


    Ajay G. Piramal


    CEO, Piramal Group LTD, India


    “I think we are looking at flat to potentially declining economic growth in Europe which could persist for two years. We would hope to avoid a double dip in the United States and I think the numbers I’ve been seeing in our businesses suggest that things are slightly more robust in the United States than we would have thought about two months ago. I think China will see plus 8 percent GDP growth next year.”


    Tom Albanese


    Chief Executive, Rio Tinto, UK


    “In the US what you see is the big, big influence of the baby-boomers transition—78 million people will be retiring over the next 20 years. That’s 10,000 a day for 20 years. Baby-boomers control $7.6 trillion of assets. Our average customer is 62. So it’s really people who have saved and want to retire and have a relatively safe retirement. That works. It’s been very good for us and, again, it’s relatively insulated from the macro-economic environment. It’s driven by demography and ageing. The macro context has an impact but at the margins.”


    Tidjane Thiam


    Group Chief Executive, Prudential PLC, UK


    “In the US, because it’s such a mature, highly competitive market, we’re working much more on TV Everywhere, product differentiation, mobility, and other initiatives. Whereas in Latin America, having a more affordable product is still a big innovation in and of itself. And we learn from each other. For example, our Brazil business is much better than our US business on customer service and being customer-centric as an organization, in the way they’ve designed their products and run their business model. The trick is to make sure that both organizations get to see what the other is doing, take the best, and then adapt it.”


    Michael White


    President and CEO, DIRECTV


    “The older white- and blue-collar workers that formed the backbone of our workforce are now retiring. And attracting young millenniums to a traditional industry and providing them with engaging careers is not easy. It’s fascinating to see, that—for example, in our US subsidiary—it is very difficult to attract good engineering talent to a basic industry like ours. Attracting talent in the developing countries is less of a problem.”


    Dimitrios Papalexopoulos


    CEO, TITAN Cement SA, Greece

  


  
    Research methodology


    Of the 1,258 interviews we conducted of CEOs in 60 countries between 22 September and 12 December 2011, 161 were with those headquartered in the US. Forty-four percent of US respondents reported revenues up to $500 million and 10 percent were those whose companies had revenues up to $999 million.


    A significant number of large companies also participated from the US. These included 39 percent whose companies reported revenues between $1–$10 billion and 8 percent whose companies had $10 billion-plus revenues.


    To better appreciate what is underpinning the CEOs’ outlook for growth we also conducted in-depth interviews with 37 CEOs from five continents, including 9 from the US. Their interviews are quoted in this report, and more extensive extracts can be found on our website at: www.pwc.com/usceoagenda2012
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    Bob Moritz


    US Chairman and Senior Partner


    1 646 471 7293


    robert.moritz@us.pwc.com


    Tom Craren


    Partner


    US Thought Leadership and Brand


    1 646 471 6465


    tom.craren@us.pwc.com


    Editorial team


    Cristina Ampil


    Managing Director


    US Thought Leadership Institute


    1 646 471 5003


    cristina.ampil@us.pwc.com


    Deepali Sussman


    Senior Fellow


    US Thought Leadership Institute


    1 646 471 1061


    deepali.s.sussman@us.pwc.com


    Design: US Studio


    Tatiana Pechenik


    Isabella Piestrzynska


    Laura Tu


    Adam West


    Online


    Adiba Khan


    Research and data analysis


    The research was coordinated by the PricewaterhouseCoopers International Survey Unit, located in Belfast, Northern Ireland.
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Deal making is encouraged by growth achieved outside the US market in the past decade
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US CEOs with operations outside North America and Western Europe are most bullish about growth
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Consumer spending power is driving growth in new markets

4%

of Us and
Asia-Pacific
cEOs.

Beting on increased spending
Asiafor growth

B Pt TS AFE0 CHD Sy

Cumulaive GOP growth b region, 2008-14, 2008=100)

s Pacitc

Middio East

Latin Amarica & Caribbean

Eastorn Europo

208 2009 2010

0

10

100

100

100

10

0

0

102

101

100

o

100

107

105

108

o

2m

e

100

2

"

i

16

102

104

Dot e Sttt st oS e b Tl Bossosics

3

126

21

121

i

105

106

100

204

w2

121

120

110

110

102





OEBPS/Images/Fig1_fmt.png
More than half of US CEOs were directly affected by the Eurozone crisis last year
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Businesses are investing in talent to meet their own needs
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Global CEOs' ranking of important markets shows that new competitors are challenging US and European leadership
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