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Introduction

Investment professionals around the world are upbeat about global economic growth prospects, despite
the shifting political landscape. They also told us about just how much they see the world changing

because of technology.

Richard Sexton
Vice Chairman, Global Assurance

This year, we have again set out to gauge sentiment among
investment professionals and compare it with the views of
chief executive officers (CEOs). We asked the two groups
about their opinions on growth prospects, the threats that
companies face today, and the challenges and opportunities
presented by technological innovation. We also sought
their views on the factors that influence the trust placed in
business and on the effect and future of globalisation. Their
responses unsurprisingly showed a variety of perspectives.

Our CEO survey,' given its 20-year history, highlighted
some of the changes that CEOs have experienced over

that period. Our research among investment professionals
hasn’t been running that long, so we asked them about the
big developments they have seen over their careers. They
described the changes they’ve seen in behaviour and market
dynamics, the rise of index investing, an increased focus on
governance and shareholder engagement and the growing
importance of environmental and social issues.

And of course they mentioned technology, particularly the
proliferation of data and the need to deal with a 24-hour
news cycle. Data is now produced more quickly, from more
sources and disseminated more rapidly. This isn’t necessarily
always seen as a positive change; if done badly, it can lead

to confusion, ambiguity and rushed decisions. For many
respondents, the mass of data now available has become as
much a challenge as a blessing.

Our research this year identified a number of areas in which
companies could provide more explanation to investment
professionals and other stakeholders: their approaches to
support innovation, the need for a strong corporate purpose
and values, steps being taken to prevent cyber-attacks and
data breaches, and the benefits and costs of running a
global business are a few examples. And in a world of ever-
increasing amounts of data, companies should remember
that, although the information they provide should of
course be complete, it also needs to be relevant and not
overwhelming.

I hope these findings will help to improve the quality of
engagement — and perhaps understanding — between
companies and the investment community. I would like to
thank all the individuals who took the time to answer our
surveys and speak to our researchers in person. Without
hearing their opinions, we would be unable to share these
insights.
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Executive summary

Investment professionals are more
confident than CEOs about global
economic growth prospects in

the next 12 months and their
confidence has increased
compared to last year
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Pursuing growth in an unpredictable
political environment
“In the aggregate, we are probably going to be alright.”

Despite the considerable political uncertainty across the
world, our latest global survey of investment professionals
found relatively high levels of optimism about global
economic growth prospects. Nearly half of the 554 investors
and analysts who responded to our online survey expect
global economic growth prospects to improve over the next
12 months — a higher percentage than last year. They are
also more optimistic than the 1,379 CEOs and analysts who
responded to our online survey expect (a reversal from

last year). Although our 38 qualitative interviews with
investment professionals showed a wide range of opinions,
modest growth is the most common expectation.

Increased confidence in global economic growth prospects
has fed through into expectations for company-specific
growth prospects. CEOs are particularly confident in their
own company’s revenue growth prospects, while investor
confidence tends to vary by industry.

From a regional perspective, investment professionals see
the USA as most important for the growth prospects of the
companies they invest in or follow over the next 12 months.
China comes second, with Germany and the UK tied in third
place. The top four countries match those identified by CEOs.

We also explored their views about globalisation. Many
investment professionals think it has brought benefits, for
example, making it easier to move capital, people, goods and
information, as well as enabling universal connectivity and
creating a skilled labour force. And while they don’t expect
the globalisation process to stop or be reversed, they do see

some negative effects of globalisation, with many having
fresh memories of the global financial crisis. They also think
it has not helped to close the gap between rich and poor,
with some suggesting that wealth inequalities are helping
to drive social unrest and moves towards protectionism and
nationalism.

And investors and analysts, like CEOs, think it is becoming
harder for business leaders to balance competing in an open
global marketplace with trends toward closed national
policies. They want companies to understand the markets
they enter, act in socially responsible ways and support local
economies.

Doing business in uncertain times
“Companies with good management will evolve and adapt to
embrace the challenges and utilise them as opportunities.”

Investment professionals acknowledge that companies

face many threats, but this year, as last year, they perceive
geopolitical uncertainty as the top threat to company growth
prospects. Protectionism, the future of the Eurozone and
social instability also rank highly. These four issues are
interlinked, reflecting nationalist trends around the world,
and all can affect growth through their impact on the global
economy.

The investors and analysts we surveyed are also becoming
increasingly concerned about cyber security. This threat leapt
to joint fourth place, up from ninth in last year’s survey.
Investment professionals expect companies to be proactive in
addressing cyber risks.

The main threats to growth prospects identified by
investment professionals differ noticeably from those
highlighted by CEOs. Business leaders generally focus more

on business-related risks, such as the availability of key skills
and an increasing tax burden. In general, our interviews with
investment professionals confirm their belief that talented
management teams can turn threats into opportunities

for their companies. Their aim is therefore to invest in
companies that have those talented management teams.

Given the uncertain business environment, what one
thing could companies strengthen in order to capitalise on
opportunities? Investment professionals and CEOs both
highlight the importance of innovation. In conversation,
many investors and analysts highlighted the importance
of companies being agile and able to respond to changing
consumer requirements, business models and technology.

Technology as a disruptor and enabler
“From every angle, it comes back to data and technology.”

Although it feels like the speed of technological change is
ever faster, the investment professionals we spoke to seem
to think the speed of change is slowing. They are more
likely than CEOs to think industries have been transformed
by technology, particularly in the technology and telecom
sectors. Looking ahead, investment professionals and CEOs
both expect technology to have a further significant impact
on competition, particularly in the consumer services and
technology industries.

Investment professionals think that numerous aspects of
today’s world will be fixed, disrupted or replaced by new
technology. Artificial Intelligence and automation are widely
expected to have an impact, alongside the introduction of
autonomous vehicles, new sources of renewable energy,
advances in genetic research and FinTech developments.
Technological progress could also affect the globalisation
trend: by making production cheaper in developed countries


www.pwc.com/investorsurvey2016

there will be less of a need for outsourcing to developing
countries. As well as seeing benefits from increased
automation, investment professionals are also concerned
that it could damage the customer experience.

The vast majority of investors and analysts think companies’
headcounts will decrease as a result of automation and the
adoption of other technologies. Many sectors are likely to

be affected. However, they also think that automation and
new technology may in fact create new roles and change

the skillset employees will need. As a result, companies will
need to educate their employees about the changes taking
place and to invest in retraining to make sure people have the
skills needed for the changing workplace. They also think the
government needs to work on changing the education system
to ensure people learn the necessary skills from a young age.

When asked about the importance of a range of skills
employees need today, investment professionals prioritise
creativity and innovation, alongside adaptability and
problem solving.

Maintaining trust in the digital world
“A good company will be aware of the risks involved in not
addressing trust.”

Concern about a lack of trust in business has increased
slightly this year, among both investment professionals and
CEOs. Having said that, in our interviews, some investment
professionals were very clear that they think the general
‘trust deficit’ debate is overblown.

But trust comes in many forms and one of the challenges
facing companies today is that data about them, their
competitors and industries is produced from so many
sources. This makes it harder for them to build a story over

time and harder to ensure that what’s being said about

them is accurate. Our interviewees spoke about the need for
companies to tell their story consistently and actively manage
social media messaging.

Investment professionals also talked to us about the impact
of technology on trust and the need for governance (e.g. to
manage cyber security, data outages and data privacy risks).
They are aware that they need to ask the right questions of
companies in order to understand the technology-related
risks they face.

In our interviews, investment professionals acknowledged
the challenge companies face in managing the expectations
of different stakeholders, including shareholders,
governments and employees. They think companies can
meet the needs of various stakeholders simply by doing what
they are in business to do — that is, focusing on the long-term
success of their core business.

This year’s research has emphasised yet again that companies
face a huge challenge in explaining clearly how they are
capitalising on opportunities, harnessing technology

and addressing the many threats they face in today’s

world. As one investment professional told us, “The key is
understanding why your messages are complex, but then
trying to make them simple.”
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Pursuing growth in an unpredictable
political environment

this year

Figure 1: Investment professionals are more confident about the global economy

2017

Improve Stay the same

M Investment professionals M CEOs

Decline Improve

2016

45% [29% 34% |53% 19% M7% 35% [49% 41% [23%

Stay the same Decline

“I expect modest growth,
nothing spectacular. Markets
are on steroids from the
central banks and, for the
next year, central banks will
ensure that accidents that
should normally happen
won’t happen.”

“Global reflation will occur
with the new US president.
Interest rates will rise and an
increase in public investments
will enhance economic
growth. Overall, the economy
looks good in the short run.”

The extent of political change under way in significant
markets such as the USA and UK, and the possibility of future
government changes in several European Union nations

and even some Sub-Saharan African countries, has led to

an increased sense of uncertainty across the world. Has this
shaken the confidence of investment professionals? Perhaps
surprisingly, our latest survey finds that for many it has not.
Asked about their expectations for global economic growth,
investment professionals are rather optimistic — nearly half
expect global economic growth to improve in the next year.
Their optimism is far higher than in last year’s survey and
higher than the optimism shown by CEOs (who are also more
optimistic than last year, just not by as much). This more
optimistic view is consistent with PwC’s latest Global Economy
Watch?, which predicts a modest increase in global growth in
2017 relative to 2016. And because investment professionals
were starting from a lower base, perhaps they have accelerated
up the optimism scale more quickly than CEOs have.

But some of our interviewees held a less bullish view. As one
interviewee said, “I think this is priced in already and the
impact on the markets will be minimal.” A few investment
professionals told us they expect an element of reflation

as governments try to curb the effects of deflation by
implementing policies such as reducing taxes or changing the
money supply.


http://www.pwc.com/gx/en/issues/economy/global-economy-watch.html
www.pwc.com/investorsurvey2016
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“In the USA, the new
president is likely to stimulate
the economy with a fiscal
package. It may create a
euphoria and stock prices may
rise for a temporary period,
but it will not last long.”

“Growth will be weak, bleak
and unpredictable.”

And although some acknowledged that there may be
opportunities created by political change in the USA and UK
(and indeed elsewhere), some are concerned about global
growth coming from fiscal stimulus. “It could have short-
term benefits even if such growth may not be sustainable in
the long term,” said one interviewee. Another commented:
“It is precariously balanced. Political instability could
determine what happens.”

The strength of the economy has a bearing on a company’s
own growth prospects. So it’s no surprise that the increased
confidence in the global economy seems to be having a
similar effect on investment professionals’ confidence in
company revenue growth potential in the short and medium
terms (although in a less pronounced manner). And, like last
year, CEOs are more confident than investment professionals
in their own company’s revenue growth prospects.

But investor confidence varies by industry, whether in the
short or medium term (unlike CEOs, who tend to have
similar confidence in their companies’ revenue growth
potential, regardless of industry). See ‘Looking for more
data?’ section below for details.

Figure 2: Confidence in revenue growth over the next 12 months has increased from last year

Q: How confident are you about the prospects for company revenue growth over the next 12 months?

2017

23% [38% 55% [47% 19% [13% 2% 2%
I

2016

53% | 41% 28% 15%

1% 1%

5% 3o,
13% | 35% [
Very confident Somewhat Not very Not confident Very confident Somewhat Not very Not confident
confident confident at all confident confident at all

M Investment professionals ™ CEOs

Figure 3: Confidence in revenue growth over the next three years is similar to last year

Q: How confident are you about the prospects for company revenue growth over the next three years?

2017 2016
31% [51% 51% [41% 16% 7% 2% 1% 30% [49% 50% [42% 18% 7%
[ H

Somewhat
confident

Not very Not confident
confident at all

Very confident

M Investment professionals B CEOs

Very confident

Somewhat
confident

Not very
confident

Not confident
at all
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Figure 4: Investment professionals see the USA and China as the most important

countries for growth

Q: Which three countries do you consider most important for overall company growth prospects over the next 12 months?

% of respondents naming this country in their top three

USA China

Germany

UK India

85%

(2016: 89%)

(2016: 71%)

(2016: 39%)

43 %

(2016: 34%)

62%

33%

32%

(2016: 39%)

(2016: 19%)

17%

32%

(2016; 19%)

(2016: 11%)

15%

10%

(2016: 12%)

(2016: 9%)

7%

M Investment professionals B CEOs

“In the spotlight in particular
will be Asia, and China and
India most noticeably given
their changing population
landscape. It will be
interesting to see how the USA
plays out and the longer-term
implications of Brexit, plus
the ‘togetherness’ of the EU
more generally.”

“Europe could surprise, but it
depends on what happens in
the USA.”

“The US economy, and to
some extent the UK, is a
‘watch and wait’ area for
investors.”

Continued focus on the USA

With all the change happening in the world today, where will
the growth come from? “Economies with fiscal dominance
will grow the most, plus we’ll see growth from emerging
markets,” one of our interviewees told us.

The top five countries that investment professionals consider
most important for companies’ overall growth prospects over
the next 12 months are the same as last year. Our survey
shows that the USA has retained its dominant hold on first
place and China again comes in second. One interviewee
said, “China is becoming more important and will continue
to grow but at a slower pace.”

It’s striking that the UK is now seen as more important for
growth, particularly by investment professionals, moving
up from fourth place last year to tie in third place (with
Germany) this year. Those focused on the technology and
financials industries in particular put the UK among the top
three countries important for growth. India retains fifth
place for investment professionals but moves to sixth place,
following Japan, for CEOs.

But does ‘importance’ equate to ‘positive growth’ and
therefore optimism? Maybe or maybe not. Importance could
be interpreted in a positive light — that the countries selected
would be those expected to grow most or fastest. On that
basis, the Brexit vote and all the uncertainty surrounding the
UK’s future relationship with the EU appear not to be deterring
investors. However, some investment professionals we spoke
with saw that ‘importance’ could also be interpreted in a
negative sense — that problems and greater volatility in the UK,
for example, could have an important effect on slowing down
companies’ growth. Our findings may well, therefore, include
a mixture of positive and negative sentiment.
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Figure 5: Investment professionals see benefits and downsides to globalisation

Q: In your view, to what extent has globalisation helped with the following areas?

Improving the ease of moving capital, -3% SR

people, goods and information -3% LA

) ) . -3% LYY
Enabling universal connectivity :

-4% LY

Creating a skilled and educated -11% - 88%

labour force -8% L)

Averting climate change and -40%  54%

resource scarcity -28% 64%
Closing the gap between rich -556% 42%
and poor -44% 51%
Fairness and integrity of global -56% 40%
tax systems -35% 59%

Investment professionals: B Not at all B Large extent CEOs: M Not at all W Large extent

Globalisation in the spotlight

In any discussion about growth prospects, the topic of
globalisation inevitably comes up. There are indications that
globalisation is no longer driving growth to the extent it
once did. Between 1980 and 2007, global trade grew much
faster than global gross domestic product (GDP); since then,
it’s been lagging.* Many reasons for this slowdown in global
trade have been identified, including China’s rebalancing
denting demand for commodities and the increased
regulation that followed the financial crisis.

The growing disillusionment of the public, with the knock-
on effect that has on national government policies, is also an
important factor. Recent political events seem to be revealing
the extent to which voting populations feel their livelihoods
and cultures are under threat from the free trade forces of
globalisation. One interviewee pointed to what he calls a
trilemma, based on the work of economist Dani Rodnik:
choosing between (1) globalisation, (2) the nation state and
(3) democracy.®

“Political, economic and
social risks have increased.
Globalisation has probably
gone too far.”

“Companies are looking for
growth, and they can only
find this when they go global.”

“People are happy when goods
and money change hands
quickly, but when people
move across borders there is a
different reaction. This is a bit
like a pendulum — now there
is a natural push back against
migration, technology,

job transformation and
disruption. The ability to sell
the broader benefits to people
has been challenging.”


http://www.imf.org/external/pubs/ft/weo/2016/02/
http://www.imf.org/external/pubs/ft/weo/2016/02/
http://www.imf.org/external/pubs/ft/weo/2016/02/
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There are a variety of views about how globalisation has
been helpful. For example, one interviewee said globalisation
is beneficial because it has helped to improve innovation:
“Low liquidity of labour causes innovation to become stale.”
Another pointed out that it helps companies focus on what
they do best: “Let other countries make it cheaper and

you should find something else to do.” Some investment
professionals see benefits from having local input from the
markets in which companies want to do business. As one
said, “Most large businesses globally have figured it out: you
need that bit of local touch to do well.”

However, investment professionals and CEOs are also aware
of the negative effects of globalisation. They both think that
globalisation has not helped in closing the gap between rich
and poor. Perhaps they recognise that wealth inequalities,
resulting from or exacerbated by globalisation, are significant
drivers of social unrest and the political mood swinging
towards protectionism and nationalism. But the concern
about the gap between the rich and the poor is not new — a
look through history uncovers some decades-old publications
that emphasise the need for a company to remember its role
in society and its obligations to a range of stakeholders (see,

for example, the so-called Trueblood Report from 1973 and
corporate finance textbooks as far back as the 1940s”). But
there may be a positive aspect to this gap. As one interviewee
said, “The gap in income is what makes innovation possible.
What is important is to ensure equality of opportunities.”

Climate change is another area receiving increased attention,
with business and government leaders around the world
working together to reduce the effect of pollutants on the
environment and to address resource constraints and other
risks. But climate change is not only a scientific debate,

but also a political debate. So it’s not surprising that CEOs
express more disagreement than investment professionals
that globalisation has helped make progress in this area.

We also asked our interviewees about the role of business in
solving societal problems, whether a result of globalisation
or otherwise. Many of them think that responsibility lies
with government, although one said, “If governments can’t
make change, businesses should take it on themselves to do
something.” Another said, “You need private sector capital
while the government creates the enabling environment.”

“CEOs and business leaders
must get involved in social
issues like income inequality
that may be slowing down
growth.”

Looking for solutions

The investment professionals we talked to certainly don’t
think globalisation is over or that it can even be substantially
reversed. Turning the clock back is impossible. As one
investment professional put it, “Now that globalisation is

out of the box, you can’t put it back in.” Another noted that
pulling back on globalisation would be costly for companies
and would increase prices for consumers: “Developing
countries will be the biggest losers in this, and things will be
more expensive in the local country.”

Companies need to find a way to continue benefiting from
globalisation, while also responding and adjusting to a new
world order that could bring higher trade barriers, tighter
restrictions on labour movement and protectionist policies
designed to support local companies. The investment
professionals we spoke with emphasised the need for
companies to ‘understand the market they’re going into’ and
‘be a socially responsible company in the country in which
they want to operate.’
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Asked what CEOs could be doing to achieve a balance, one
investment professional encouraged companies to support “In a globally-connected
local economies on the grounds that “local value leads to economy with the internet,
. global value, but not necessarily vice versa.” Another talked unless extremi 14eol(l))gy gatns
about our raised awareness of where what we buy comes Z :lvrl;e(:;;;;ebgls c;t;(;?baecio;ws
from: “Companies need to think about how they distribute globalisation Jwill be limited
their products. We’re all more aware of what we buy, wear, and there should be a point
etc. Our decisions impact other people and we need to where it settles.”
understand the supply chain.” To make globalisation more
palatable, our respondents suggested that companies should
‘educate themselves, their employees and policy makers’,
‘be transparent, honest and open’ and ‘make an effort to
build trust with and listen to stakeholders.’

o
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Tough questions about
pursuing growth in an
unpredictable political
environment:

1. Are you explaining clearly enough how the global economic environment may affect your
company in particular and the industry more generally?

2. Are you telling your growth story, and the reasons for your outlook, as effectively and
understandably as you could be?

3. Asthe impact of globalisation is increasingly debated, are you talking to your stakeholders
about the benefits and challenges globalisation brings to your business and local communities?
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Doing business in
uncertain times

“Geopolitical uncertainty still
remains the biggest risk that
companies face. Everyone is
affected by these risks.”

In addition to the uncertainty companies are facing about
the future of globalisation, there seems to be no shortage
of threats facing companies, whether political, social,
environmental or just simply from being in business today.
“I'would have answered that there are more threats each
year for the past 15 years, which of course isn’t right,” said
one of our interviewees.

There have always been multiple threats to growth, and
there always will be. But which threats are causing most
anxiety at the moment?

Geopolitical uncertainty is seen as the top threat to
company growth prospects, as it was last year, but concern
has grown. Protectionism, the future of the Eurozone and
social instability follow close behind, reflecting recent and

“Political trends have all

of a sudden become more
important. It’s a new trend, a
new experience, which has to
do with inequality.”

“There are more threats

and uncertainties due to the
political uncertainty around
the globe; for example, with
Brexit and lots of populist
movements in Europe. But

I don’t think the economic
situation is as bad as it was
during the financial crisis.”

Figure 6: Investment professionals see geopolitical uncertainty as the top threat to growth

Q: How concerned are you about potential economic, policy, social, environmental and business threats to company growth prospects?

% of respondents answering somewhat concerned or extremely concerned

85%
74%

Geopolitical
uncertainty

78%
59%

Protectionism

Future of the 7%
Eurozone 56%
Social 3%
instability 68%

73%
Cyber threats

61%

M Investment professionals B CEOs




forthcoming political events (such as the US election and UK
Brexit vote). These four issues are interlinked, and all can
affect growth through their effect on the global economy.

The potential effect of protectionist policies came up
regularly in our interviews with investment professionals,
some of whom doubt whether such policies can have as
positive an effect as some politicians and voters may think.
“Protectionism may save a few jobs but companies will
need to raise prices,” one told us. “Income goes up but the
cost of living goes up more.” However, some investment
professionals think the effect of protectionist policies may
be overplayed. As one said, “There are a lot of automation
projects happening that could have a bigger impact. These
issues are a tad exaggerated.”

Cyber security is a growing concern for investment
professionals, moving to joint fourth place from ninth last
year. This is possibly exacerbated by high profile government
and corporate hacking incidents. More than one investment
professional told us, “Cybersecurity is the main issue on
people’s minds, across industries.” Our survey results
highlight that investment professionals and CEOs in the
financial services and technology industries are particularly
concerned about cyber threats.

“There are not necessarily
more threats now, just
different threats. Companies
are always faced with
challenges. I am impressed
with the flexibility and
management skills of
companies to address
challenges. They will find
away to be nimble and
creative.”

Moreover, cyber security breaches and data privacy breaches
top the list of events or developments that could negatively
affect stakeholder trust levels in the industry both today and
over the next five years. We discuss the issue of trust later in
this report.

As one interviewee said, “Hacking will be seen differently.
Not as a threat, but as a normal part of doing business. You'll
know that there will be someone trying to get information
from you. This is not just security, you need to determine
what’s public and what’s private.” Investment professionals
expect companies to be on the front foot when addressing
cyber risks. One told us, “Companies have learned from
breaches, but there is a lot of work to do. They must be
proactive, not reactive. No business or government is
immune.” Another commented that “the cyber security
issue is massive,” and thought companies should face
financial consequences if they fail to address it. However,
he acknowledged that CEOs may be deterred from saying
too much about their cyber protection strategies because
“companies have everything to lose and not a lot to win by
discussing cyber publicly.” But it may become mandatory
for them to speak about it. The US Securities and Exchange
Commission (SEC) is thinking about whether public
companies should have a duty to disclose breaches.®


http://blogs.wsj.com/riskandcompliance/2017/01/26/the-morning-risk-report-global-corruption-alive-and-well/
http://blogs.wsj.com/riskandcompliance/2017/01/26/the-morning-risk-report-global-corruption-alive-and-well/

Different perceptions about threats

The primary threats to growth prospects identified by
investment professionals differ markedly from those
prioritised by CEOs. CEOs tend to focus more on specific,
business-related risks. Investment professionals are more
focused on the big picture threats, which is understandable
given the effect on global wealth that significant political and
economic events can have on their portfolios.

Our survey shows, for example, that CEOs are much

more concerned than investment professionals about the
availability of key skills, which ranks third for CEOs but
doesn’t even make investors’ top 10. See ‘Looking for more
data?’ section for more details.

It is also notable that CEOs are more concerned about the
speed of technological change than investment professionals
are, although this differs by industry. For example, CEOs
and investment professionals in the financials industry are
aligned in their level of concern, but CEOs in the telecom
industry show more concern than investment professionals
following it do. Some investment professionals we
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interviewed said they didn’t have an issue with the speed of
technological change affecting companies today, but rather
with the amount of data made available and the speed of its
dissemination, an issue we touch on elsewhere in this report.

The biggest divergence between the views of investment
professionals and CEOs arises with the perceived threat of
an increasing tax burden: investors and analysts are much
less concerned about this than CEOs are. Interestingly,
investment professionals are less concerned than they were
about this last year (2017: 43%, 2016: 57%). They may
assume that companies have strategies in place to react to
any proposed increase in the tax burden, while CEOs face the
reality of increased government and public focus on the cash
tax contributions they make.



Capitalising on opportunities

A surprising number of interviewees think too much is
being made of the threats facing business today. As one said,
“Businesses are quite adaptable.” Another said, “There is

a tendency now that risks are emphasised more than the
opportunities. In a world of uncertainty, it is crucial that
companies can come up with a unique idea to survive.”

Our interviews, both this year and last, also indicate a strong
belief that talented management teams can turn threats

into opportunities and make them work to their company’s
advantage. Therefore, the aim is to invest in companies

that contain those talented management teams — ones who
understand how to capitalise on opportunities, however
they arise.

Given the current business environment, it comes as

no surprise that, when asked to identify the one thing
companies need to strengthen in order to capitalise on new
opportunities, investment professionals and CEOs both
prioritise innovation. And some of our interviewees pointed
out that agility and the ability to evolve and innovate aren’t
just important for growth, but also for survival. For example,
one described the way FinTech is changing the consumer

finance business: “Financial institutions that cannot catch the
trend may disappear.” However, another thought the concept

of agility was overemphasised, saying: “Even today, getting
decisions right in terms of what the product offering is, how
to make it available to customers at the right price point, is

’”

still far more important than saying ‘we are agile’.
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“Those who innovate will be
winning all the way.”

“Business models will change
and some roles will be
automated, but the change
will take longer than people
might expect. For example,
self-driving cars might come
but they will come slowly and
gradually and, on top of that,
not everybody will want to
buy self-driving cars.”

“Companies that innovate
processes will do better;
companies that innovate
products always risk losing
their edge.”

Figure 7: Investment professionals prioritise innovation to capitalise on opportunities

Q: Given the current business environment, which one of the following do you think companies should strengthen in order to
capitalise on new opportunities?

3%

30% 23% 15% 15% 12% 10% 12% 15% m
Innovation Digital and technology Competitive Human capital Big data and
capabilities advantage analytics

M Investment professionals B CEOs



“Companies can succeed in a
changing world the same way
they always have — by being
strategic, agile, making sound
business decisions, listening
and responding to consumers
and the community.”

“Companies should focus on
the customer experience, not
just making money, then they
will prosper. Build relations
and trust with customers and
treat customers the way you'd
want to be treated.”

Digital and technology capabilities are also considered
important by investment professionals and CEOs, reflecting
the concerns held about the speed of technological change

— companies will need to be able to keep up with changes in
technology and identify how they can use these changes to
their advantage. As one interviewee said, “Technology speaks
to two things — it either enables growth or enables efficiency.
Understanding technology can be a competitive advantage.
It can save cost, and it can be a reason to invest today to save
tomorrow.” Another said, “Technology ultimately leads to
efficiencies, which is better for the consumer as it stimulates
competition and innovation.”

CEOs place a greater importance on customer experience
than investment professionals do, perhaps due to greater
worry about changing consumer behaviour and the threat
of new market entrants that could steal customers away. But
our interviewees highlighted time and again the importance
of customers to the success of a business. Many said they
worry that CEOs have lost touch with customers: “The most
successful companies are focused on providing value to their
customers,” said one. “Companies should deliver what the
customers want and make the customer experience as cost
effective as possible. Most companies don’t do this well,”
said another. We also know from last year’s survey that
investment professionals and CEOs both see customers as the
most important stakeholder group for shaping a company’s
strategy.
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And although CEOs are more likely than investment
professionals to emphasise the importance of human capital,
our interviews showed that investors and analysts are indeed
concerned about how technology will disrupt the workplace
and potentially displace jobs. As one interviewee told us,
“Automation is picking up steam. Automation will increase
earnings, but will create social pressures due to people losing
jobs, which may further decrease the middle class, increase
political tensions and instability.” One interviewee suggested
that companies should educate their workforce about the
forces that are triggering job losses — for example, that
technology is the cause, not immigrants ‘stealing’ their jobs.
We will explore this in the next section.



Tough questions about
doing business in uncertain
times:

1. Are you talking to your stakeholders about how you are addressing the opportunities and
threats coming from geopolitical changes?

2. Have you told your stakeholders how you manage cyber security, data protection and
privacy risks?

3. Are you explaining how you are working to ensure your business is agile enough to benefit from
—and not be hurt by — disruption?

4. Given the importance of your employees to the success of your business, are you explaining
the value they bring and how you monitor and maintain that value?
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Technology as a disruptor

and enabler

“From every angle, it comes
back to data and technology.”

“Growth will come from
disruptive technology

like electric vehicles,
renewables and low carbon
infrastructure.”

“What will be disrupted?
Everything.”

Investment professionals are in no doubt about the effect
technology has had on competition in the industries they
follow — there are very few who think it has had no effect
at all. But although it feels like the speed of technological
change is increasing all the time, investment professionals
have seen more change over the past 20 years than over the
past five, a sign that they see it slowing.

Investment professionals have seen more radical change
than CEOs have, particularly when looking at the results
by industry. More than two-thirds of the investment
professionals following the technology industry agree that
technology has completely reshaped competition in their
industry, and almost half of the investment professionals
focused on the telecom industry agree with this statement.
This is perhaps due to the increased popularity of and the
continuous technological improvements made to mobile
phones, which have an impact on both industries.

Looking forward, investment professionals and CEOs both
see the next five years having at least a significant impact

on competition, especially in the consumer services and
technology industries. Not all potential areas of change are
obvious (for example, identifying which manufacturing jobs
can be done by robots). Some require ‘vision’ to survive, as
one interviewee explained: “Companies need to be flexible to

change their vision more frequently or they need to dominate
the market. Most executives do not have the capability

to create such a vision. They need to be responsible and
proactive to be able to adapt to changes.”

But technology is not seen by all as a panacea: “Computers
do not get tired or make mistakes, but they cannot be as
creative as human beings,” one interviewee said.

Another interviewee wondered whether the vision that
CEOs and chief technology officers may have for their

own companies in terms of the transformative power of
technology was realised in practice because he’s observed
that people at the sharp end — line managers — often see
things differently. He said: “There is a gap between what
senior leaders want a business to look like, what they think
it looks like and what it actually is from an ‘on the ground
perspective’.”

Investment professionals expect numerous aspects of today’s
world to be fixed, disrupted or replaced by new technology.
“Technology is having a big impact everywhere; the issue

is knowing which ones will take off,” one interviewee said.
They frequently mentioned the effect of Artificial Intelligence
and automation, along with the introduction of autonomous
vehicles, new sources of renewable energy, advances in
genetic research and developments in FinTech.



Figure 8: Investment professionals expect technology to continue to impact competition

Q: To what extent has technology changed/will change competition in the industry over ...?

... the past 20 years ... the past 5 years
2% 2%
32% | 27% 46% | 33% 19% | 30% 8% 18%  20% 50% | 40% 28% | 32% lm
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reshape significant moderate impact reshape significant moderate impact
industry impact impact industry impact impact

M Investment professionals M CEOs

19% | 23%

Completely
reshape
industry
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Not just a numbers game

One way that technology revolutionises industries is by
changing the way people work — the jobs they do and the
number of people needed to do them. This may explain

why the vast majority of investment professionals think
companies’ headcount will decrease as a result of automation
and other technologies (and we see this across geographies
and industries). As one interviewee said, “We will see so
much more automation. Automation will eliminate a lot of
positions. Industry will grow, but jobs will decrease.” Another
commented, “Automation and digitisation are affecting white
collar jobs now. Companies that anticipate it and get in early
will do the best.” But there is another angle to this: “You don’t
get flexibility with a highly automated plant.”

“Technology is a major
catalyst for changing the
workplace. When taking

a one-year view, people
generally overestimate the
impact of the change, but
taking a 10-year view, they
definitely underestimate the
impact of the change.”

“It’s too soon to know if
automation will change
employment significantly.”

“Some companies are doing
well in focusing on the
collaboration between human
and machine, which I think is
the most powerful.”

Figure 9: Investment professionals think automation will
reduce headcount

Q: To what extent do you think headcount will decrease as a result of
automation and other technologies?

13%

25%

72%

55%

12%

19%

To a large extent To some extent Not at all
M Investment professionals

1 CEOs who expect to see a decline in their company’s headcount

“Automation is gaining
ground even in countries
where there is abundant
labour at a cheap price. Some
very clever people are putting
their time and energy into
doing something you never
could have thought that a
computer could do.”

“New technology reshuffles
employment, not lowers
employment. More people are
employed in companies today
than ever before.”

“Artificial Intelligence is
emerging as the next frontier.
Technology will mean that

we all do different things,

but it won’t be the big job
extinguisher that some people
fear it will be. New jobs will
emerge as sophisticated
technology becomes more
commonplace. Technology is a
great democratiser so it brings
with it new opportunities for
others.”

Mounting research and opinion validates investment
professionals’ expectations of falling headcounts due to
technology and automation. Research by McKinsey, for
example, has indicated that about 60% of all occupations
could see 30% or more of their activities automated — just
with technologies available today. It isn’t only manufacturing
and food service work that’s likely to be affected, but also

the financial sector, where McKinsey estimates the potential
already exists to automate activities taking up 43% of

its workers’ time.® Similarly, others have indicated that
thousands of jobs created in recent years to meet regulatory
compliance needs in the financial sector could be replaced by
automated systems.!°

However, they may be misreading the potential effect

of technological advances. As one interviewee said,
“Technology on its own doesn’t do anything. It is overseen
by humans. It is a tool, not a driver.” Some recent research
has suggested that while we may see increased automation
and falling headcounts in some areas, new jobs will also be
created — particularly in disciplines such as IT and human
resources and in frontline or customer-facing roles.!!

And so total headcounts may not in fact decline, although
employers will need to invest in developing their employees’
skills so that they can adapt to the changing nature of

many roles and make best use of the potential for enhanced
performance offered by automation, robotics and Artificial
Intelligence. “It will not necessarily be a matter of making
roles redundant, but rather shifting the headcount to more
value-adding areas,” one interviewee told us.


http://www.mckinsey.com/business-functions/digital-mckinsey/our-insights/where-machines-could-replace-humans-and-where-they-cant-yet
https://www.ft.com/content/3da058a0-e268-11e6-8405-9e5580d6e5fb
http://www.manpowergroup.co.uk/the-word-on-work/skills-revolution/

Companies’ actions are of course limited by employment
regulations and the power of labour unions, which may vary
across the world. But if headcounts are going to fall due to
automation, companies will need to manage the costs of
redundancies and governments will need policy measures to
address the social consequences. Warren Buffett’s 2015 letter
to shareholders also notes the challenges and the need for
“a variety of safety nets aimed at providing a decent life

for those who are willing to work but find their specific
talents judged of small value because of market forces.”!2
One interviewee said, “A new industry or market may need
to be created to absorb such people.”

Another interviewee thought the lower cost of operations
enabled by automation would reduce the need for
outsourcing offshore. But repatriation of jobs to the home
country won’t necessarily result in an increase in domestic
employment, despite the ambitions of protectionist policies.
Automation will do what manual labour once did. “Some of
the gains you had by outsourcing will be less prominent,” one
interviewee said. Job retraining and education would need
to be part of this process. “It may cost money, but you need
to think about the welfare of people,” said one interviewee.
Another suggested that the education system needs to
change to ensure that people have the skills necessary

to work in today’s technology-driven world: “Even car
mechanics need to know how to work with technology now.”

“Businesses will use
technology to continue to
adapt, improve and disrupt
their own business and
industry. There will be more
outsourcing, call centres and
Artificial Intelligence.”

“3D printing, if it continues
to develop rapidly, can have
a massive impact on the
manufacturing world.”

“Companies need to explain
their reasoning for cost
cutting to win over the local
community. They also need
to show respect for the people
they fire.”

But our interviews showed that, while automation does bring
benefits such as lower-cost production, there can also be
downsides and it can only go so far (“The cost savings have
to stop somewhere,” one said). Some investors and analysts
have concerns about automation reducing the quality of

the customer experience. Automated phone systems, for
example, can be time-consuming to use and make it seem
impossible to speak to a real person, with a potentially
damaging effect on relationships. One interviewee said that
the “change is so fast, everyone is overwhelmed. There are
more people who cannot adjust compared to those who can.”
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Optimising the skills mix Figure 10: Investment professionals expect companies to have a mix of skills
While unskilled and transactional work may be increasingly

automated and replaced by developments in Artificial
Intelligence, people will still be needed to provide insight, % of respondents answering somewhat important or very important
make creative leaps and add the essential human touch to
business activities. Finding and retaining the right talent mix
remains vitally important for companies if they are to thrive,
and investment professionals recognise this.

Q: In addition to technical business expertise, how important do you think the following skills are to companies?

It’s no surprise that, with their focus on innovation as

a crucial component of capitalising on opportunities,
investment professionals and CEOs agree that creativity

is an important skill. Last year, investment professionals
told us they wanted companies to do more to measure and
communicate what they’re doing around innovation.

This is still an important message for companies to consider,

84% T1% 76% | 96% 66% | 88%

whether explaining their strategies around their products 95% | 96% 95% | 92% 95% | 98% 92% | 95% 89% | 83% 86% | 79%
r their le.

or their people Adaptabilty  Creativity and Problem Leadership Risk Digital skils ~ STEMskils*  Collaboration ~ Emotional
A A A A innovation solving management intelligence

CEOs value collaboration and emotional intelligence

far more highly than investment professionals. But W Investment professionals M CEOs *Science, Technology, Engineering and Maths skills

some investment professionals do highlight the value

of collaboration and think relationships will always be Investment professionals are also noticing how technology

. . . . . . “« . . . . . . . .

important to doing business. As one interviewee said, .I tmay vary among is changing the working environment, either in their firms

“Technology can never replace a physical meeting. industries, but simple tasks or in the companies they invest in or follow, and they think

should shift to technology as
much as possible and human
beings should focus more on
creative thinking. This trend is

Personal meetings are important.” Collaborative skills are
also valuable when working in partnership with suppliers,
outsourcing service providers, governments and others.

companies need to change with it. “Successful companies
must have a meritocracy. It must be all about merit — not
gender or race — and we must take bias out of the equation,”

Investment professionals perhaps assume that collaboration ;. - 1. » said one interviewee. Another thinks that “workplaces will be
is a natural part of corporate life. With technology, more flexible, roles will be less traditional and new jobs will
“organisational structures will become flatter, smaller, be created. Structures are less hierarchical than before.”

more collaborative,” said one interviewee.



Tough questions about
managing technology as a
disruptor and enabler:

1. Are you explaining to your stakeholders how your business model might be affected as a result
of new technologies?

2. Given the changing types of skills needed for companies to remain competitive, are you
educating and training your employees to ensure they have the right skillset?

3. Do your employees feel they work in an environment that allows them to be creative and
innovative?

4. Are you investing sufficiently in technology for the long-term success of your business?
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Maintaining trustin a

digital world

“All companies (and
governments) need to

make more effort around
trust. Companies need to
understand what people are

concerned about, acknowledge

the fact and then tell their
story in a very readable,
understandable way. The key
is understanding why your
messages are complex, but
then trying to make them
simple.”

“The abundance of
information made

available through the

use of technology has
brought more transparency
but also confusion and
misrepresentation. The
added information is not all
necessarily useful. A lot of
confusion and ambiguity has
crept in because there is so
much information coming
from a myriad of sources.”

Concern about a lack of trust in business has increased this
year among investment professionals and CEOs, and over
two-thirds of both groups agree that it’s become harder

for companies to gain and keep trust. But it’s worth noting
that there are a number of investors and analysts who don’t
necessarily think there is a trust deficit that companies need
to address. One investment professional we interviewed
suggested that people could be creating a problem where one
doesn’t really exist.

9

“Trust is binary and it’s hard to measure a ‘trust deficit’,
another interviewee told us. “Does a trust deficit matter if a
company is successful? Companies can stay in business even
if they are doing horrible things, so if a company is making
money and its customers are happy, is there a trust deficit?”
But we think it’s worth examining the qualities or actions
that could either strengthen or damage public perception

of a company, particularly in the context of our increasingly
digitised world.

To maintain the trust of stakeholders, companies need to
consider that data about them, their industries, competitors
and the issues they all face is now being produced from so
many sources. As one investment professional highlighted,
companies used to be able to build a story over time, but
they no longer have that luxury. People need to be engaged

earlier. Companies need to make fuller disclosure and be
prepared for users of their information to cross-check what
they say, while also filling in any information gaps from
other data sources or even by drawing on their own personal
perceptions. “One of the things technology does is provide
information to people very quickly and very democratically,”
one of our interviewees said. “There is no longer any place
to hide. Businesses have to be mindful of how they deliver

a message because fact checking is easy and quick now and
you don’t need a journalism degree to do it.”

All this data is leading to information overload, which was

a consistent theme in our interviews. One of the biggest
changes investment professionals are facing is “dealing with
all the information coming at you, and too much information
sometimes disguises the important information.” One
interviewee talked about how having too much data can
lead people to think that they have to make a decision, even
when they don’t actually have full information on an issue:
“The old builders’ rule used to apply in investment-making
decisions — measure twice, cut once — but not anymore.
Rarely do investors and analysts get the chance to measure
twice.”



The relationship between technology and trust came

up frequently in our conversations with investment
professionals. Some think it’s an easy — and misguided —
option to blame developments in technology for an erosion of
trust. “Technology has not taken away trust in institutions, it
is people who apply it,” one interviewee said.

Societal and environmental issues also play a role in building
—or destroying — trust. Technology is enabling greater
awareness of both issues and how management teams are
dealing with them. But there is some cynicism among the
investment community about how companies are managing
environmental and social issues. As one interviewee said,
“Companies won’t see social issues as their responsibility to
address as long as they aren’t incentivised to do so.” Another
thinks companies are not good at balancing the tension
between cutting costs and making investments because “CEOs
and management are evaluated based on profitability — and
social responsibility and public relationships require costs.”

Some investment professionals are more comfortable with
the idea that there will always be a tension between short
and long-term returns, between narrowing and expansive
business activity. One told us, “The tension to cut costs,
innovate, deal with social issues, etc., is not a conflict, it’s life.
These are not opposing needs; it is a balancing act between
the short and long term.”

Figure 11: Investment professionals think strong corporate purpose is vital - as well as excellent management of

people’s data

Q: In the context of an increasingly digitised world, to what extent do you agree with the following statements?

It’s more important to have a strong
corporate purpose that’s reflected in a
company’s values, culture and behaviours
How companies manage people’s data

B, will differentiate them

'

It’s more important for companies to run
the business in a way that accounts for
wider stakeholder expectations
It’s harder for business to gain and
keep trust

Investment professionals: B Agree M Agree strongly CEOs: B Agree M Agree strongly
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“Investors are mainly
interested in financial
information about a
company. But they are
showing more interest

in governance now that
they can actually see some
relationship between short-
term performance and the
governance of a compary.
The time horizon for
corporate social responsibility
is much longer, so investors
may not be able to see a
clear correlation. But if a
company has no interest in,
for example, diversity, there
will be some negative financial
impact, so corporate social
responsibility is one of the
criteria for investment and
companies cannot ignore
this.”

“Companies that are good at
dealing with environmental,
social and governance
matters aren’t necessarily
good investments, but
companies that are bad at it
are often considered riskier
investments.”

“The number one priority
for business is to create
sustainable shareholder
value.”

The stakeholder expectation challenge

One of the biggest challenges for companies is to manage
stakeholder expectations. The majority of CEOs agree it

is important that companies are run in a way that does

so (consistent with last year’s CEO survey, in which 84%
of CEOs thought they were expected to address wider
stakeholder needs). One investment professional we
interviewed sees the challenge clearly: “Shareholders want
financial returns, employees in each country want jobs,
governments want jobs and GDP growth, and businesses
need cost-effective supply chains. There are a lot of
stakeholders that businesses have to keep happy — getting the
balance right is tricky.” Another also emphasised the need
for balance, saying: “As investors we look to try to ensure
that the balance [addressing stakeholder needs] is fair; we
want capital to be spent in areas where value doesn’t get
destroyed. It’s the job of management to allocate capital
sensibly.”

We also sensed evidence of an expectation gap, with some
investment professionals wanting companies to focus simply
on running the business, regardless of the fact that CEOs feel
pressured to follow a stakeholder-inclusive approach. One
investment professional we interviewed said, “Emphasising
the concept of multiple stakeholders won’t solve the issue.
Companies need to generate sustainable profits. They need
to create value with their core business, otherwise their
business will not be sustainable and investors will not be
interested in it. Corporate social responsibility is something
necessary as a means of creating profit in the long run.”

Investment professionals and CEOs — but particularly CEOs

— think it is now more important for a company to have

a strong corporate purpose that is reflected in its values,
culture and behaviours. The greater emphasis placed on this
by CEOs is striking — perhaps CEOs need to explain their
thinking more clearly so that investment professionals’ views
become more closely aligned.



One interviewee highlighted his concern that companies

are being told to find purpose in what they do even when it
is not linked to the business. “Companies should not have
these objectives,” he said. “It is often a PR effort to manage
public opinion. Some CEOs are convinced that they’re doing
something for mankind with the business they actually

do. They’re not doing other things to prove it. The idea of
companies doing their job but also doing something that’s
bettering the world for other reasons is too much.”

Another interviewee is concerned that company purpose is
becoming less important in an era in which index investing
is becoming more widespread. As he explained: “If people
genuinely care about purpose, they need to understand what
companies are doing, their culture. The only way to have
influence is to invest actively.”
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“Some people think business
should solve all problems.

But you don’t need to build a
school in a local community
unless it will provide, for
example, a future workforce
or education of people you can

“For-profit companies need

to have for-profit goals.

Those for-profit goals must be
broadened; companies must
think about their environment
broader than just their
business.”

sell products to. Companies
are not charities.”

Figure 12: Investment professionals think that the top three threats to trust are likely to be cyber security and data
privacy breaches and IT disruptions

Q: To what extent do you think the following areas will impact negatively on stakeholder trust levels in the next five years?
Q: To what extent are companies addressing the following areas today?

% of respondents answering either to some extent or to a large extent

Cyber security breaches affecting 92% 0%
business information or critical

systems 91%

90%

91% 90%

Breaches of data privacy and ethics
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87%
90%

88%

IT outages and disruptions I 029%
0

73%
87%

Risks from use of social media

63%
67%

72%
Artificial Intelligence and automation I °

61%
69%

Confusion around who owns
digital assets

54%
63%

Uncertainty about how tax laws
apply to digital assets

_ 38%
Gene technologies

33%

Investment professionals: M Will impact trust in the next five years
| Companies are addressing the area today

CEOs: M Will impact trust in the next five years
| Our company is addressing the area today



Technology strikes again

Investment professionals and CEOs both see cyber security
breaches, data privacy breaches and IT outages and
disruptions as having the most negative effect on levels of
stakeholder trust. One interviewee told us, “Cyber security is
a key risk and trust is intrinsically linked to cyber security.”

Risks arising from social media are ranked fourth by

both groups. As one investment professional said, “Social
media means messages are quickly spread around and
uncontrollable.” Another shares this concern, adding that
“social media can drag down a corporate brand very quickly.
CEOs also see this as a potential trust issue, perhaps because
they are more often held accountable for their social media
posts — encouraged to use the technology, but aware of the
speed of any potential backlash if their messages are received
badly. Investment professionals do use social media posts to
gain insights into the companies they follow, so companies
need to manage the associated reputational risk.

”

Everyone is learning about what technology can do and what
to be mindful of. “Given that IT is a really important issue
and will grow, the skills at the board level need to grow,” said
one interviewee. Another highlighted the need for investors
to be asking the right questions of companies: “I think the
real questions around IT are what process you have been
through, what technology review processes were used to

get here, how have you assessed the value of this project

and what was the experience of the people you have. I don’t

“Trust is an emotion, security
is a fact. Security (including
cyber) is a basic expectation.
People try to break into banks
the same way burglars break
into people’s houses. You don’t
expect that it won’t happen
sometimes. It doesn’t mean
you can’t trust a bank.”

“Social media is a strong force
— it can change underlying
customer behaviour. It can
make that behaviour, which
you thought was under your
control, outside your control.
The frenzy it can generate, the
passion it can generate, from
political issues to product
offerings, is a risk factor for
businesses. You just don’t
know when the tide may
change. It creates several
closed loops — one point of
view keeps getting amplified.”

“A good company will be
aware of the risks involved in
not addressing trust.”
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think people in leadership positions really know what the
‘cloud’ is.” Others talked about the need for governance of
technology. “How can you trust technology to do the right
thing?” asked one interviewee. “How do you know if you can
trust an algorithm? And will the algorithm be designed to
benefit the company or the customer?” Another said, “A lot of
emphasis is now placed on governance, but is there the same
for technology and data? I don’t think so.”

These concerns about governance in technology are
becoming so widespread that PwC recently published a
paper outlining seven principles for the governance of cyber
security to enable boards to ‘step-up’ their response to it

as an existential risk issue and explain their approach to
stakeholders.”®


http://www.pwc.co.uk/cyber-security/insights/governing-cyber-security-risk.html

Tough questions about
maintaining trust in a
digital world:

1. Are you communicating how you ensure that technology is used responsibly within your
organisation?

2. Given the level of concern about cyber security, do you talk to your stakeholders about how you
safeguard data and the protocols you have in place?

3. Given the vast amounts of data available now, are you engaging with your stakeholders about
how they think you could help them distinguish the ‘signal’ from the ‘noise’?

4. Do you explain how what you do for society and the environment benefits your business?
And do you ask your stakeholders what they think you should focus on?

5. Do you monitor social media outlets to see what people (including your customers and
employees) are saying about you?
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Looking for more data?

Figure A: Short term confidence is higher for investment professionals than for CEOs

Q: Do you believe global economic growth will improve, stay the same, or decline over the next 12 months?
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Figure B: Investment professionals are less optimistic about short-term revenue growth than CEOs

Q: How confident are you about the prospects for company revenue growth over the next 12 months?

% of respondents answering somewhat confident or very confident
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Figure C: Investment professionals are less optimistic about medium-term revenue growth than CEOs

Q: How confident are you about the prospects for company revenue growth over the next three years?

% of respondents answering somewhat confident or very confident
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Figure D: Geopolitical uncertainty remains the top threat according to investment professionals

Q: How concerned are you about potential economic, policy, social, environmental and business threats to company growth prospects?

CEOs Investment professionals
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Figure E: Investment professionals see New York and London as the most important Figure F: Investment professionals see benefits and downsides to globalisation
cities for growth

Q: In your view, to what extent has globalisation helped with the following areas?

Q: Which three cities do you consider most important for the overall growth prospects for the companies you invest in or
follow over the next 12 months?
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Figure G: Investment professionals prioritise innovation to capitalise on opportunities

Q: Given the current business environment, which one of the following do you think companies should strengthen in order to capitalise on new opportunities?
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Research methodology
and contacts

We obtained feedback from 554 investment professionals who  Investment professionals answered our questions in relation to
responded to an online survey running from 17 November the companies they invest in or follow, while CEOs responded
2016 to 16 December 2016. We also conducted in-depth in the context of their own organisations.

interviews with 38 individuals from a range of regions

between November 2016 and January 2017.

Figure H: Role Figure I: Specialism Figure J: Main industry covered

M Buy-side M Sell-side M Equity ™ Fixed income

Ratings agency Both M Other
M Private equity ™ Other 20, 20, .
31% 25% 10% 9% 6% 5% 5% 4% B 1%

Generalists ~ Financials  Industrials  Technology Healthcare =~ Consumer Oil & Gas Consumer Telecom Basic Utilities
goods services materials
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For our 20" CEO Survey, we conducted 1,379 interviews with CEOs in 79 countries. Our Notes:
sample is weighted by national GDP, to ensure CEOs’ views are fairly represented across all * Not all figures add up to 100% due to rounding of percentages and exclusion of ‘neither
major countries. The interviews were also spread across a range of industries. Further details, agree nor disagree’, ‘don’t know’ and ‘not applicable’ responses.

by region and industry, are available on request. e The base for figures is 554 investment professionals and 1,379 CEOs unless otherwise

stated.

* 57% of the CEOs we surveyed head private companies, while the investment professionals
mainly focus on publicly listed companies (though some invest in private equity). Private
companies may have private equity investors or listed debt investors, or they may plan to
list in the future. Therefore, the views of these CEOs are also of interest when comparing
the outlooks of business leaders with those of members of the investment community.

*  Where we have included a geographic breakdown, the analysis is based on the base
34% e location of the investment professionals and CEOs surveyed.

For further information on the survey content, please contact:

Hilary Eastman
16% | 36% Director, Investor Engagement
. +44 (0)20 7804 1818
2% | 12% hilary.s.eastman@pwc.com

/|

For media-related enquiries, please contact:

Mike Davies

Director, Global Communications
W % for investment professionals in each region M % for CEOs in each region +44 (0)20 7804 2378

mike.davies@pwc.com


www.ceosurvey.pwc
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