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Africa is taking over the “7% growth club”
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At a glance

• A 15% depreciation of the Japanese Yen since November has
revived fears of “currency wars”, prompting the G20 to try to diffuse
the situation. Meanwhile, sterling has lost around 6% of its value
this year (see Figure 1) but this had more to do with a gradual
unwinding of the safe haven effect (symbolised by the loss of the
UK’s AAA credit rating) and slower domestic growth than new
policy initiatives.

• A weaker pound could mean higher import costs for UK businesses.
Fortunately, however, the domestic cost bases of most UK
companies are under control as earnings growth continues to be
subdued and substantial currency risk is hedged away. UK
businesses should, instead, focus on the export opportunities that a
cheaper pound offers.

• On a global level, business challenges remain. Our interview with

Key messages:

1. UK businesses should capitalise
on the export opportunities that
a weaker pound offers.

2. CEOs remain cautious about
global prospects, focusing on
efficiency improvements and
getting closer to their
customers.

3. Nine African economies are
joining the “7 % growth club”,
presenting business with
opportunities particularly in
the infrastructure sector.

Charts of the month
Figure 1 – The Japanese Yen has lost around 15% of its value
since November making its exports cheaper

• On a global level, business challenges remain. Our interview with
PwC International’s Chairman, Dennis Nally, shows that CEOs
around the world are less confident about revenue growth in the
next 12 months than they were a year ago.

• To deal with slower growth, CEOs are allocating additional
resources to making their operations more efficient, by actively
monitoring their liquidity, managing their supply chains better and
spending more time understanding and responding to their
customers’ needs.

• This month we have also looked at the African continent, which
shows that nine more economies are expected to join the “7%
growth club”. This presents businesses with immediate growth
opportunities, particularly in the infrastructure sector.

• But Africa is still a hard place to do business. Our heat map (see
Figure 2) indicates that to unlock Africa’s growth potential and
really start to compete with the BRICs, African authorities need to
make it easier for businesses to operate.
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Visit our blog for periodic updates at:
pwc.blogs.com/economics_in_business
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Africa is taking over the “7% growth club”

At a glance

A 15% depreciation of the Japanese Yen since November has
revived fears of “currency wars”, prompting the G20 to try to diffuse
the situation. Meanwhile, sterling has lost around 6% of its value
this year (see Figure 1) but this had more to do with a gradual
unwinding of the safe haven effect (symbolised by the loss of the
UK’s AAA credit rating) and slower domestic growth than new
policy initiatives.

A weaker pound could mean higher import costs for UK businesses.
Fortunately, however, the domestic cost bases of most UK
companies are under control as earnings growth continues to be
subdued and substantial currency risk is hedged away. UK-based
businesses should, instead, focus on the export opportunities that a
cheaper pound offers.

On a global level, business challenges remain. Our interview with

Areas of strength and weakness

Consumption Production Business friendly

Figure 2 – African countries have more favourable fundamentals
than some of the larger emerging economies

The Japanese Yen has lost around 15% of its value

On a global level, business challenges remain. Our interview with
PwC International’s Chairman, Dennis Nally, shows that CEOs
around the world are less confident about revenue growth in the
next 12 months than they were a year ago.

To deal with slower growth, CEOs are allocating additional
resources to making their operations more efficient, by actively
monitoring their liquidity, managing their supply chains better and
spending more time understanding and responding to their
customers’ needs.

This month we have also looked at the African continent, which
shows that nine more economies are expected to join the “7%
growth club”. This presents businesses with immediate growth
opportunities, particularly in the infrastructure sector.

But Africa is still a hard place to do business. Our heat map (see
Figure 2) indicates that to unlock Africa’s growth potential and
really start to compete with the BRICs, African authorities need to
make it easier for businesses to operate.
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Figure 3 – Our latest global survey suggests that UK CEOs are the least
worried about the impact of exchange rates on their business

How concerned are CEOs about the threat of exchange rate
volatility to their growth prospects?
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news was that there are fewer CEOs who felt
that there would be a further deterioration in
the global economy than a year ago.

How are CEOs and their businesses
adapting to the economic challenges they
are currently facing?

Given the current uncertain environment,
CEOs are focusing on how they can make their
operations more efficient, particularly by
looking at their supply chains and monitoring
the liquidity of their businesses. They are
dedicating more resources to understanding
the needs and wants of their customer base and
are adapting their products and services on
offer. They are also making more targeted
investments decisions to fuel their growth,
irrespective of where these opportunities might
be located. However, to do so, they need to tap

The great economic rebalancing from West to East is set to continue

Source: 16th Annual PwC CEO Survey

Dennis M. Nally is the Chairman of PwC
International Ltd which is the entity to
which the firms that collectively form the
PwC network belong.

He has extensive experience serving large
multinational clients in a variety of
industries principally focusing on the
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What was the mood like when you were in
Davos in January?

Going to Davos I expected the mood to be more
positive compared to a year ago. But the results
from our survey of 1,300 CEOs across the
world suggest the opposite. Confidence levels
amongst business leaders for example were
down compared last year. However, the good

be located. However, to do so, they need to tap
into the appropriate talent, at the right place
and the right time, which can sometimes be
difficult.

Are there any specific areas of the world you
see business opportunities arising?

As the great economic rebalancing from West
to East continues, companies are already
looking at opportunities beyond the traditional
BRIC economies in the next wave of emerging
countries. There are a whole host of countries
that have vast natural resource bases and solid
demographics, particularly with growing
middle classes, all of which gives them a huge
potential to grow.

industries principally focusing on the
technology market, including computers
and life sciences.

He is also a frequent speaker and guest
lecturer on issues affecting the accounting
profession and the global capital markets.

Should UK businesses worry about recent exchange
rate movements?

Since January, sterling has lost around 5-6% of its value against the
dollar and the euro (see Figure 1).

A weaker exchange rate feeds through to businesses via higher import
costs, particularly of raw materials. But one of the key findings of our
latest global CEO Survey (see Figure 3) was that UK CEOs are the least
worried about volatile exchange rates. This may be because most large
UK businesses importing raw materials tend to use fixed price contracts
or derivatives to hedge their currency risks.

What opportunities does a weaker pound provide to UK businesses? The
primary one relates to exports, as UK products become cheaper on the
international markets. For export-oriented businesses, this should mean
higher revenues. The evidence shows that, on balance, CEOs are more
focused on the upside of a cheaper pound than the potential risks it poses
to their business.

But market events could lead to further swings in the value of the sterling.
So what should businesses watch out for? Developments in the Eurozone
should be monitored by businesses in the UK. Any flaring up of the crisis
there or unexpectedly bad news (e.g. problems with the Cyprus bailout we
covered in February’s Global Economy Watch, or the fallout from recent
Italian election results) could lead to a swift inflow of capital into the UK

news was that there are fewer CEOs who felt
that there would be a further deterioration in
the global economy than a year ago.

How are CEOs and their businesses
adapting to the economic challenges they

Given the current uncertain environment,
CEOs are focusing on how they can make their
operations more efficient, particularly by
looking at their supply chains and monitoring
the liquidity of their businesses. They are
dedicating more resources to understanding
the needs and wants of their customer base and
are adapting their products and services on
offer. They are also making more targeted
investments decisions to fuel their growth,
irrespective of where these opportunities might
be located. However, to do so, they need to tap

For example, our analysis shows that
Nigeria could grow to be one of the top
20 economies in the world in the next 40 years.
Indonesia is another country where we see
good growth potential.

What is your view on the global
economic outlook?

We expect that we will be seeing annual global
growth of around 2-2.5% for the foreseeable
future. Our CEO Survey shows that most
business leaders think that the economy will
stay reasonably stable for this year. However in
the longer-term I think the outlook is very, very
positive. Our studies (like the World in 2050
report) show that when you look at the next
20-25 years, you will see the global economy
double in size. And when businesses think
about the longer-term, after they get past the

The great economic rebalancing from West to East is set to continue

Italian election results) could lead to a swift inflow of capital into the UK
as a safe haven, pushing up the value of the pound against the euro.

be located. However, to do so, they need to tap
into the appropriate talent, at the right place
and the right time, which can sometimes be

Are there any specific areas of the world you
see business opportunities arising?

As the great economic rebalancing from West
to East continues, companies are already
looking at opportunities beyond the traditional
BRIC economies in the next wave of emerging
countries. There are a whole host of countries
that have vast natural resource bases and solid
demographics, particularly with growing
middle classes, all of which gives them a huge

about the longer-term, after they get past the
next 3-5 years, I think they have a positive view
of the opportunities that are out there.

And finally, what is your favourite thing
about Davos?

Aside from presenting the results of our
CEO Survey I find Davos a great way
to start the new year and an excellent
opportunity to connect with the business
community to share thoughts and ideas about
what is coming ahead.

You can listen to a longer podcast of
the interview via our website on
pwc.co.uk/GEW
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Figure 4 – Sub-Saharan Africa is expected to be the second fastest
growing region in the world in the next 5 years.
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Figure 5 – The African economies have failed to diversify away from
resource-extracting activities into manufacturing and services

Figure 6 – The income gap between the Sub-Saharan Africa and the
emerging and developing economies of the world is projected to increase

2007-2012 2012-2017

Note: MENA refers to Middle East and North Africa
Source: IMF World Economic Outlook, PwC main scenario projections

Note: Industry excl manufacturing refers to mining and quarrying, electricity etc.
Source: African Development Bank Group (AFDB) African Statistical Yearbook 2012.
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Africa is taking over the “7% growth club”

Our latest CEO Survey results show that business leaders in Africa are
very optimistic about the future. In fact, more than 90% of CEOs there
are confident or very confident about their revenue growth prospects for
the next 12 months. This is the second highest figure recorded after Latin
America. So is this optimism really justified?

Sub-Saharan Africa showed resilient growth during the financial crisis.
Growth slowed down in 2009 but unlike almost all advanced economies,
African economies did not contract. This resilience is expected to
continue in the medium term, driven by rising commodity demand from
emerging markets, favourable demographics, improving productivity
levels and investment in infrastructure projects.

According to the International Monetary Fund (IMF), Sub-Saharan Africa
is expected to grow by 6% over the next 4 years (see Figure 4). In fact,
Mozambique, the Congo, Liberia and six other economies* are expected
to achieve growth rates of 7% or more this year. To put this into
perspective, China, India and Vietnam are the only other large emerging
markets in the “7% growth club”.

What does this mean for global businesses?

High African growth rates mean that UK based international businessesHigh African growth rates mean that UK based international businesses
(and indeed other multi-national corporations) will be presented with
immediate opportunities to grow. For example, across the whole
continent of Africa, the World Bank has identified a funding gap for
infrastructure projects worth around $ 48 billion. Long-term projects like
these could provide returns for cash rich UK entities (be it companies or
investment vehicles). Engineering and construction firms can also take
advantage of the opportunities on offer.

But, as with all business projects, CEOs and their teams need to factor in
and account for the practical costs and risks of doing business in Africa.
For example, the World Bank estimates it takes three times as long to
start up a business in Nigeria, than in an average OECD country. In some
cases an indirect presence in the country, via a partnership with a local
business, could prove to be a wiser strategy.

If Africa is serious about growing in the long-term, it will need
to reform and diversify

Is there a specific factor underpinning Africa’s high growth rates? The
main reason for Africa’s success over the last decade lies in the high
commodity prices. This, in turn, has attracted investments from
resource-hungry emerging economies such as China that are keen on
securing raw materials for their expanding manufacturing base.

Our analysis shows that FDI to the region was up by US$113 billion
during the 2008-12 period compared to US$495 billion in the 2003-2007
period, with a significant proportion of this capital flowing into the
natural resource and energy sectors. However, exporting natural
resources to fuel economic growth is not a sustainable long-term growthresources to fuel economic growth is not a sustainable long-term growth
strategy.

Has there been any success yet in moving away from resource extracting
industries to manufacturing and services? Figure 5 shows that the share
of value added to GDP by manufacturing has fallen over the 2003-10
period. There are some pockets of change, notably in Tanzania and
Uganda where manufacturing makes up a bigger proportion of the
economy. But any shift towards a more manufacturing-based economy is
happening at a slow pace across Africa as a whole.

It is critical for the African economies to create an environment where
there are fewer obstacles to business operations. Our heat map in Figure
2 shows that in most cases the larger African economies have a clear
demographic advantage relative to other emerging markets. For example,
in Nigeria, the growth of the number of people of working age will be
much faster than in any of the BRIC economies.

The key challenges that African economies need to overcome are
inefficient public sectors, unreformed institutions and high levels of red
tape, all of which dissuade businesses from reaping the vast untapped
potential these economies have to offer.

It will only be when these challenges have been met that African
economies will start closing the income gap (see Figure 6) between its
economies and other emerging markets such as the BRICs.

*Excluding South Sudan which is projected to grow by 69% in 2013. The economy shrunk by 55%
in 2012 owing to a temporary shutting down of oil production for most of the year.



Projections

P P P * MER* 2012p

Global (market exchange rates) 2.4

Global (PPP rates) 3.0

United States 19.1% 21.7 % 2.2

China 14.3% 10.5% 7 .8

Japan 5.6% 8.4% 1.9

United Kingdom 2.9% 3.5% 0.2

Eurozone 14.2% 18.8% -0.6

France 2.8% 4.0% 0.0

Germany 3.9% 5.1% 0.9

Greece 0.4% 0.4% -6.5

Ireland 0.2% 0.3% 0.5

Italy 2.3% 3.2% -2.2

Netherlands 0.9% 1.2% -0.9

Portugal 0.3% 0.3% -2.7

Spain 1 .8% 2.1% -1.5

Poland 1 .0% 0.7 % 2.4

Real GDP growthShare of world GDP

Richard Boxshall

T: +44 (0) 20 7213 2079
E: richard.boxshall@uk.pwc.com

2013 started off on a positive note. Overall global consumption growth remains in
positive territory but is below its long

PwC Global consumer index

Sources: PwC analysis, National statistical authorities, Thomson Datastream and
indicator which refers to the WPI. Note that the tables above form our main scenario
our clients look at a range of alternative scenarios, particularly for the Eurozone. *Note
rates. The arrows indicate how our growth projections have changed compared to our

Interest rate outlook of major economies

Current state (Last change)

Federal Reserve 0-0.25% (Dec 2008)

European Central Bank 0.75% (July 2012)

Bank of England 0.5% (March 2009)

Poland 1 .0% 0.7 % 2.4

Russia 3.0% 2.7 % 3.4

Turkey 1 .4% 1.1% 3.3

Australia 1 .2% 2.1% 3.3

India 5.7 % 2.4% 5.3

Indonesia 1 .4% 1.2% 6.0

South Korea 2.0% 1.6% 2.1

Argentina 0.9% 0.6% 1.9

Brazil 2.9% 3.6% 1.0

Canada 1 .8% 2.5% 2.0

Mexico 2.1% 1.7 % 3.5

South Africa 0.7 % 0.6% 2.4

Saudi Arabia 0.9% 0.8% 5.8
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positive territory but is below its long
decline in consumer confidence in some key markets.

The Global Consumer Index is a timely leading indicator of global consumer spending, it is based on a series of
economic and market indicators, including equity market performance, consumer and business confidence, credit
markets and commodity prices. For additional commentary on our methodology please visit:
pwc.co.uk/globalconsumerindex for more details.
Growth refers to the year-
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2014p 2015-9p 2012p 2013p 2014p 2015-9p

2.5  3.2 3.1 4.7 4.9 5.1 4.6

3.2  3.8 3.7

2.0  2.8 2.4 2.1 1 .9 2.2 1 .9

8.0  8.0 7 .0 2.7 3.4 3.2 3.4

1.0  1.1 1 .0 -0.0 0.3 1 .5 1 .0

1 .1 2.1 2.4 2.8 2.8 2.4 2.0

-0.4  1.0 1.5 2.4 1 .7 1 .7 1 .9

0.2  1.1 1 .6 2.2 1 .4 1 .6 2.0

0.4  1.6 1.5 2.1 1 .6 1 .9 2.0

-4.2 -1 .0 2.5 1 .0 -0.3 -0.5 1 .0

0.8  2.0 2.7 1 .9 0.7 1.1 1 .7

-1 .2  0.5 0.8 3.3 1 .9 1 .8 1 .7

-0.5  1.0 1.6 2.8 2.4 2.0 2.1

-1 .7  0.8 1.8 2.8 0.8 1 .6 1 .5

-1.1 0.4 2.0 2.4 2.6 1 .8 1 .9

1 .9 2.6 3.9 3.8 2.9 3.1 2.5

Real GDP growth Inflation

2013p

2013 started off on a positive note. Overall global consumption growth remains in
positive territory but is below its long-term average. This can partly be explained by the

PwC Global consumer index – February 2013

and IMF. All inflation indicators relate to the CPI, with the exception of the Indian
scenario projections and are therefore subject to considerable uncertainties. We recommend

*Note that PPP refers to Purchasing Power Parity and MER refers to market exchange
our view in the previous month.

Expectation Next meeting

On hold to 2015 March 19 and 20

Cut expected in 2013 March 4

On hold to end of 2013 March 6 and 7

1 .9 2.6 3.9 3.8 2.9 3.1 2.5

3.8 4.1 3.8 5.1 5.7 6.1 5.6

3.9 3.9 5.3 8.9 7 .1 5.5 4.8

2.5  3.0 3.0 2.4 2.9 2.8 2.7

6.0 6.9 7 .0 7 .5 6.6 7 .0 6.0

6.1  6.2 6.3 4.3 5.1 5.2 5.1

2.9 3.2 3.8 2.2 2.3 2.8 2.9

3.0 2.5 3.3 10.0 11.0 11.1 9.7

3.0  3.9 4.0 5.4 5.7 5.8 4.8

1 .9 2.4 2.2 1 .6 1 .8 2.0 2.1

3.6 4.0 3.6 4.1 3.6 3.5 3.6

2.9  4.0 3.8 5.6 5.3 5.2 4.8

4.0 3.9 4.3 5.2 4.7 4.2 4.0

1.5% 2.0% 2.5% 3.0% 3.5%

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional adv ice. You should not act upon the information contained
en as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law,

PricewaterhouseCoopers LLP, its members, employees and agents do not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information

© 2013 PricewaterhouseCoopers. All rights reserved. ‘PricewaterhouseCoopers’ refers to the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity.

positive territory but is below its long-term average. This can partly be explained by the
decline in consumer confidence in some key markets.

The Global Consumer Index is a timely leading indicator of global consumer spending, it is based on a series of
economic and market indicators, including equity market performance, consumer and business confidence, credit
markets and commodity prices. For additional commentary on our methodology please visit:
pwc.co.uk/globalconsumerindex for more details.

-on-year change. Momentum is calculated as the 3 month annualised growth rate.
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