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Where are the pockets of
opportunity?
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pwc.blogs.com/economics_in_business

Many emerging economies are losing
momentum, challenging the growth plans
of international businessesUsing our
‘Conditions for Growth’ framework
we’ve identified 4 economies which could
provide businesses with a buffer against a
slowdown:

These are economies which have:

• a good local blend of inputs like
people and capital;

• easy access to growing markets
which help fuel future business
growth; and

• a stable institutional
environment that helps
entrepreneurship and encourages
competition.

So what are the pockets of
opportunities in the global economy and
why do we think they have the edge in the
areas that mater?

We think Poland is increasingly
benefitting from easy and open access
to international markets like the
European Union (EU) and Russia. Exports
accounted for around 46% of Polish GDP in
2012, almost double the 27% share in 2001.

Australia has the most stable business
environment out of all the economies we
monitor. We believe this fact, coupled with
its geographic location near to a fast
growing part of the world and

continued demand for natural resources,
will mean that businesses consider it as a
relatively safe investment hub in the Asia-
Pac region.

South Korea’s high levels of research
and development expenditure (3.7%
of GDP) and a skilled workforce is
providing the resources necessary for
growth in the technology sector.

Canada is energy secure and uses one of
the highest shares of renewable
energy in electricity generation of any
economy we track. For businesses, this
means they are less sensitive to energy
price swings in the future.

Continuing our focus on growth areas, we
also discuss the economic prospects of the
Central and Eastern European economies
(CEE) with an interview with our senior
economist in Poland.

However, in some emerging
economies, the mood is turning sour.
Our expectations of 2013 GDP growth in
emerging economies are, on average,
around 0.7 percentage points lower than 6
months ago. This is driven by long-term
structural weaknesses and large current
account deficits, which have become an
increasing focus of market concern as the
prospect of future tapering by the Federal
Reserve draws capital back to advanced
economies.

Fig 1: Our refreshed pockets of opportunity: Canada, Poland, Australia and South Korea

Source: PwC analysis
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Economic update
Emerging economies: Changing gear?

In our May 2013 Global Economy
Watch, we laid out our expectations
of a three speed economy; our
updated view is that some
economies are changing lanes.

In the fast lane, China’s GDP growth
has accelerated from 7.5% in Q2 to
7.8% in Q3, supported by
government spending on
infrastructure and a loosening of
monetary conditions.

This strong headline growth has
underscored the government’s
strong commitment to meet its
growth targets, even as more
granular levels of activity like
industrial production (+10.2% yoy)
and retail sales (+13.3% yoy) were
relative underperformers .

We have slightly upgraded our GDP
projection for China to 7.6% in 2013,
with similar growth of around 7.5%
in 2014 in line with the target
growth rate.

Slowing growth is more evident in
other previous fast lane economies
such as India and Brazil, even if in
absolute terms they are still growing
faster than the US or the EU
economies.

By contrast, in the slow lane, the
growth path of advanced
economies has remained low but
stable at around 0.2% on average
this year. In some cases the greatest
risks to growth have stemmed from
policy uncertainty.

Finally, the US continues to be in the
middle lane of growth. However at
the same time our working
assumptions is that future debt
ceiling negotiations will not be long-
drawn. A key date for your diary
should be February 7 next year,
which is when the borrowing
mandate for the US Treasury is
projected to run out again .

Economic growth in Europe, can you CEE it?

As growth in some advanced
economies picks up, what are the
growth prospects for the CEE
economies?

The majority of CEE countries
are small, relatively open and heavily
dependent on exports for growth, notably
to other EU countries. This makes them
highly sensitive to developments in
advanced economies.

The CEE economies can be
grouped into three camps. The smaller
economies of the Baltic States were most
severely affected by the crisis (annual
GDP fell by 15% in 2009), but they are
also now bouncing back most strongly. I
expect them to grow by around 3.5-4%
per annum over the next 5 years.

Next are the larger economies, like
Bulgaria, Romania and Poland, which are
export focused with a reasonably friendly
business environment and good stock of
human capital. I expect them to grow
around 2-3% per annum over the next 5
years.

Finally, there are some
problematic stragglers like Hungary (high
public debt) and Slovenia (high private

debt), which will struggle to reach 1.5%
average growth over the next 5 years.

What sectors do you think will
drive future growth in the CEE
economies?

The CEE region has a clear
advantage in the mid-tech sector.
Countries like Poland and Slovakia are an
important part of the supply chain for
German manufacturing, but they are
increasingly engineering their own
brands and competing in the wider
European market.

The IT sector has had a dynamic
growth story, benefitting from a well-
qualified and relatively cheap specialist
local workforce. This is also one of the
key sources of competitive advantage for
the growing business processes
outsourcing industry.

The CEE economies will continue
to benefit from EU sponsored
infrastructure investment, although in
the future the focus will shift from
transport to energy infrastructure.

How are local and international
businesses reacting to the changes
the CEE economies are
experiencing?

One has to remember that CEE

economies have been in a continuous
state of change for more than 20 years.

International and local businesses
have become used to continual reform
over this period and executives say it has
helped them to become both more agile
and less fragile.

Most businesses are pro-reform as
they recognise that increasing
transparency and stronger public
institutions will be positive for the CEE
region over the medium to long term.
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The CEE
economies

Fig 2: The 2013 outlook for emerging economies is less positive than
six months ago, but global growth is more balanced

Source: PwC analysis
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*Note, these figures are calculated from the set of 25 countries that we
produce economic projections for, these can be found on page 4
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Last September, we identified
four pockets of opportunity in
a flat global economy that we
thought were poised to take
advantage of a nascent economic
recovery.

Our chosen economies, Poland,
Mexico, Australia and Indonesia
had all bounced back swiftly from
the 2008 crisis while maintaining
good fiscal and financial
sustainability. As Figure 5 shows,
these economies clearly
outperformed their regional peers.

In this issue we revisit the theme of
opportunity based on the
framework set out in our recent
Economic Scorecard*.

Using the 5 criteria of, “growth
sustainability” which measures
financial and political stability,”
“resources for growth” which
captures human skills and physical
capital, “business environment”
which captures the ease of doing
business, “access to markets” and
“cost competitiveness”, we ranked
each of the 25 economies we cover
(representing around 80% of global
GDP) to assess the winners and
losers.

Figure 6 shows that our chosen
economies of Poland, Australia,
South Korea and Canada are all the
most highly ranked in at least one of
these criteria, while the BRIC
economies fare less well.

Poland had the greatest access to
international markets in our
sample. It is strongly focused on
exports, which accounted for 46%
of GDP in 2012, the majority of
which went to Germany and other
Eurozone countries. Poor economic
conditions in the Eurozone have
constrained its short term growth,
but Figure 7 shows we project its
economy will grow almost 20% in
real terms over the next five years.

Australia ranks as the economy
with the best business environment
in our sample. It takes on average
only 2 days and 2 procedures to
start a business in Australia,
compared to a global average
period of 29 days and 7 procedures.

While it avoided the financial crisis
(growing by 1.4% in 2009) due to its
strong mining and natural
resources industries, continued
slow growth has led to slumping
commodity prices and growing
pressure on this key area of the
economy.

For perspective, our 2013 GDP
projection of 2.5% for Australia
(comfortably quicker than other
advanced economies) is the slowest
in more than 20 years, excluding
the recent financial crisis.

South Korea ranks as the
economy with the best resources for
growth in our sample. As the global
economy becomes increasingly
driven by technology, its high rate
of investment in R&D of around
3.7% of GDP in 2011 will provide its
skilled labour force with the
intellectual and physical capital
needed to boost productivity and
growth.

Technology will be key to
addressing one characteristic that
counts against South Korea, its
relatively poor demographic
outlook. In 2030 approximately
24% of its population will be 65 or
older.

Canada is the economy with the
greatest growth sustainability in our
sample.

While not an obvious choice for a
pocket of opportunity. Canada has
weathered the financial crisis with a
stable banking system and has a
well functioning political system
with strong institutions.

Furthermore, it is well endowed
with a range of natural resources, it
ranks in the top 5 energy producers
in the world with one of the lowest
costs of electricity. Renewable
energy play s a large role in the
domestic energy market, accounting
for more than 60% of electricity
production in 2011. Strength in this
area will be a significant advantage
as the direct financial costs and
indirect climate costs of energy
production dominates the global
growth outlook.

Fig 5: Our previous pockets of opportunity measured
up well against economies in their region

Source: PwC analysis
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The conditions for growth, who has them?

Fig 6: Our new pockets of opportunity are leaders in
key conditions for growth

Fig 7: Our pockets of opportunity will grow at more than twice
the rate of the Eurozone over the next 5 years

Source: PwC analysis
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Average actual
2012 GDP growth
of regional peers

Peers

Poland 2.0% -1.3%
Europe (UK &

EZ economies)

Australia 3.7% 2.0%
South Korea,

Japan

Indonesia 6.2% 4.9%
South Korea,
India, China

Mexico 3.6% 1.5%
Argentina,

Brazil

Average vs.
world

3.9% 3.1% n/a

Source: PwC analysis
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Share of world GDP Real GDP growth Inflation

PPP* MER* 2012 2013p 2014p 2015-9p 2012 2013p 2014p 2015-9p

Global (market exchange rates) 2.6 2.2 3.0 3.1 4.7 4.6 5.1 4.6

Global (PPP rates) 3.1 2.8 3.5 3.7

United States 19.1% 21.7% 2.8 1.6 2.7 2.4 2.1 1.4 1.8 1.9

China 14.3% 10.5% 7.7 7.6 7.5 7.0 2.7 2.8 3.0 3.4

Japan 5.6% 8.4% 2.0 1.8 1.7 1.2 -0.0 0.3 1.6 1.5

United Kingdom 2.9% 3.5% 0.1 1.4 2.4 2.4 2.8 2.7 2.4 2.0

Eurozone 14.2% 18.8% -0.7 -0.5 0.9 1.5 2.4 1.4 1.6 1.9

France 2.8% 4.0% 0.0 0.1 0.8 1.6 2.2 1.1 1.6 2.0

Germany 3.9% 5.1% 0.9 0.5 1.5 1.5 2.1 1.6 1.8 2.0

Greece 0.4% 0.4% -6.4 -3.8 0.2 2.5 1.0 -0.3 0.0 1.0

Ireland 0.2% 0.3% 0.1 0.2 2.4 2.7 1.9 0.8 1.3 1.7

Italy 2.3% 3.2% -2.4 -1.8 0.3 0.8 3.3 1.2 1.5 1.7

Netherlands 0.9% 1.2% -1.3 -1.3 0.4 1.6 2.8 2.9 2.2 2.1

Portugal 0.3% 0.3% -3.2 -1.7 1.0 1.8 2.8 0.8 1.2 1.5

Spain 1.8% 2.1% -1.4 -1.1 0.7 1.7 2.4 1.6 1.2 1.7

Poland 1.0% 0.7% 2.0 1.1 2.3 3.9 3.7 1.3 2.2 2.5

Russia 3.0% 2.7% 3.5 1.9 3.1 3.8 5.1 6.6 5.9 5.6

Turkey 1.4% 1.1% 2.2 3.6 3.8 5.3 8.9 7.4 6.4 4.8

Australia 1.2% 2.1% 3.7 2.5 2.7 3.1 2.4 2.1 2.5 2.7

India 5.7% 2.4% 5.1 4.5 5.5 7.0 7.5 6.5 7.5 6.0

Indonesia 1.4% 1.2% 6.2 5.6 5.8 6.3 4.3 7.3 6.5 5.1

South Korea 2.0% 1.6% 2.0 2.6 3.2 3.8 2.2 1.7 2.5 2.9

Argentina 0.9% 0.6% 2.0 2.9 2.5 3.3 10.0 10.6 11.3 9.7

Brazil 2.9% 3.6% 0.9 2.2 2.7 4.0 5.4 6.1 5.5 4.8

Canada 1.8% 2.5% 1.7 1.5 2.2 2.2 1.5 1.0 1.5 2.1

Mexico 2.1% 1.7% 3.6 1.9 2.9 3.6 4.1 3.8 3.8 3.6

South Africa 0.7% 0.6% 2.5 2.1 3.5 3.8 5.7 5.7 5.7 4.8

Saudi Arabia 0.9% 0.8% 6.8 4.4 4.2 4.3 2.9 4.0 4.6 4.0

Interest rate outlook of major economies

Current state (Last change) Expectation Next meeting

Federal Reserve 0-0.25% (December 2008) QE tapering expected during 2014 17/18 December

European Central Bank 0.5% (May 2013) On hold at least until 2014 7 November

Bank of England 0.5% (March 2009) On hold at least while unemployment is above 7% 7 November
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We help you understand how big economic, demographic, social, and environmental changes affect your organisation by setting out scenarios that identify growth
opportunities and risks on a global, regional, national and local level. We help make strategic and tactical operational, pricing and investment decisions to support
business value creation. We work together with you to achieve sustainable growth.

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in this publication without obtaining specific professional
advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PwC does 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 contained in this publication or for any decision based on it.

PwC helps organisations and individuals create the value they’re looking for. We’re a network of firms in 158 countries with more than 180,000 people who are committed to delivering quality in assurance, tax and advisory services. Tell us
what matters to you and find out more by visiting us at www.pwc.com.

© 2013 PricewaterhouseCoopers LLP. All rights reserved. In this document, "PwC" refers to the UK member firm, and may sometimes refer to the PwC network. Each member firm is a separate legal entity. Please see
www.pwc.com/structure for further details.

The GCI provides an early steer on consumer spending and growth prospects in the
world’s 20 largest economies. For more information, please visit
www.pwc.co.uk/globalconsumerindex

Projections: November 2013

Sources: PwC analysis, National statistical authorities, Thomson Datastream and IMF. All inflation indicators relate to the CPI, with the exception of the Indian
indicator which refers to the WPI. Note that the tables above form our main scenario projections and are therefore subject to considerable uncertainties. We
recommend our clients look at a range of alternative scenarios, particularly for the Eurozone. *PPP refers to Purchasing Power Parity and MER refers to market
exchange rates.
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3.3%PwC’s Global Consumer
Index – November 2013

Consumer spending this year continues to
grow on the back of renewed confidence
in the global economic recovery. The GCI
gained further momentum after last
month’s high, hitting 3.3%, marking a
fresh high since we started tracking the
Index.

This has been driven by strengthening
global equity markets, confidence and
industrial production, particularly in
advanced economies.


