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At a glance…

The Eurozone is on the road to
recovery…

The Eurozone has lagged behind other
advanced economies during the
economic recovery, but in 2014 we
expect it to grow for the first time in 3
years.

Confidence is strong in a number of
areas - stock markets have posted
returns of more than 20% over the past
year while yields on corporate bonds
are also nearing record lows.

…but has the bloc failed to get
some good from the crisis?

The return of confidence and growth
to the area is welcome, but is it
allowing some countries off the hook?

The “ex-crisis” economies of Greece,
Portugal, Ireland and Spain are all in
the process of implementing painful
but necessary structural and fiscal
reforms, which is already yielding
benefits through significantly boosted
competitiveness. This is good news.

However, improving financial
conditions in recent months have
taken the pressure off other, larger
economies such as France and Italy,
allowing them to put off similarly
painful reforms. This is bad news for
the Eurozone as it could be sowing the
seeds of sclerotic growth over the next

economic cycle.

Inflation is running higher in
Japan than in the Eurozone

A more pressing concern for Mario
Draghi, ECB governor, is the low and
falling inflationary environment in the
Eurozone. Draghi is under pressure to
engage in QE-style policies similar to
those in the UK, US and Japan.

The mechanics of how ECB QE would
work are unclear – the ECB itself
estimates it might need to buy €1
trillion of assets to boost prices by 0.2-
0.8%. By comparison all three QE
programmes in the US added around
$3 trillion to the global economy.

Why you should follow the Indian
elections

In India, elections are under way to
decide the new government, with
results due in mid-May. The numbers
are staggering: India’s 1.2bn
population is almost 4 times that of the
USA and will soon be home to 20% of
the world’s working age population.

Similar to the Eurozone, the task of the
new government will be to face up to
unpopular structural reforms. But if
the new government makes progress,
then international businesses can look
forward to improving access to a faster
growing and more dynamic India.

Fig 1: Our Eurozone heatmap shows that conditions are improving quicker
in “ex-crisis” countries than in the “core” of the Eurozone

Source: PwC analysis
* “ex-crisis” refers to Portugal, Ireland, Greece and Spain which have experienced external
monitoring and
Ratings relate to progress made against these areas since 2012 on a flow basis
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Economic update: Inflation - how low do you want to
go?

Inflation in advanced economies has been falling consistently since

mid-2011, and in the US, UK and Eurozone is now running at less

than 2%. This is welcome news for consumers who have been

struggling with the cost of living over the last few years.

However, if inflation continues to fall it may cause some problems of

its own. Negative inflation (or deflation) has a pernicious affect on an

economy, as it increases the real costs of debt that consumers, firms

and governments pay and stifles consumption and economic activity.

This is the problem Japan has been addressing through “Abenomics”

(its own version of QE). In the short term it looks to have been

relatively successful – Japan now has a higher inflation rate than the

US and the Eurozone.

As the US and UK central banks are exiting QE, it seems the ECB is

being sucked in. Inflation is now below 1% in the region, as a strong

euro and sluggish growth have put downward pressure on prices.

Mario Draghi, the ECB governor recently said the region “requires

further monetary stimulus”. Proposals for how this might work are

unclear, but in the short term the Eurozone may start to look quite

familiar to some Japanese investors.

Fig 2: Inflation rates have been falling in advanced
economies since mid-2011

Source: Datastream

Why you should follow the Indian
elections

Elections in India began last month and the results are due to be
reported on 16th of May. The numbers are staggering: India’s
1.2bn population is almost 4 times the size of the US and it will
soon host 1 in 5 of the world’s working age population.

Ten years ago, the Indian economy was growing at 7.9% per
annum and inflation was stable at around 4%. Since the financial
crisis, growth has slowed and inflation has risen. In 2013 GDP
grew by 4.4% while inflation was higher at 9.5%. This has
presented the central bank with the difficult balance of tackling
inflation and costs of living whilst also remaining supportive of
economic growth.

The parties

The incumbent Congress, led by Rahul Gandhi, is seeking votes
based on a platform of inclusion and empowerment. In the past,
Mr Gandhi has sometimes failed to secure his business
credentials, and lacks the confidence of some in industry.

The main opposition party, the (BJP), is led by Narendra Modi.
the current Chief Minister of the state of Gujarat.

Modi boasts of a stronger growth record. State GDP in Gujarat
over the 5 years to 2012 grew at close to 9% per year compared to
7% in India overall.

The agenda

The two main parties are both campaigning on a pro-growth
platform: the Congress manifesto promises to restore real GDP
growth to 8% within the next three years and to reduce the fiscal
deficit to 3% of GDP, something it has not come close to achieving
since 2007 (see figure 3).

The opposition manifesto, on the other hand, blames the
slowdown in growth on the current government’s ‘policy
paralysis’. Without setting targets, it promises that a BJP
government will restore credibility and deliver balanced and
sustainable growth through reform.

Both parties agree on the importance of allowing foreign
investment to create jobs and assets in key sectors, an area in the
past where bottlenecks and governance restrictions have
previously been problematic.

Both parties also promise reforms to improve infrastructure and
create jobs. One eye-catching promise is the creation of 100 new
cities. Supply side reforms and simplification of administrative
processes should also boost growth, for example simplifying the
taxation process into a single Goods and Services Tax (GST).

Who will form the new government?

At the time of writing, opinion polls suggest that the opposition
party is in the ascendency, but an outright victory is far from
assured. This could bring the various regional parties into the
spotlight. Unlike some advanced economies, India has a long
history of coalition government and would hope for a new
government to be established quickly.

Whether a single party or coalition the important aspect for the
Indian economy is for the next government to have a clear
mandate to push forward with the agenda of structural reforms
which will support sustained investor confidence and investment.

Fig 3: Indian inflation has outstripped GDP growth over
the past 5 years

Source: IMF, PwC analysis
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Source: Eurostat, PwC analysis

Has the Eurozone let a good crisis go to
waste?
Fig 4: The outlook for economic growth in the Eurozone
has improved over the last 12 months

Source: IMF, PwC analysis
*REER refers to Real Effective Exchange Rate, a measure of
competitiveness. Pre-crisis measurement is from 2000-2009

Fig 6: The “crisis” states have made greater steps toward
competitiveness than the “core” countries

Fig 5: The Eurozone has undergone severe stresses since the
beginning of the financial crisis

A return to growth in the Eurozone

Europe is riding a surge of rising confidence. A number of

indicators are highlighting a turnaround in economic fortunes in

the area. We expect Eurozone GDP as a whole to grow by 1% in

2014, its first year of positive growth since 2011. Financial

indicators are also encouraging. Key equity markets have gained

more than 20% over the past 12 months and yields on Eurozone

government bonds have fallen to well below their long term

averages.

Against this backdrop of improving economic conditions, it is the

ex-crisis economies of Greece, Portugal, Spain and Ireland that

have showed the biggest gains (see figure 4). This is to be

expected: given the deeper contractions they have experienced,

all else equal, they should see a bigger “bounce-back” in short

term growth.

Confidence: Founded on fundamentals?

Whilst the return of confidence to the area is undoubtedly

welcome, we wonder whether investors are turning a blind eye to

a number of current and future risks that may hinder growth .

The area is still recovering from a painful recession.

Unemployment remains high across the Eurozone at almost 12%

on average, while youth unemployment rates are almost double

that. Some economies in the area have only recently regained

pre-crisis levels of GDP (see figure 5) while others lag far behind.

Debt burdens have also increased over the last 3 years. The most

striking cases are in the periphery, but in the “core” France’s

debt/GDP ratio increased from 86% in 2011 to 93% in 2013.

Only Germany has a lower debt/GDP ratio now than in 2011.

Is there a “soft core” to the Eurozone?

The conventional story of a two-speed Eurozone is this: the core

will accelerate away from ex-crisis economies who are struggling

with high unemployment and debt. However, looking beyond

these measures to the structural reforms that economies have put

in place suggest a different scenario.

Our heatmap (figure 1) shows that ex-crisis economies have

made far better progress than the rest of the Eurozone in reforms

to four key pillars of structural economic strength. These will

help dictate the potential for medium term economic growth.

This is down to financial market pressure and conditions of

bailout programmes. Without those pressures, inaction of reform

has been overlooked in the “core”. France and Italy, two of the

largest economies, are the least impressive in this regard. The

result is that ex-crisis economies are now significantly more

competitive (see figure 6). The failure of France and Italy to

implement structural reforms will not cause an imminent crisis,

but it may sow the seeds of sclerotic growth in the future.

Thus, while the Eurozone is on the road to recovery, it may be

the ex-crisis economies that will reap the rewards of structural

reforms over the longer term. There may be a two-speed

Eurozone, but not necessarily the one you think.

Source: Eurostat, PwC analysis
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Projections: May 2014

Sources: PwC analysis, National statistical authorities, Thomson Datastream and IMF. All inflation indicators relate to the Consumer Price Index (CPI), with the
exception of the Indian indicator which refers to the Wholesale Price Index (WPI). Argentinian inflation figures are based on the old price index which measure CPI in
Greater Buenos Aires. A new index the "National and urban Consumer Price Index" (NuCPI) has now been released by INDEC the Argentinian statistical agency. We will
monitor this new price index and will base our projection on this once we have several months of data available. Also note that the tables above form our main scenario
projections and are therefore subject to considerable uncertainties. We recommend that our clients look at a range of alternative scenarios

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, 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 contained in this publication or for any decision based on it.

© 2014 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.
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Interest rate outlook of major economies

Current rate (Last change) Expectation Next meeting

Federal Reserve 0-0.25% (December 2008) QE tapering to continue during 2014 June 17-18

European Central Bank 0.25% (November 2013) On hold May 8

Bank of England 0.5% (March 2009) On hold May 8

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.

PwC’s Global Consumer Index

Global consumer spending growth
picks up to 3.4% this month, dipping
slightly from March. Equity markets
and confidence have improved, but
global money supply has been
squeezed. Industrial production growth
has improved, recording positive
figures in most G7 economies. Global
commodity prices have also picked up,
another indicator of improving orders
and rising demand.

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

William Zimmern
T: +44 (0) 20 7212 2750
E: william.zimmern@uk.pwc.com

Barret Kupelian
T: + 44 (0) 20 7213 1579
E: barret.g.kupelian@uk.pwc.com

The GCI is a monthly updated index providing 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
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P P P * MER* 2013e 2014p 2015p 2016-2020p 2013e 2014p 2015p 2016-2020p

Global (market exchange rates) 100% 2.4 2.9 3.2 3.2 4.8 5.1 5.6 4.6

Global (PPP rates) 100% 2.9 3.4 3.7 3.6

United States 19.5% 22.5% 1.9 2.7 3.0 2.4 1.5 1 .7 2.2 1.9

China 14.7 % 11.4% 7 .6 7 .4 7 .3 7 .0 2.7 2.5 3.2 3.4

Japan 5.5% 8.3% 1.6 1.5 1 .1 1 .2 0.4 2.1 1 .8 1.5

United Kingdom 2.8% 3.4% 1.7 2.8 2.5 2.4 2.6 1.7 1 .9 2.0

Eurozone 13.5% 16.9% -0.5 1.0 1.3 1 .5 1 .4 0.9 1.2 1 .5

France 2.7 % 3.6% 0.1 0.9 1.2 1 .7 1 .0 1.1 1 .2 1 .5

Germany 3.8% 4.7 % 0.5 1.6 1.7 1 .3 1 .6 1 .2 1 .4 1 .7

Greece 0.3% 0.3% -3.9 0.4 2.1 3.0 -0.9 -0.4 0.1 1 .3

Ireland 0.2% 0.3% -0.3 1.7 2.5 2.5 0.5 0.5 1.3 1 .5

Italy 2.2% 2.8% -1.8 0.4 1.0 1.0 1.3 0.7 1 .0 1.4

Netherlands 0.8% 1.1% -0.8 0.8 1.1 2.0 2.6 0.8 1.2 1.4

Portugal 0.3% 0.3% -1.0 1.1 1 .4 1 .8 0.4 0.6 1.2 1 .5

Spain 1.7 % 1.8% -1.2 0.9 1.2 1 .5 1 .5 0.3 0.8 1.0

Poland 1.0% 0.7 % 1.5 2.7 3.2 3.5 1 .2 1 .4 2.5 2.5

Russia 3.0% 2.8% 1.3 1.1 1 .7 2.5 6.8 5.7 5.2 5.0

Turkey 1.3% 1.1% 4.0 2.4 4.0 4.5 7 .5 7 .8 6.5 4.8

Australia 1 .2% 2.1% 2.4 2.7 3.0 3.1 2.4 2.8 2.6 2.7

India 5.7 % 2.6% 4.6 5.4 6.4 6.5 6.3 5.2 6.0 6.0

Indonesia 1 .4% 1.2% 5.8 5.5 5.8 6.3 7 .0 6.2 5.3 5.1

South Korea 1.9% 1.6% 2.8 2.8 4.0 3.8 1.2 1.8 2.9 2.9

Argentina 0.9% 0.7 % 5.0 0.7 1 .8 3.3 10.6 11 .9 13.3 9.7

Brazil 2.8% 3.1% 2.3 1.8 2.5 4.0 6.2 6.1 5.6 4.8

Canada 1.8% 2.5% 1.6 2.2 2.5 2.2 0.9 1.7 1 .8 2.1

Mexico 2.2% 1.6% 1.5 3.1 3.7 3.6 3.8 4.1 3.8 3.6

South Africa 0.7 % 0.5% 1.9 2.4 2.8 3.8 5.8 6.3 5.7 4.8

Saudi Arabia 1 .1% 1.0% 3.8 4.1 4.2 4.3 3.5 3.0 3.5 4.0

Real GDP growth InflationS h a re o f 2 0 12 wo rld GDP


