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Preface

CEO Briefing is an annual Economist Intelligence Unit
research programme designed to identify the most
important management challenges facing the world’s
corporate leaders. Dimension Data and Oracle
Corporation sponsor the CEQ Briefing.

The Economist Intelligence Unit bears sole
responsibility for the content of this report. The
Economist Intelligence Unit's editorial team executed
the online survey, conducted the interviews and wrote
the report. The findings and views expressed do not
necessarily reflect the views of the sponsors.

The research draws on three main initiatives:

e The Economist Intelligence Unit conducted a wide-
ranging online survey of senior executives from
around the world in December 2004. In total, 500
senior executives, including 219 chief executives,
took part.

e Tosupplementthe survey results, we also
conducted more than 20 in-depth interviews with
CEOs, CFOs, chairmen and other senior executives
of major companies around the world. Their
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insights shed additional light on the major trends,
challenges and opportunities highlighted in this
year’s global survey.

e Thisyear’s CEO Briefing also includes a new strand of
research that provides valuable insights into the
future of offshoring. Our offshoring environment
rankings reveal the relative strengths and
attractiveness of 60 countries for offshoring projects.

Gareth Lofthouse is the author of the report. The
following researchers conducted interviews with
executives around the world: Jeanette Borzo, Mary
Catherine Boyd, Margaret Dooley, Terry Ernest-Jones,
Tom Fawthrop, Ben Gardner, Alison Rea and Simon
Tilford. Laza Kekic created the offshoring ranking
model, with additional contributions from Emily
Fleckner and Simon Tilford.

Our thanks are due to everyone who shared their
time and insights during our research.

January 2005
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Executive summary

he next twelve months promise to be an

interesting time for business. The world’s major

economies have been expanding; earnings and

share prices are up, and growth opportunities
are plentiful at home and abroad. Executives have
rediscovered their appetite for risk, with innovation
and the globalisation of business operations returning
as corporate priorities.

Yet executives enter 2005 aware that it will hold at
least as many challenges as opportunities. Companies
are accelerating their growth plans at a time when
world economic growth is slowing. Cost-efficiency
remains a top priority. Executives will also need to
steer their companies through a range of risks and
uncertainties in the global marketplace.

This year’s CEQ Briefing white paper draws on a
major survey of 500 senior executives, as well asin-
depth interviews with more than 20 global business
leaders, to provide aninsightinto the trends and
issues that will shape the corporate agenda over the
next three years. The paper comes to a number of
conclusions about the future:

e Companies strive for growth in an uncertain
environment. Executives are becoming more ambitious
in their plans for expansion, with 34% of executives
surveyed predicting robust growth for their revenue and
profitin 2005 (up from 26% last year). But achieving
that growth may not be easy. Economies are slowing: the
Economist Intelligence Unit forecasts that growth in the
world economy will decelerate from a heady 5% in 2004
t0 4.1%in 2005 and 4% in 2006. Executives are painfully
aware of a number of threats—notably the sliding dollar,
high levels of public- and private-sector debt, and the
risk of a hard landing in China—which have the potential
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to send the recoveryinto reverse. Developing a strategy
in this uncertain environment becomes even more of a
fineartthan usual.

e Competition for offshoring intensifies. Fully
57% of executives see outsourcing and offshoring as
critical forces that are reshaping the global
marketplace, up from 51% last year. According to a
new ranking model developed by the Economist
Intelligence Unit (see the special feature on page 14),
Indiais by far the most attractive offshoring location,
owing to its English-speaking, low-cost labour force,
and common law legal system. In second place, China
is to manufacturing what India has become to the
service economy. It lags behind, however, in its
relative lack of English language skills, and some
features of its business environment . As outsourcing
moves up the value chain, Eastern Europe looks well-
placed to attract more skills-intensive activity, with
the Czech Republic, Poland and Hungary performing
particularly strongly in the rankings.

e China as opportunity, risk and competitive
threat. With another year of strong growth forecast
for 2005, Chinais cited by 35% of executives as the
country offering the greatest opportunities for
business expansion. Those opportunities will only
increase as the economy opens up further: 43% of
executives believe WTO-related liberalisations, which
should further reduce China’s protective tariffs across
arange of industries, will be an important
development for business. However, executives know
that any turbulence in China’s economy could have
major repercussions for the global business
environment. In particular, concerns persist over



whether the Chinese authorities can successfully
engineer a gradual slowdown for an overheating
economy. In addition, some Western executives

believe itis only a matter of time before Chinese

”

companies come to compete “in their own backyards”.

e Technology: disrupting industries, organising
business. Ambitious technology projects took a back
seat after the dot-com crash. Now, and for the first
time since the launch of the CEO Briefing programme,
advances in technology are seen as the single most
important driver of change. Fostering innovation is
also a key strategic focus this year, and a stream of new
ideas look set to fuel growth in industries ranging from
biotechnology and energy to telecoms and information
technology (IT). But IT will also be integral to the more
mundane, but equally vital task of connecting and
managing complex, globalised operations. As a result,
mobile networks, business intelligence solutions, and
supply-chain integration systems are seen as
important technologies for the next three years.

e Managing scarcity. A total of 22% of executives
surveyed cite rising commodity prices as a critical
driver of change in the next three years. This is more
than concern regarding oil, since increased demand
for other raw materials, particularly in China, has also
created upward pressure on commodity prices.
Concerns over scarcity extend to people as well as to
commodities: attracting skills is getting harder for
many employers, with failure to attract talent cited as
a major business risk by 36% of executives.

e Governance goes global. Forty-five percent of
executives believe there will be a greater move
towards a command-and-control style of
management, whereas 18% predict a move in the
opposite direction. Companies will continue to march
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-
CEOQ Briefing at a glance

Main conclusions drawn from this year’s survey for CEQ Briefing.

Top country for business growth: Strategic priorities: Cost-efficiencies,
China customer satisfaction, process-

Country with greatest risk to optimisation, innovation

business: US Biggest threats: Increased
competition, inability to respond

Most critical force for change: . . ..
quickly to changing market conditions

Advances in technology
Key enterprise technologies:
Business intelligence software, mobile
systems, supply-chain integration

Most promising industries in next 3
years: Healthcare and biotechnology;
mining, oiland gas

towards their compliance deadlines, but thereis also a
greater emphasis on the broader aspects of
governance. In this context, imposing financial
discipline and standardised processes across
operations in far-flung countries is seen as an
important challenge. Anotheris to regulate supplier
relationships, particularly now that a wider range of
business functions and processes are being offshored.

o (Corporate agility as pre-requisite for survival.
Failure to keep pace with change is one of the top three
risks facing businesses, according to 40% of executives
in the survey. Itis no surprise, then, to find that many
executives in the survey emphasise the virtues of
corporate agility. In this context, the shift from fixed
cost-structures to the variable cost-structures
associated with outsourcingis only likely to gather pace.

For the second year running, ambition contends with
cautionin the CEO Briefing survey. Can companies
expand their product and service-lines, penetrate new
markets and stay mean and lean? If so, 2005 willbe a
good yearin which to prove it.
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Introduction

004 was the year business swung backinto

growth mode. As the world economy grew at its

fastest pace in recent memory, opportunities

for expansion opened up at home and abroad.
After several years of retrenchment, globalisation was
backin business.

Does this mean business leaders are predicting
another year of growth and opportunity in 2005? Yes
and no, according to this year’s CEQ Briefing, an
Economist Intelligence Unit survey and interview
programme targeted at senior executives. The main
findings from our survey denote an upbeat outlook
among business leaders: 34% of those surveyed
expect robust growth in their revenue and profit (up
from 26% last year), while 53% expect at least modest
growth. A total of 65% of executives in the survey
believe that prospects for business in the global
marketplace will be good over the next three years,
compared with just 8% who say the outlook is poor.

Nevertheless, throughout the survey, as wellas in
many of the executive interviews we conducted for this

How well do you expect your company to perform in the 2005 calendar year?
(% respondents)

We expect modest growth in revenues and profits

e 53

We expect robust growth in revenues and profits
34

We do not expect revenue growth but will deliver higher profits through continued cost cutting

I 8

We expect a modest decline in revenues and profits

I 4
We expect a substantial decline in revenues and profits
0

Source: Economist Intelligence Unit survey, 2005
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How do you view the prospects for your business in the global
marketplace over the coming three years?
(% respondents)

Very poor 1

r Poor 8

Indifferent 17

Very good 9

Good 65

Source: Economist Intelligence Unit survey, 2005

report, thereis a strong undercurrent of doubt and
caution. A major reason for this is the fragility of the
economic upswing. “How strong is the recovery? Willit
continue to splutter?” asks one executive interviewed
for this report. Adding to the uncertainty is a keen
awareness of multiple risks—a sliding dollar, high oil
prices and the impact of economicimbalances could
all make for a bumpy ride in 2005.

Predicting the future in these uncertain times is
even more difficult than usual, but thereis little doubt
that the next three years will test corporate leadership
in a multitude of ways. In particular, corporate rivalry
is only going to get tougherin the years ahead. Sixty-
three percent of executives cite increased competition
as a top-three risk to their businessin this year’s
survey, up from 51% last year and 43%in 2003.
Opportunities for growth abound in this fast-moving
environment—but only the quick and agile are likely to
thrive.



Who took the survey?

Five-hundred executives from 75 countries around the
world participated in this year’s CEO Briefing survey.
The US and the UK provided the largest number of
respondents, but once again the survey reached an
extremely diverse group of executives. Fully 44% of
the participants were at CEO level, doubling last year’s
record. The rest of the participants were other senior
executives, including 79 CFOs, 32 CI0s, and 39 other
board members.

A range of industries was represented, with financial
services, professional services, information technology
and manufacturing contributing the most respondents
to the survey. Participants also came from a range of
company sizes, with 27% reporting annual revenue of
more than US$1bn.

Which of the following best describes your title?
(% respondents)

Board member

I 3
CEO/President/Managing director

CFO/Treasurer/Comptroller
I 16
CI0/Technology director
I 6

Other C-level executive
I 5
SVP/VP/Director
I 9
Head of Business Unit
I 3

Head of Department
]

Manager

I 3

Other

1

Source: Economist Intelligence Unit survey, 2005
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How do you view the prospects for your business in the global
marketplace over the coming three years?
(% respondents)

Very poor 1

Poor 8

Very good 9
Indifferent 17
Good 65
Source: Economist Intelligence Unit survey, 2005
44
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The global marketplace

ast year saw the long-awaited economic
recovery finally blossom—and what a spring it
was for business. The world economy shook off
its post-millennial gloom, growing at a rate that
far outstripped all but the most optimistic predictions.
By the year-end, global GDP growth was estimated to
have reached 5%, the fastest rate of expansion in over

two decades.

Better still, the boom reverberated across the

world. China grew rapidly and the US economy

outpaced expectations, while Japan’s economy also

putin a robust performance. Many emerging-market

Which industries do you believe will enjoy the best growth prospects over the coming

three years?
(vear-on-year changein % of respondents picking each industry)
Mining, oil & gas +16%
Healthcare, pharmaceuticals & biotechnology +14%
Travel, tourism & transport +11%
Telecommunications, software & computers +10%
Leisure & entertainment +8%
Engineering & machinery +2%
Food, beverages & tobacco +1%
Agriculture +1%
Professional services +/-0%
Retailing +/-0%
Utilities -1%
Construction & real estate -2%
Chemicals & textiles -2%
Aerospace & defence -4%
Automotive -5%
Consumer goods -8%
Financial services -9%
Electronic & electrical -19%

Source: Economist Intelligence Unit survey, 2005
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economies also surged ahead, including those in
emerging Asia, Russia, Turkey and some Latin
American countries. Even the euro zone’s major
economies made something of a return to form after
several yearsin the doldrums.

Before anyone could celebrate a new era of
boundless growth, however, old problems began to
resurface. 2004 turned out to be a year of two halves:
economies soared in the first six months, but there
were signs of a slowdown in the second. Many
economists now believe that 2004 may have been the
highpoint for the economic recovery. With economic
policy tightening in a number of major markets, and
with significant debt levels constraining consumers,
companies and governments, the Economist
Intelligence Unit expects the global economy to slow
t0 4.1%in 2005 and 4% in 2006.

Despite the return to more subdued rates of growth,
most companies in the survey believe that 2005 offers
plenty of opportunities. Inevitably, however, some
industries will be better placed to exploit these
opportunities than others. Healthcare, pharmaceutical
and biotech companies hold the best prospects
according to 76% of executives, up from 62% last year—
partly because new science is beginning to deliver on its
promise. “In the next three to five years, life sciences
willundergo a lot of changes, with genomics research
increasing our understanding of diseases and changing
the way new drugs are developed,” says Ned Barnholt,
chairman, president and CEQ of Agilent Technologies, a
maker of test and measuring equipment for the life
sciences, communications and electronics industries.
Telecoms, software and computer companies benefit
from a renewed enthusiasm in business for technology



and communications. Travel and tourism is also
expected to return to growth (the impact of the tsunami
is south-east Asia is not expected to significantly alter
this general trend).

High oil prices are perceived as an important risk for
7% of executives in the survey, but, of course, will
prove to be good news for oil producers themselves. In
the short term, this makes oil, gas and mining
companies into an important growth sectorin the eyes
of the survey participants, despite longer-term
concerns over the industry’s success in replenishing
reserves. Otherindustries are seen to be facing tough
times: electronic and electrical, automotive and
consumer goods fallinto this category. Overall,
however, the majority of executives in the survey
believe their companies will deliver at least moderate
rates of revenue or profit-growth in 2005.

Dollars and deficits

Those growth predictions are accompanied by some

major qualifications, however. Executives’ concerns
over geopolitical and country risk have eased for the
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time being, butin their place thereis no shortage of
otherissues to keep them awake at night. Foremost
among these are the economic prospects for the US,
cited in the survey as the single country that entails
the greatest risk to business over the next three years.
“The USiis such a big engine to the world economy
that, if it has a hiccup, we all suffer,” says Rob Ritchie,
CEO of Canadian Pacific Railway, which earns some
30% of its revenues from carrying goods between the
US and Canada.

Although the US delivered its fastest rate of
economic growth since 1999 last year, growth is set to
soften in 2005. High levels of consumer debt are likely
to constrain consumer spending; long-term and short-
terminterest rates are expected to rise; and fiscal
policy will tighten. High oil prices are also expected to
continue to take a heavy toll on a country thatis
highly dependent on oilimports.

Butitis the dollar’s ongoing decline that s creating
the greatest concern for executives in the survey. The
sliding dollar is already hurting export firms outside
the US, particularly in the euro zone. The Economist

Which single country do you see as entailing the greatest risk to your business over the next three years?

(% respondents)

United States of America

Saudi Arabia
I 4
United Kingdom
I 3
Germany

I 2

India

I 2
Indonesia

I 2

Source: Economist Intelligence Unit survey, 2005
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“Anything that promotes
business and lowers trade
barriers will have a net positive
[effect] for business.”

Peter Lee, president & CEO of
DataSynapse, which makes grid
computing applications.
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Intelligence Unit’s central forecast is that this situation
will persist over the first half of 2005, with the dollar
continuing to slide gradually against the euro and the
yen, but that it will then stabilise in the second half.
However, a gloomier scenario cannot be ruled out. If
the mounting capital losses being inflicted on
European and Japanese investors in US assets
ultimately lead to a flight from the US currency, this
could resultin an outright collapse in the dollar. US
inflation and interest rates would surge, and there
would probably be a sharp slowdown or recession in US
domestic demand. Thereis no doubt that such a
scenario, although less probable than a gradual decline
in the dollar, would cast a pall over the business
outlook for many companies
represented in our survey.

European executives interviewed for
the report were united in depicting a
tough three years ahead for the euro
zone. Sluggish growth in Europeis a
major problem for companies like
Reuters, a financialinformation
provider, which gets over 55% of its revenue from the
region. “It’s been the slowest-growing part of our
business for the last three years...and we don't see a
catalyst for changing that. What it means is that we have
to look further afield for growth opportunities,
particularly to the emerging colossuses in Asia,” says
Danny Grigson, CFO of Reuters.

Evenin the first half of 2004, the euro zone ‘s
economic performance lagged behind both the US and
Japan, but growth appeared to be dropping back further
by the end of the year. In Germany and Italy, exports
have performed well, but domestic demand has been
held back by low consumer confidence. In contrast,
France and the smaller European economies have seen
improvements in both the trade and non-tradeables
sectors, but now there are signs that these more
dynamic economies are also slowing. As a consequence,

© The Economist Intelligence Unit 2005

we expect that growth in western Europe will slow from
an average of 1.9%in 2004 to 1.7%in 2005, with the
UK likely to be the fastest-growing of the big four
European countries over the next few years. By contrast,
the business outlook for central and eastern Europe
looks relatively rosy, with 34% of executives surveyed
citing it as the top region for growth opportunities.
Russia overtakes the UK as a major area for growth in
this year’s survey, but with this greater opportunity
comes increased exposure to risk: 8% of executives cite
Russia as the country creating the greatest risk to their
businesses over the next three years, compared with
just 3% last year.

Dragon fire

Once again, it is Asia Pacific that stands out as the
region that offers the greatest growth opportunities for
businesses, with Asia’s two emerging giants attracting
mostinterest of all. India’s allure continues to grow,
with 8% of executives citing it as the single country
offering the greatest growth opportunity, up from 6%
last year. Nevertheless it remains in the shadow of
China, cited by 35% of executives as the top market for
growth opportunities. This is not surprising, given the
pace of expansion in the Chinese economy: real GDP
grewin China at a blistering rate of over 9% for the
second year running in 2004.

Aforecast slowdown to growth of 8% next yearis
unlikely to tarnish China’s appeal going forward.
Indeed, the country’s importance to business will only
increase as its economy opens up further. Forty-three
percent of executives see WTO-related liberalisations
in China as the most significant scheduled event of
2005 in terms of its impact on business (more
important than general elections in Iraq, the UKand
Italy). China’s average tariffs have already fallen from
41%1n 1992 to 6% afteritjoined the WTO in December
2001, giving it the lowest tariff-protection of any
developing country, and further liberalisationsin a



range of industries (such as banking, securities;
telecommunications; and wholesale and retail) will
take place over the next three years.

China’s surging demand forimported raw materials
has also been driving strong growth around the world.
“We are just getting swamped by import-export
containers through the port of Vancouver. The demand
isall China or China induced. I think we have a busy
decade ahead of us,” says Mr Ritchie of Canadian
Pacific Railway.

As China’s importance as an engine of economic
growth increases, however, the country becomes a
source of greater risk as well as opportunity for
business. In particular, there are persistent concerns
over whether the Chinese authorities can gently
deflate an investment bubble that has grown in some
sectors, and deliver a “soft landing” for the economy.
This will entail further tightening of economic policy;
however there is a risk that policy action could go too
far and cause economic growth to stall. This would be
highly damaging, not just for businesses operating in
China, but for companies with operations in the rest of
Asia, as well as other regions around the world that
have come to rely on Chinese demand as a source of
revenue growth.

China’s business expansion increasingly inspires fear
as well as fascination, among western business leaders
in particular. A number of executives interviewed for the
report believe itis only a matter of time before Chinese
companies compete directly in Europe and North
America. Last year’s purchase of IBM’s PC business by
Lenovo created a truly international, Chinese-owned
corporation with the potential to take on multinationals
like Delland HP on the global stage. The deal, which had
to be approved by the Chinese authorities, demonstrates
China’s determination to be more than a manufacturing
hub for the rest of the world. Other Chinese companies
are likely to expand into international markets in the
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Which region or regions do you see as offering the greatest growth opportunities

for your business over the next three years?
(% respondents)

Asia-Pacific

. 7 2

Eastern Europe

I 34

North America
I, 27

Latin America

I 24

Western Europe

I 22

Middle East and North Africa

I 12

(IS (Commonwealth of Independent States)
I 11

Sub-Saharan Africa

Il 4

Source: Economist Intelligence Unit survey, 2005

coming years—a prospect that causes unease in some
quarters.

“One of the most dangerous developments...is the
trend for Chinese companies to buy up Western
branded companies, obviously to access their
knowledge, expertise and their brands,” says Martin
McCourt, CEO of Dyson, a UK-based manufacturer of
vacuum cleaners. “Already thisis a terrific
manufacturing nation, able to beat anybody on cost.
In the future, we may see them coming in and
competing with us in our own backyards.” That day
may be only 2-3 years away for sophisticated consumer
products, according to Mr McCourt.

Such a development will only increase the
challenges of operating in a business environment
thatis becoming ever more competitive and
unpredictable. “Things are changing so rapidly
everywhere, it’s hard for businesses to keep up. We are
all one economy, everything affects us all,” says
Vincent Lo, Chairman of Shui On Group, a construction
and property-development group with interests in
China and North America. With a shaky dollar, rising
interest rates, pressure on commodity prices, and new
sources of competition, managers will have to be more
fleet of foot than everin 2005.
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“The opportunity to leverage
technology investment to provide
better service at a lower cost point
is very big. The benefit comes both
from streamlining back office
operations and in servicing
customers more efficiently online.”

Barbara Stymiest, chief operating officer at
RBC Financial Group, Canada.
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Critical forces

ith so many uncertainties to ponder, which

of the current crop of business issues cause

greatest concern today? And what long-

term forces for change does the survey
reveal?

Some of the issues raised by executives are familiar
from last year’s CEQ Briefing, but priorities have
shifted. For the first time since CEO Briefing was
launched, advances in technology are seen as the
most critical issue shaping the global marketplace,
with hi-tech advances in a number of industries
promising to deliver new products for consumers and
rich rewards for business.

Outsourcing and offshoring continue to redraw the
business landscape, with 57% of respondents citing
these as a critical force, compared with 50% last year
(see also this year’s special feature ranking of
offshoring destinations on page 14). “This trend won't
abate—jobs will find a home where they can be done
best, at the least cost,” says Garry Betty, president and
CEO of Earthlink, an Internet Service Provider based in
the US. Thomas Cookis a case in point. Having already
outsourced HR, IT and finance functions mainly to
Accenture, the UK-based travel giant now plans to
move such operations mainly to
India. “Going offshore will reduce
our cost base by something like
another 25-35%,” says Ian Ailles,
managing director for special
businesses and overseer of
outsourcing initiatives.

Over half of executives also see
customers continuing to call the
shots with their demands for
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innovative, better quality and cheaper products and
services. This trend continues to inspire sweeping
organisational changes: a number of executives
interviewed for the report cite recent or ongoing
initiatives to make their companies more customer-
focused.

In addition to these enduring themes, the survey
reveals some new preoccupations. The globalisation of
supply chains comes to the fore at a time when
securing access to cheap and reliable sources of
materials and components is imperative. Governance
remains an issue, but the focus is moving from
meeting compliance deadlines to broader issues of
performance-management and optimisation. The
huge demographic changes wrought by population-
ageing also create long-term issues with present-day
ramifications for corporate leaders.

Technology, the great disruptor

Business enthusiasm for technology took a dip after
the disappointments of the dot-com era. Many an
ambitious technology project did not survive the
savage cost-cutting of recent years. Besides,
companies have lately been more concerned with
making their existing technology work to the benefit
of the business, a trend which remains a focus for
corporate IT. But now business enthusiasm for the
transformational power of technology has been
renewed; indeed, 58% of executives in this year’s
survey cite advances in technology as the most critical
driver of changein the global marketplace, up from
37% only two years ago. As Dyson’s Mr McCourt puts it:
“If you have the breakthrough technology, you can
buck the trend.”



What will be the critical forces changing the global marketplace
over the coming three years?
(% respondents)

Advances in technology

I 58

Increased outsourcing and offshoring

I, 57

Customer pressure for greater quality, cheaper products and improved service
52

Increased competition

I 48

The globalisation of supply chains

I 44

Heightened geopolitical instability

I 41

Opportunities from the opening up of new global markets

I 36

Global economic and financial instability

I 34

Shifting relationships between competitors, partners and customers

I 33

Rising interest rates

I 31

Demographic change (eg, population ageing, low birth rates)

I 30

Moderating economic growth

I 28

Market pressures to improve corporate governance

I 27

New free trade agreements

I 24

Pressure for improved performance from investors and shareholders

I 23

Rising commodity prices

I 22

The emergence of new business regulations

I 18

A political and regulatory backlash against globalisation

I 12

Other

I 6

Source: Economist Intelligence Unit survey, 2005

The list of potentially game-changing technologies
includes new gene-therapy drugs and DNA vaccines in
the healthcare and life sciences sector, and the
increasingly pivotal role biotechnology playsin
developing new drugsin general. In telecoms,
convergence will bring together voice, data, video and
other applications on unified Internet protocol (IP)
networks, reducing cost and improving productivity in
the process; while 3G, another long-heralded
technology, is at last expected to make a big splash
with consumers in 2005. The further penetration of
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What are the top three risks facing your company over
the next three years?
(% respondents)

Increased competitive pressures
I 62

Inability to respond quickly to changing market conditions
I 40

Difficulty attracting and retaining talent
I 36

Failure to innovate
I 33

Macroeconomic and financial risk

I 25

Geopolitical and security risk
I 17

Commoditisation

I 13

Inability to manage start-ups, alliances and acquisitions
I 12

Rising cost of employee benefits
I 11

Failure to meet regulatory and compliance obligations
I 10

Lack of management data and transparency

. 9
Rising wage pressures

Bankruptcy and credit risk

I 7

Rising oil prices

. 7

Inability to manage outsourcing deals

I 5

Other
I3

Source: Economist Intelligence Unit survey, 2005

cheap, high-speed broadband should also enable a
new generation of Internet, media and entertainment
applications. Energy companies continue to investin
alternative fuel sources (with the consumption of
liquefied natural gas set to grow 10% in 2005), and
there will be a renewed focus on technologies to
enhance oil discovery and extraction. Portable
computers, and technology to help distribute
knowledge and information through complex mobile
networks, are also transforming the workplace.
Technology is an opportunity, but also has the
power to disruptindustries and dislodge market-
leaders. Failure to innovate is one of the top risks
companies face, according to 32% of executives.
Technology companies themselves are particular

© The Economist Intelligence Unit 2005 11



Chinese demand for key
commodities will continue to grow.
If India can begin to perform over
the next few years like China, then
theimpact on oiland other
commodity prices could be very

significant.”

Haw Kuang Lim, VP of corporate

strategy at Shell.

12
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vulnerable. “I worry about technology innovation
risk—the idea that comes out of left field,” says Art
Coviello, CEQ of RSA Security, a computer-security firm
based in Massachusetts.

Securing scarce resources

Rising commodity prices are also placing an additional
strain on companies, with 22% of executives citing
this as a critical driver of change over the next three
years. Demand for oil and natural gas will grow by
nearly 3% in 2005, with China’s insatiable demand for
resources creating further pressure on prices. “China is
playing a major role in increasing raw materials prices
globally...We do not forecast oil prices to go back to
the $20 per barrel range,” says Paolo Scaroni, CEO of
Italian electricity company ENEL.

Other executives argue that high prices will extend
beyond oil and gas to other commodities. “A critical
force thatis going to change the global marketplace
has to do with scarcity in certain
raw materials. We know about oil
and gas, but beyond that I think
iron-ore and metals are becoming
increasingly scarce,” says Peter
Lorange, president of IMD Business
School. One company that has
already had to respond to this trend
is Arup, a global design and
engineering company. Terry Hill,
the company’s CEQ, says Arup has
had to become more intelligent about how to use
scarce materials, and has found a way to re-use old
building foundations in cities as the basis for new
construction work. “I supposeit’s bringing the example
of car manufacture to buildings, in that a large part of
materialin a new caris recycled,” he says.

These trends also have implications for sourcing
strategies. Along with outsourcing, this year’s survey
brings another example of the global expansion of
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business operations to the fore, with a total of 44% of
executives citing the globalisation of supply chains as
a key force for change. Supply chains are becoming
more global as companies seek cheaper, more reliable
sources of materials and components. Supply chain
integration and automation technologies will be an
important focus for 43% of companies in the next
three years.

Scarcity of resources extends to people as well as
materials—especially for industries that rely on
highly-trained workers for their success.
Pharmaceuticals and IT companies are two industries
where the competition to attract talented employees
isintensifying. “We depend on scientists and medical
people to guide us. We must make sure that we keep
them and encourage them to remain enthusiastic,”
says David McGirr, CFO of Cubist Pharmaceuticals, a US
maker of anti-infection drugs. In general, failure to
attract talentis cited as a key business risk by 36% of
executives. Thisis prompting companies to look
further afield for key skills, and will once again pit
business leaders against politicians on issues such as
offshoring and immigration.

Governance: moving up, and out

Regulatory issues remain a challenge, but some
companies can see light at the end of the tunnel. Sue
Powers, CI0 at Worldspan, a travel-reservation system
operatorin Atlanta, now describes Sarbanes-Oxley as
“one of the best things to happen to global
corporations”. She argues that regular auditing under
Sarbanes helps employees to focus on a whole range of
checks and balances that are necessary in a well-run
company.

Thereis also some anecdotal evidence that
companies are extracting wider benefits from
compliance. RSA Security found that Sarbanes-Oxley
was a catalyst for improving core business processes.
“We had an arcane pricing system,” explains Art



Coviello, the company’s CEQ. “When we went to
document it under Sarbanes-Oxley, we decided we
could make it better.” As a result of this rethink,
distributors and resellers now find it much easier to
work with the company. Governance watchers,
including Mr Lorange, believe more and more
companies will shift their focus from mechanical
compliance to achieving cost-benefits through
improved processes.
In addition to putting theirinternal processes in
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order, executives are also obliged to manage a
complex and increasingly fluid set of relationships
with suppliers and business partners. In this
environment, the systematic monitoring,
management and optimisation of performance

becomes more critical—and many times more difficult

to achieve. As a result, there is a growing need to
measure and manage the performance of partners and

suppliers, and for tools that can deliver greater

Business and demography: taking the long view

Global population-ageing is beginning to
have a significantimpact on business, with
30% of executives in this year’s survey citing
demographic change as one of the forces
shaping the marketplace. Many businesses
have already been hit hard by shortfallsin
the company pension, partly because of an
increase in life expectancy among employ-
ees. The shift from defined benefit pensions
to defined contribution schemes will con-
tinue, butincreased worker longevity will
still make payouts difficult to sustain: in the
US alone, pension funds will report a short-
fall of US$200bn in 2005.

Beyond ongoing worries over company
pensions, population-ageing is giving rise
to longer-term and more fundamental
challenges for business. Consumers—
particularly those in Europe—are likely to
become increasingly cautious as they seek
to save more in the face of rising pension
and healthcare costs. “It’s the relationship
between government, the citizen and the
employee...which is radically changing.
That means [consumers in Europe] are
postponing purchases that are not essential
to their families,” says Silvano Cassano, CEO
of a European fashion house, Benetton.

Skill shortages, already a concern for
many companies represented in the survey,
are likely to be exacerbated as the labour

poolshrinks. At a time when pension
schemes, traditionally an important part of
the benefits package for many employees,
are becoming less generous, companies will
need to develop new incentives to attract
the best talent. They will also need to create
pleasant and flexible working environments
to attract women and older workers—groups
that are currently under-represented,
particularly in senior positions—into the
workplace.

Population-ageing will bring its share of
opportunities as well as challenges, however.
Money is there to be made for companies
than develop ways to target the “grey
dollar”. In developed markets, healthcare
companies are already benefiting, as
increased longevity keeps old folk consuming
drugs and health services for longer.
Treatments for chronicillness are also seen
as animportant growth area, while markets
are opening up for new categories of leisure
and entertainment products, targeted at the
affluent old. “We have an ageing population,
which implies greater demand for drugs,”
says Stefano Pessina, CEO of a European
pharmaceuticals distributor, Alliance
Unichem. “Similarly, people are becoming
more educated and demanding better
treatment. These trends will underpin growth
in the pharmaceuticals market.”

transparency across the global value chain.

Financial services companies that can
fine-tune their offerings to help ageing
customers save more for their retirement
should also benefit. “A demographic shiftin
Canada—the aging phenomenon—means
people need lots of financial services,” says
Ms Stymiest, COO of RBC Financial Group.

% of population aged 65+

UN medium variant Il 2000
2050
30
25
20 -
15 —
10 — —
| i i 7
0
World Asia Europe North
Source: UN America
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Special feature: Future leaders in global offshoring

Introducing the Economist Intelligence Unit’s 2005 ranking of global offshoring environments

ffshoring is one of the most significant forces

shaping today’s business environment. But

which destinations are most attractive today,

and which have the potential to become
leading locations for offshoring in the future? The
Economist Intelligence Unit, in co-operation with
Dimension Data and Oracle Corporation, has
developed a new model that ranks 60 of the world’s
key economies on the basis of their attractiveness as
offshoring locations. It examines nine separate
measures of attractiveness, covering proximity,
political and security risk, macroeconomic stability,
regulatory environment, tax regime, labour
regulation, labour costs, labour skills, and
infrastructure (for a fuller description of the
methodology, see the appendix on page 34). While
some highly ranked countries are already renowned as
key offshoring destinations, the model points to
considerable potentialin some less obvious locations.

For the purposes of this report, offshoring is defined

as the relocation of service activities abroad. It can
entail moving service functions internally from a parent
company to its foreign affiliates, or by outsourcing to a
third party provider in another country.

Asia’s A-list

Asia dominates the offshoring environment ranking,
occupying 6 of the top 10 places in the study. India
takes the top position, owing mainly to the availability
of large numbers of English-speaking graduates, its
very low labour costs and a common law legal system.
Traditionally, India has attracted US and UK
investmentin call centres, software development and
other language-sensitive work. Now foreign
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Offshoring Environment Rankings

Score Rank
India 7.76 1
China 7.34 2
Czech Republic 7.26 3
Singapore 7.25 4
Poland 7.24 5
Canada 7.23 6
Hong Kong 7.19 7
Hungary 7.17 8
Philippines 7.17 9
Thailand 7.16 10
Malaysia 7.13 11
Slovakia 7.12 12
Bulgaria 7.09 13
Romania 7.08 14
Chile 7.08 15
USA 6.91 20
UK 6.60 29

Source: The Economist Intelligence Unit, 2005

companies are carrying out higher-value activities in
the country, such as electronic content provision and
research and accounting services. However, India is
primarily a centre for the offshoring of services; its
attractiveness as location for manufacturing is much
less pronounced, reflecting weak infrastructure and
high tariff and non-tariff barriers to trade.

Very low labour costs and large numbers of skilled
graduates also account for China’s second place in the
rankings. However, its scores lag behind India in other
areas owing to lower language scores, cultural
barriers, and a weak legal system. However, unlike
Indiaitis highly attractive as a manufacturing location



Offshoring projects by country
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UNCTAD offshoring projects include call centres, shared service facilities, IT services and regional headquarters.

Rank  Country No offshoring

projects
1 India 228
2 UK 187
3 China 132
4 us 123
5 Canada 98
6 Singapore 95
7 Germany 77
8 Ireland 77
9 Australia 72
10 Netherlands 52

Source: UNCTAD, Trade Investment Report, 2004

thanks to a combination of plentiful labour supply,
fastimproving infrastructure, relatively light
bureaucratic burden and close proximity to Taiwan,
Hong Kong, Japan and South Korea.

Itisinteresting to compare the rankings with
historical data on the global distribution of offshoring
projects. The most recent data from UNCTAD (the United
Nations Conference on Trade and Development) shows
that Indiais currently home to the largest number of
offshoring projects, followed by the UK and China. The
Economist Intelligence Unit would expect to see the UK
and US’s share of offshoring projects dropping in the
future, given their diminished attractiveness in the
ranking. By contrast, India and China have considerable
scope for further growth, given that India receives just
0.2 offshoring projects per million people and China just
0.1 per million people.

Asia’s other top performers are Singapore and Hong
Kong (ranked 4th and 7th respectively),
demonstrating that success in attracting offshoring
projects is not just a question of very low labour costs.

Rank  No of offshoring projects
relative to population

No of projects per
million population

1 Singapore 22.6
2 Ireland 19.7
3 Netherlands 11.6
4 Hong Kong 7.6
5 Denmark Bl
6 Sweden 4.8
7 Australia 3.7
8 Switzerland 3.6
9 UK 3.1
10 Canada 3.1
35 India 0.2
37 China 0.1

Both have long been popular locations for
international corporate headquarters. Indeed, relative
to its population size, Singaporeis currently the most
successful location for offshoring in the world,
boasting 22.6 projects per million people. Evenin
absolute terms, its total of 95 offshoring projects puts
itin 6th place globally. In particular, Singapore’s very
high quality telecommunications infrastructure makes
ita logical location for data centres that demand
world-class telecommunications, while its well-
educated workforce makes it suitable for high-tech
activities and the offshoring of financial services.

Offshoringin the near East

Eastern Europe also emerges as a region with strong
attractions for offshoring, with all eight of its countries
clustered towards the top of the ranking. The Czech
Republic leads the pack, taking third placein the
ranking behind India and China. The Czech Republic’s
potential stems from a combination of relatively low
labour costs, an attractive regulatory environment, and
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close proximity to western Europe, with which it also
shares close cultural and historical ties. The country’s
relatively well-educated workforce broadens its
attractiveness as an offshoring location beyond those of
regional competitors such as Poland and Slovakia.

Like the Czech Republic, all of the Eastern European
countries achieve relatively strong scores across a
wide range of indicators. Importantly, the region’s
economic, historical and geographic ties with Western
Europe make it attractive for smaller companies
looking for a culturally similar labour force. Western
European companies can also leverage Eastern
Europe’s linguistic skills. For example, 4m Romanians
speak French, and 2m speak German. Although
Eastern Europe currently accounts for a small number
of existing offshoring projects, with only Hungary
exceeding more than 2 projects per million people, the
ranking model points to very strong potential.

Canada makes the cut

Of the OECD members, Canada is easily the highest
ranked country, in 6th place. This is partly the result of
relatively low labour costs for a developed country, but
also reflects a very strong performance across all the
remainingindicators. Canada’s close proximity to the
US and its highly skilled workforce have also made it
an attractive destination for US companies. This is
illustrated by the historical data from UNCTAD,
showing that Canada is home to 98 service sector
offshoring projects, the 5th highest totalin the world.
The USis the second highest-scoring OECD member,
ranked 20th. US labour costs are high, but the
country’s workforce is huge, and its business
environment highly attractive.

The top ranked Western European countries are
Ireland and the UK, in 27th and 29th places
respectively. Labour costs are high in both countries,
but this is partially offset by attractive labour markets,
favourable business environments and English
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language skills. Although the UK is a major offshorer
of IT and manufacturing jobs itself, it attracts
corporate headquarters as well as investment in
sophisticated services such as advertising and
recruitment, software development and
pharmaceuticals.

When correlated to population size, data from
UNCTAD suggests that Ireland is currently the 2nd
most successful offshoring destination in the world
and the UK the 7th. As noted, however, strong
competition from the emerging markets is likely to see
the UK and Ireland’s share of offshoring projects
falling. Even so, they look set to perform far better
than the rest of Western Europe, where high labour
costs combined with dense labour regulation undercut
the attractiveness of major western European
countries such as France, Germany and Italy. Turkey,
where labour costs are very low, ranks just 31st, let
down by political and macroeconomicinstabilityand a
weak business environment.

Most Latin American countries are placed in or
around the middle-third of the ranking, suggesting
that they will struggle to improve upon their current
poor performance in attracting offshoring. Chile
outshines its neighbours, luring investment with
educated workers and strong IT skills. According to
UNCTAD’s data, Chile s currently the strongest
performing Latin American country, with 0.9 projects
per million people, and itis the only Latin American
country to make itinto the top 15 countries in the
rankings model. Mexico, ranked 18th, should profit
from its proximity to the US and from the growing
number of Spanish-speakers in the US.

Competition for offshoring

is set to intensify

The Economist Intelligence Unit’s offshoring rankings
model suggests that India, China and several Eastern
European countries will provide increasingly tough



competition to established destinations for
offshoring such as the UK, Ireland and the US.
However, in order to fully exploit their potential and
to prevent their attractiveness waning as their labour
costs rise, both India and China will have to address
weaknesses in their infrastructure and business
environments, and in China’s case improve the
availability of English language skills. The model
suggests that Eastern Europe will emerge as an
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offshoring hub. Currently, the numbers of offshoring
projects in these countries is low, but they offer a very
good mix of advantages, not least close proximity to
high-cost Western Europe. Finally, the high ranking of
Canada, Singapore and Hong Kong demonstrates that
itis possible for relatively high cost locations to
remain attractive for offshoring, assuming they have
the right skills and infrastructure and attractive
regulatory environments.

© The Economist Intelligence Unit 2005
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Corporate strategies

he next three years will see companies striving
to restore balance to their businesses.
Managers continue to preach the gospel of
cost-efficiency, almost half those surveyed
citing lowering costs and maximising competencies as
strategic priorities. But as the major economies have
strengthened, business horizons have expanded.
Thereis a renewed determination to pursue growth,

What are your company's top three strategic priorities over the next three years?
(% respondents)

Lowering costs and maximising competencies
47

Increasing customer satisfaction
I 4:6

Performance and process improvements/operational efficiency
36

Fostering innovation
I 24

Accelerating time to market
I 22

Globalising operations
I 21

Improving quality
20

Refining corporate organisation and culture
19

Upgrading internal controls and risk management
16

Striving for market dominance
I 15

Improving corporate image
10

Developing a successful e-business strategy
Improved quality of management and reporting data

Outsourcing non-core competencies

I 9

Other
I 4

Source: Economist Intelligence Unit survey, 2005
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with 87% of executives targeting higher revenue and
profit levels for 2005. Companies are again looking
overseas for new opportunities, with many citing
international expansion and globalisation of their
business operations as a strategic priority.

How do companies reconcile a continued focus on
cost savings with the need to create value in their
businesses? The answer may lie in the third-most
commonly cited strategic priority in this year’s survey:
36% of executives surveyed see performance and
process improvements as being a key source of value
in the years ahead. This is prompting executives to
pursue two distinct agendas—firstly, to make global
processes more transparent and standardised, and
secondly, to make them more responsive to changing
market needs.

More discipline...

With Enron, Parmalat and several other failures still
fresh in their minds, business leaders are much more
hawkish in this year’s survey on issues of performance
and control. A total of 45% of executives in this year’s
survey say there will be a move towards greater
command and control, compared with 18% who
believe there will be a move in the opposite direction.
“We've got the balance of power right now; in our
business, we have to be heavy on the control side
when it comes to operational standards,” remarks
Tony Tyler, chief operating officer at Cathay Pacific
Airways. Many other executives in the survey stress the
need for control as their operations become more
disparate and complex.

This does not necessarily augur a return to
centralised management—only 25% see this as a focus



for organisational change—but there is a greater
emphasis on discipline and more robust performance-
management across global operations. To achieve this,
companies willimpose standardised, proven processes
across the business. “We need to make sure that we're
driving procedures on a global basis...to instil financial
discipline and the trait of operational excellence,” says
James Schiro, CEO of Zurich Financial Services.
Sarbanes Oxley, Basel Il and other compliance
initiatives have already prompted companies to
improve their financial reporting systems and
processes. But performance will need to be measured in
other ways. In particular, companies are seeking
greater transparency and accountability in supplier
relationships, and non-financial metrics—for example,
customer-satisfaction and service quality—will become
increasingly important performance measures.

Versus greater flexibility

Disciplineis all very well, but companies also need to
be able to respond to change. Having faced a range of
unpredictable events such as “war (Iraq), disease
(Sars), and recession”, the challenge for companies
like Cathay Pacific Airways, according to Mr Tyler, is
implementing a clear strategy, while maintaining
flexibility. In this unpredictable environment, inability
to respond quickly to changing market conditions
emerges as the second most-cited business risk (up
from fourth last year). “All companies have to become
agile to address changing market needs because of
broader uncertainty and change in the marketplace,”
says Brian Keane, CEO and president of Keane Inc, a
US$1bn outsourcing firm based in Boston.

One way to achieve this agility will be by
implementing “sense and respond” strategies,
through which companies improve their ability to
detect and act on new trends in the marketplace.
Companies will need to systematically capture
customer requirements from front line staffin sales,
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marketing and customer services and use them to help
drive strategy. Coach Inc, a thriving US designer of
accessories and handbags, is a strong proponent of
this approach. Last year the company used the
findings from interviews with over 15,000 consumers
to guide its product development. “We are innovative
and consumer centric. Our overarching strategy is to
stay fresh and relevant to the consumer,” says Lew
Frankfort, the company’s CEQ.

Companies will also achieve greater flexibility by
focusing on alliance strategies and by moving away
from big, fixed-cost structures, according to Mr Keane:
“Tt means focusing on core strengths and
outsourcing—not so much as a way to cut costs, as it
was five years ago, but as a way to remain flexible.”
Sue Powers, CI0 at Worldspan, also sees outsourcing
as a great enabler of business flexibility, particularly
through on-demand services “which can help
companies to be more scaleable and agile in response
to market forces”.

IT as glue for the enterprise

Companies face a tough challenge when it comes to
co-ordinating an expanding web of business
operations against coherent goals. Collaboration,
whetheritis with customers, partners or between
different business silos, is an important concept for
many executives in the survey. For most, the focus for
organisational change needs to be on sharing
information more quickly and widely across the
enterprise—cited by 77% of executives surveyed this
year, compared with only 58% last year. Fortunately, a
crop of diverse information technology (IT) tools—in
particular, the Internet, mobile data systems, and
business intelligence solutions—are helping
companies to achieve this.

These collaborative technologies tend to fallinto
two buckets. The first is communication infrastructure:
The Internetis ubiquitous and critical for 45% of
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How important are the following technologies in achieving your company’s strategic goals over the next three years?

(% respondents)

The Internet
45 34

Mobile/wireless technology
20 32

Enterprise resource planning (ERP) applications
16 26 32

New customer relationship management (CRM) applications
18 37

Supply-chain integration and automation
14 29 25

Business intelligence/knowledg e management solutions
24 39

Risk management solutions
17 29 28

Corporate performance management technologies
11 30 32

Radio frequency identification (RFID)
3 9 20 i

Grid computing or utility computing
3 8 23 28

Security solutions
12 26 29

Source: Economist Intelligence Unit survey, 2005

companies represented in the survey, but mobile and
wireless technology has also become crucial for 20% of
executives, as flexible working trends such as remote
working become more commonplace. Other research
conducted by the Economist Intelligence Unit suggests
that Voice over IP, a technology which enables data and
voice to be transmitted over Internet-based networks,
willalso help companies rationalise their
communication infrastructures over the next three
years.

Another distinct trend, however, is the growing
importance of technologies that help make
information more relevant and useful to managers.
Business intelligence solutions have assumed greater
importance, with 24% of executives describingitas a
critical technology versus 18% who say the same of
CRM. Technologies that aid performance management
are alsoimportant or critical for 41% of executives. “I
see technology...as a glue for corporate governance,”
says Sergey Kravchenko, Boeing’s president for Russia
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and the Confederation of Independent States.
“Technology allows us to work towards compliance
more effectively.”

These trends will drive modest investmentsin IT,
but the emphasis remains on connecting and
improving existing systems. Medium and large
companies spent a lot of money on IT around the year
2000, notes Shanghai-based Trevor Williams, a
principal with Gramercy Venture Advisors, a boutique
investment bank and corporate advisory firm with
officesin London, San Francisco, Sydney, Melbourne,
and Singapore. Mr Williams says the overriding
attitude today is, “We've spent this money, now lets
getitworking properly.”

Marrying innovation with

customer satisfaction

Efficiency drives can only go so far and, for many
companies represented in the survey, fostering
innovation will be the key to growth in 2005. “Cutting
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How important are the following strategies in driving global growth in your company over the next three years?

(% respondents)

Building closer relations with existing customers
50

Developing new products and services
35 40

Entering new alliance relationships
19 37

Penetrating new customer markets
32 37

Focusing on/leveraging core products and services
19 51

Entering new geographical markets
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costisimportant, butif you do a really good job
managing innovation then you can increase your
revenue. Innovation gives you an order of magnitude
of revenue-increase over cost savings,” says Joel
Lemke, CEO of Enovia Corp, a division of the French
industrial conglomerate, Dassault Systémes. Customer
pressure for new and better productsis also an
important factor. Seventy-five percent of executives
see the development of new products and services as
their major growth strategy, second only to
strengthening customer relationships.

Innovationis back at the heart of the corporate
agenda, but companies now tend to eschew
theoretical research and development (R&D) in favour
of less ambitious projects focused on product-line
enhancement. Innovation is a resource-hungry
activity, and the vast majority of companies
interviewed for this report embark on R&D projects
with a clear-eyed focus on commercial viability.
Profitable innovation requires companies to become
adept at weeding out flawed ideas early, so that
resources can be invested in projects with the greatest
likelihood of success. This is where recent efforts to
make companies more customer-focused overlaps with

a new-style of market-led R&D. For hi-technology
companies like Samsung, “marketing is becoming a
pivotal function” in productinnovation, according to
Yun Jong-Yong, vice-chairman and CEO at Samsung.
Mr Yun contends that companies must be able to sense
market requirements and incorporate these needs into
the company’s product planning.

A customer-driven approach to R&D has obvious
advantages (not least that people are more likely to
buy yourinnovations when they finally come to
market), but once again requires a

more collaborative approach, this ~ “Innovation gives you an order of

time between marketingand sales ~ magnitude of revenue-increase
over cost savings.”

and corporate laboratories.

Unfortunately, even with the
most joined-up approach to R&D,
staying at the cutting edge of innovation is never
easy—particularly when your rivals are pursuing the
same goal with equal vigour. “There are short periods
when we've come up with a stunning, efficient, modern
design...and commoditisation poses little threat,”
observes Terry Hill of Arup, a global design and
engineering company. “The question is, how long can
we keep the lead?”
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Conclusion

ity the CEOs of today’s global businesses. While

keeping ahead in fast-moving markets has

never been easy, it becomes doubly challenging

in a climate of uncertainty. More executives see
opportunities for robust growth in this year’s CEO
Briefing than last year, but there is a strong sense that
the business environment could take a sudden turn for
the worse. The risk of a collapse of the dollar, rising
interest rates, and persistent turbulence caused by
economicimbalances in the world’s major economies
leave executives preparing for trouble, even as they
lay their strategies for growth.

Fortunately, most executives will not allow an
unpredictable business environment to paralyse the
strategic agenda. Instead, they are tightening
governance of their global empires, and improving
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processes across their expanded operations. Offshoring
and the globalisation of supply chains offer lower costs
and increased flexibility, but bring new layers of
complexity to the job of management. In response,
companies are once again turning to technology to
connect and streamline their operations, improve
knowledge-sharing, and increase management’s ability
to sense and respond to market-change.

The next few years will test executives’ leadership
skills to the utmost. Competition from traditional
sources, as well as the emergence of new
international challengers from China and India, will
only raise the bar higher. With a to-do list ranging
from cost-savings to value-creation, from strategy-
setting to flawless implementation, who would envy
the CEQ’s taskin 2005?



500 respondents from a total of 75 countries
participated in the survey, which was administered
onlinein December 2004. Our sincere thanks go to
everyone who took partin the survey.

In which region are you personally based?

Appendix 1: Survey results

Please note that not all answers add up to 100%,
because of rounding, because respondents were able
to give multiple answers to one question, or because a
selection of top answers is given.

What are your organisation's global annual revenues?

(% respondents) (US dollars)
$10bn or
more
Asia-Pacific 15
North 30
America
24 $5bn to
$10bn
o $500
m
lbnt
Middle-East tabnto or less
‘» and Africa 15
4
Europe
35 P Latin. é?ggm to
America 8
9
Which of the following best describes your title?
(% respondents)
Board member
I 3
CEO/President/Managing director
44

CFO/Treasurer/Comptroller
I 16

CI0/Technology director
I 6
Other C-level executive
I 5
SVP/VP/Director
I 0
Head of Business Unit
I 3

Head of Department
I 5
Manager

I 3

Other

1
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What are your main functional roles?
Please choose no more than 3 functions.
(% respondents)

Strategy and business development
I 53
General management
I 5 1
Finance

I 32

Marketing and sales

I 24

IT

I 14

Customer service
I 10

Information and research
I 9

Risk

I 9

Operations and production
I 3

R&D

I 6

Human resources

I 5

Legal

I 4

Supply-chain management
I 4

Procurement
M2

Other
2

Should your company need to raise capital in the coming three
years, which route are you most likely to use?
(% respondents)

Other 1 We will not raise
capitalin the next
three years 29

Sale of assets 3
IPO/share issue 6

We will dip into
reserves instead 7

Corporate
bond 9

Private equity
investment 20 Bank

financing 24
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What is your primary industry?
(% respondents)

Financial services
I 15

Professional services
I 14
Manufacturing
I, 12
IT and Technology
I 11
Healthcare, pharmaceuticals and biotechnology
I S

Consumer goods

I 6

Energy and natural resources
I 6

Telecoms

I 6

Automotive

A

Entertainment, media and publishing
I 3

Retailing

I 3

Transportation, travel and tourism

I 3

Chemicals

I 2

Construction and real estate

I 2

Logistics and distribution

I

Defence and aerospace

1

Education

1

Government/Public sector
I 1



How do you view the prospects for your business in the global
marketplace over the coming three years?

(% respondents)

Very poor 1

Poor 8

Very good 9

Indifferent 17

Good 65

Which region or regions do you see as offering the greatest
growth opportunities for your business over the next three years?
(% respondents)

Asia-Pacific
I 7 2
Eastern Europe
I 34

North America

I 27

Latin America

A

Western Europe

I 22

Middle East and North Africa

I 12

(IS (Commonwealth of Independent States)
I 11

Sub-Saharan Africa

M 4
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Which single country do you see as offering the greatest growth
opportunity for your business over the next three years?
(% respondents)

China
I, 35

United States of America
16

India
8

Russia
5

United Kingdom
I 4

Brazil
I 3

Australia
2

Canada
I 2

Japan
2

Other
I 23
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What will be the critical forces changing the global marketplace
over the coming three years?
(% respondents)

Advances in technology
I 58
Increased outsourcing and offshoring
I 57
Customer pressure for greater quality, cheaper products and improved service
I 52
Increased competition
I 48

The globalisation of supply chains
I 44
Heightened geopolitical instability
I 41
Opportunities from the opening up of new global markets
I 36

Global economic and financial instability
I 34

Shifting relationships between competitors, partners and customers
I 33

Rising interest rates

I 31

Demographic change (eg, population ageing, low birth rates)
I 30

Moderating economic growth

I 28

Market pressures to improve corporate governance
I 27

New free trade agreements

I 24

Pressure for improved performance from investors and shareholders
I 23

Rising commodity prices

I 22

The emergence of new business regulations

I 18

A political and regulatory backlash against globalisation
I 12

Other

I 6
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Which region or regions do you think entail the greatest risks
for your business over the next three years?
(% respondents)

Middle East and North Africa
1 31
Asia-Pacific
I 23
North America
I 23
Sub-Saharan Africa

I 14

Western Europe

I 13

(IS (Commonwealth of Independent States)
I 13

Latin America

I 13

Eastern Europe

I 11

Which single country do you see as entailing the greatest risk
to your business over the next three years?
(% respondents)

United States of America
I, 23
China

I 21

Iraq
I 3

Russia
I 3
Saudi Arabia
I 4
United Kingdom
I 3
Germany

I 2

India

N 2
Indonesia

I 2



Which of the following do you believe have the greatest influence on a country’s competitiveness?

(% respondents)

An open foreign trade regime
49 32

Currency stability
31 43

Overall tax burden
26 37 28

Labour costs
32 38 23

Availability of skilled labour
39 45

Political environment (political stability and effectiveness)
35 43

Macroeconomic stability
21 47 26

Extent of bureaucratic red tape
22 42 27

Quality of physical infrastructure (roads, railways, air transport and ports)

23 48 22

Quality of IT infrastructure
20 ) 26

The prevalence of corruption
27 36 26

Efficiency of the legal framework
24 43 25

Sophistication of financial markets
9 40 36

Quality of banking system
16 41 33

How well do you expect your company to perform in the 2005 calendar year?
(% respondents)

We expect modest growth in revenues and profits

We expect robust growth in revenues and profits
I 3.4

We do not expect revenue growth but will deliver higher profits through continued cost cutting
I 8

We expect a modest decline in revenues and profits

I 4

We expect a substantial decline in revenues and profits

o
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Which industries do you believe enjoy the best growth prospects
over the coming three years?
(% respondents)

Healthcare, pharmaceuticals and biotechnology
76

Telecoms, software and computers
I 49
Leisure and entertainment
I 2
Financial services
I 39
Professional services
I 39
Travel, tourism and transport
I 39
Mining, oiland gas
I 32
Consumer goods

I 22
Construction and real estate
I 20

Aerospace and defence
I 20

Electronic and electrical
I 13

Retailing

I 14

Engineering and machinery
I 13

Food, beverages and tobacco
I 13

Agriculture

I 13

Utilities

I 12

Chemicals and textiles

I 10

Automotive

I 7

Other

3

© The Economist Intelligence Unit 2005

Which of the following scheduled events in 2005 is likely
to have the biggest impact on your business?
(% respondents)

WTO-related liberalisations in China
I, 43

Launch of EU financial services action plan
I 14

WTO Ministerial Meeting/progress on Doha round
I 12

Referendums on the EU constitution
I 10

General election in Iraq

I 3

General election in UK

I 6

General election in Italy

i1

Other

I 6

To run a successful global company, what should senior
management's single greatest priority be over the next three years?
(% respondents)

Setting strategic direction
I 3 6
Managing people and culture
I 27
Understanding the customer

I 13

Encouraging innovation

I 5

Ensuring good internal controls and risk management
I 4

Ensuring good corporate governance

N 4

Building relations with stakeholders

I 3

Choosing alliance partners

I 3

Making investment decisions

N 3

Defining the organisation of the company

H1



What are your company's top three strategic priorities over
the next three years?
(% respondents)

Lowering costs and maximising competencies
47

Increasing customer satisfaction
I 46

Performance and process improvements/operational efficiency
I 36

Fostering innovation
I 24

Accelerating time to market
I, 22

Globalising operations
21

Improving quality
20

Refining corporate organisation and culture
19

Upgrading internal controls and risk management
16

Striving for market dominance
I 15

Improving corporate image
I 10
Developing a successful e-business strategy

Improved quality of management and reporting data
9

Outsourcing non-core competencies
I 9

Other

I 4
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What are the top three risks facing your company over
the next three years?
(% respondents)

Increased competitive pressures
62

Inability to respond quickly to changing market conditions
40

Difficulty attracting and retaining talent
I 36

Failure to innovate
KX

Macroeconomic and financial risk

I 25

Geopolitical and security risk
I 17

Commoditisation
I 13

Inability to manage start-ups, alliances and acquisitions
I 12

Rising cost of employee benefits
I 11

Failure to meet regulatory and compliance obligations
I 10

Lack of management data and transparency
I 9

Rising wage pressures

Bankruptcy and credit risk
I 7

Rising oil prices

. 7

Inability to manage outsourcing deals
I 5

Other
N3
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How important are the following strategies in driving global growth in your company over the next three years?

(% respondents)
| | | |
Critically =~ Important Moderately — Minor Not

s . . .. important important importance important
Building closer relations with existing customers

50 41 7 1

Developing new products and services
35 40 19 4

Entering new alliance relationships
19 37 28 12

Penetrating new customer markets
32 37 22 8

Focusing on/leveraging core products and services
19

u
N
n
(%)
(<))

Entering new geographical markets
17 27 29 20

Achieving growth through mergers and acquisitions
9 15 24 29

Spinning off and/or starting up new companies
5 12 20 32

Which functions, if any, does your company outsource now and which do you plan to outsource within the next three years?

(% respondents)
| |
Now Plan to No plan to
T outsource outsource outsource
31 19
Payroll
37 16
Other HR
12 17
Finance and Accounting
18 14
Customer Contacts
7 10
Manufacturing
20 13
Logistics
24 20
R&D
(6 8 |
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How important are the following technologies in achieving your company’s strategic goals over the next three years?

—

% respondents)

The Internet
45 34

Mobile/wireless technology
20 32

Enterprise resource planning (ERP) applications

| | | |
Critically ~ Important Moderately  Minor Not
important important importance important
14 5
28 15

Juny
(=)}
n
(=]
w
N
n
(=)

New customer relationship management (CRM) applications
18

w
~

Supply-chain integration and automation
14 29 25

Business intelligence/knowledg e management solutions
24 39

Risk management solutions
17 29 28

Corporate performance management technologies
11 30 32

Radio frequency identification (RFID)

n
(=)}
funy
o

20

24 11

21

4

w
el

20 27

Grid computing or utility computing
3 8 23 28

Security solutions
12 26 29

What is your company’s preferred method for developing
technology-based business solutions?
% respondents)

—~

Buy technology
and lightly
customise it 36

Outsource to
managed services
provider 9

Buy technology 3

and heavily

customise it 10
Build

technology
in-house 16
Select technology

partners to develop
solutions to meet
specific
requirements 29

22

In the current environment, company structures are pressured by two conflicting
trends: the technology-enabled push towards greater flexibility and networking,
and the need for greater control and tighter corporate governance.

How will your corporate organisation respond over the next three years?

(% respondents)

There will be a move
towards greater
command and control 45

There will be no change 37

There will be a move
away from command
and control 18
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Over the next three years, how do you expect your company’s organisational structure to change?
(% respondents)

Information will be shared more quickly and more widely inside the organisation
I, 77
Working practices will become more flexible
.y
Alliances will become more fundamental to the business
I, 40

The value chain will be more tightly integrated
I 35

Outsourcing will become more critical
I 32

Decision-making processes will become more centralised
I 26

Head offices will decline in importance

I 15

Other

1

In which areas of your business do you expect to see the greatest benefits from investment in technology over the
next three years?
(% respondents)

More successful customer relationship management
I 53
Improved sales and marketing
I, 52
Lower costs
A
Improved knowledge management
I, 457
Enhanced back-office systems and networks
I 38

Better quality of products and services
I 38

Better financial management

I, 33

Easier collaboration with partners and suppliers
I, 33

More efficient supply-chain management
I, 33

Increased innovation

I 30

Increased productivity from mobile and remote workers

I 21

We don't expect to see benefits within three years

1
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Appendix 2: Offshoring environment rankings methodology

The Economist Intelligence Unit’s Offshoring Environment
Rankings model measures the attractiveness of 60 countries
as locations for offshoring. It is designed to reflect the main
criteria used by companies when deciding where to locate
their offshoring activities. The model examines nine sepa-
rate measures of attractiveness, covering proximity, politi-
cal and security risk, macroeconomic stability, regulatory
environment, tax regime, labour regulation, labour costs,
labour skills, and infrastructure. Each of these categories
contains a varying number of indicators, of which there are
37intotal.

The methodology used to construct the Offshoring
Environment Rankings draws on that of our well-established
Business Environment Rankings, which measure the
attractiveness of countries for foreign direct investment.
Just over a third of indicators are quantitative, and are
drawn from national and international statistical sources
and the Economist Intelligence Unit’s forecasts. The other
indicators are qualitative in nature (for example, the
regulatory environment), and draw on a range of sources as
well as our deep pool of in-house country expertise and our
extensive global network.

Calculating the rankings

The nine main categories for scoring offshoring attractive-
ness have been weighted to reflect the importance that
companies place on labour costs and skills when deciding
where to offshore. These two categories account for 0.3 of
the index respectively, and the labour regulation category
accounts for 0.1. The relative weights have been derived on
the basis of interviews and survey data. The remaining six
categories all account for 0.05 of the index. The use of equal
weights for these categories reflects the theoretical uncer-
tainty of some of the determinants of outsourcing.

The measure of labour costs is average monthly wages in
US$, unadjusted for differences in productivity as companies
generally hope to achieve comparable productivity levels in
their offshoring activities. The measure of English language
skills reflects a combination of Toefl scores (Toeflis a test of
English as a foreign language) and qualitative assessment of
the availability of English, related to population size. For
example, average English ability is relatively low in India but
because of the size of the country’s population it still offers a
massive pool of English-speakers. The education indicators
are drawn from the World Economic Forum’s Global
Competitiveness Report 2003-04, and the Economist
Intelligence Unit’s e-readiness model. The proximity
variable refers to the distance between a country’s capital
and the nearest major source area of investment, whether
thatis the US, EU or Japan.

Weightings for the offshoring rankings

Labour costs 0.3
Labour skills 0.3
Labour regulation 0.1
Proximity 0.05
Political and security risk 0.05
Macroeconomic stability 0.05
Regulatory environment 0.05
Tax regime 0.05
Infrastructure 0.05

When offshoring, companies are not primarily concerned
with serving the markets of the country in which they have
outsourced activities, but rather their existing markets. As a
result, we have attached relatively little weight to the
macroeconomic stability category.

The rankings are calculated in several stages. With the
exception of the proximity variable (which is scored on a
scale from 1 to 10, with 10 being closest to the region’s
major source area of investment) and the labour costs
variable, each of the indicators is scored on a scale from 1
(negative for offshoring) to 5 (positive for offshoring). The
aggregate category scores are derived on the basis of simple
or weighted averages of the indicators’ scores within each
category. These are then adjusted, on the basis of a linear
transformation, to produce indexes valued on a 1-10 scale.
An average of the nine categories is then calculated
according to the weights attached to each category to yield
the aggregate outsourcing score for each country, againon a
1-10 scale.

Sources for the ranking

The main sources used include Economist Intelligence Unit,
Country Risk Service; Economist Intelligence Unit, Country
Forecast; Economist Intelligence Unit, e-readiness ranking;
IMF, Annual Report on Foreign Exchange Restrictions; Inter-
national Labour Organisation, International Labour Statis-
tics Yearbook; UN, Monthly Bulletin of Statistics; UN, World
Development Report and World Development Indicators;
World Economic Forum, Global Competitiveness Report,
2003-04; Educational Testing Service, Test of English as a
Foreign Language.
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The Economist Intelligence Unit’s Offshoring Rankings

Proximity Political Macro- Regulatory Tax Labour labour
environment economic  environment regime costs skills &
& security stability availability

Labour
regulation

Infra-
structure

Total
score

Rank
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Proximity Political

environment

& security

Greece 8.04 8.00
Venezuela 6.66 5.60
Netherlands 10.00 9.20
Finland 8.52 10.00
Ecuador 5.63 5.20
Iran 6.10 5.20
Austria 9.31 9.20
Germany 9.90 8.80
Peru 4.29 5.60
Ttaly 8.89 7.60
Algeria 8.49 4.80
S. Arabia 5.51 5.20
Sweden 8.96 10.00
Switzerland 9.55 10.00
Azerbaijan 6.57 6.00
France 9.70 8.00
Kazakhstan 4.92 6.00
Belgium 9.95 8.40
Japan 10.00 9.20
Denmark 9.38 9.20
Norway 9.15 9.60

Indicators in the offshoring rankings model

Proximity

1*  Distance between a country's
capital and the nearest major
source area of investment

Political and security risk

Social unrest

Change of government
Terror threat

Crime

Risk of international tensions
or conflicts

U W

Macroeconomic stability

1*  Consumer priceinflation
2*  Exchange rate policy
3* Budget balance (% of GDP)
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Macro- Regulatory Tax Labour labour Labour Infra- Total Rank
economic  environment regime costs skills & regulation structure score
stability availability
6.40 7.25 7.00 7.47 4.26 7.33 6.40 6.40 40
8.00 5.00 5.00 9.60 4.01 5.33 5.20 6.37 41
9.20 9.50 8.00 2.94 6.14 8.00 8.00 6.29 42
10.00 9.50 8.00 3.20 5.87 8.00 7.80 6.29 43
9.60 5.25 5.50 9.82 3.09 6.00 4.80 6.23 44
7.20 3.75 5.50 9.65 4.18 6.00 4.20 6.23 45
8.40 9.25 7.50 3.79 5.52 8.00 7.80 6.23 46
8.80 9.25 7.00 3.00 6.61 6.67 7.20 6.23 47
9.60 5.25 5.00 8.79 3.88 738 5.80 6.21 48
8.00 7.50 5.50 4.56 6.07 6.00 7.40 6.11 49
9.20 5.00 5.00 9.46 3.06 6.00 3.00 6.08 50
7.60 5.50 7.00 8.88 3.53 5.33 5.40 6.07 51
9.60 9.50 6.50 2.23 6.36 6.00 7.80 5.97 52
9.20 9.50 8.00 2.17 5.83 8.00 7.40 5.96 53
8.40 3.50 5.50 9.75 2.81 6.00 3.60 5.92 54
8.80 9.25 6.00 1.99 6.73 7.33 6.40 5.85 55
9.60 4.00 3.50 9.55 2.63 6.00 3.20 5.72 56
8.40 9.00 7.00 1.95 5.81 7.33 8.40 5.70 57
6.80 8.25 5.00 2.12 6.38 7.33 7.00 5.64 58
10.00 9.50 8.50 1.27 5.14 9.33 7.80 5.59 59
10.00 9.25 7.50 1.00 5.05 6.00 7.40 5.22 60
4*  External debt (% of GDP) Tax regime Labour skills
5* Current-account balance (% of ~ 1* The corporate tax burden 1 Quality of maths and science
GDP 2*  Compulsory socialinsurance education
contributions 2** English language skills
Regulatory environment 3*  Fiscalincentives for 3 Technicalskills of the
1  Protection of private property investment workforce
2 Protection of intellectual 4*  Fairness of the tax system 4*  Labour force
property
3 Expropriation risk Labour regulation Infrastructure
4 Share of world merchandise 1 Restrictiveness of labour laws 1*  Telephone density
trade on hiring and firing 2* Broadband penetration
5  Government regulation 2 Extent of wage regulation 3*  Stock of personal computers
6  Policies towards foreigndirect 3 Minimum wage laws 4*  (Costs of office space
investment 5 Laws covering the internet
7 Red tape/bureaucracy Labour costs Note. A single asterisk (*) denotes a purely
8 Legal system 1*  Average months wages ($), quantitative indicator. Indicators with a

9  Corruption

unadjusted for productivity
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double asterisk (**) are partly based on data.
All other indicators are qualitative in nature.
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Whilst every effort has been taken to verify the
accuracy of thisinformation, neither The Economist
Intelligence Unit Ltd. nor the sponsors of this report
can accept any responsibility or liability for reliance by
any person on this white paper or any of the
information, opinions or conclusions set outin the
white paper.
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