"4 the gandalf grou
P g g P

The 24th Quarterly C-Suite Survey:
The Global Economy, Finance,
Consumer Confidence, and Emerging
Markets

October 3, 2011

KPMG

Sponsored by:
cutting through complexity ™

Published and REPORT

broadcast by: ON BUSINESS
THE GLOBE AND MAIL

NATIONAL NEWSTAFER o TOUNDED 1844

BNN

BUSINESS NEWS NETWORK




‘-‘ the gandalf group
e . ?

O This is the 24th edition of the C-Suite Quarterly survey, conducted on
behalf of KPMG; published and broadcast by the Globe and Mail’s

Report on Business and BNN. Previous quarters’ surveys are available
at GandalfGroup.ca.

= Telephone interviews were conducted with 160 C-Suite executives from ROB

1000 companies, between September 6t and 229, 2011. Margin of error +/-
7.1% 19 times out of 20.

O This quarter’s survey focused on :
» The Global Economy

= Debt/equity financing & ability of businesses to make projections
» Emerging Markets & Adjusting to the New Normal in North America


http://www.gandalfgroup.ca/�
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O C-Suite confidence in the economy has crashed, with most executives
expecting recession in the US, worried about recession in Canada and
following developments in Europe anxiously.

d The outlook is not as bleak as it was in 2008 at the onset of the financial crisis
but the relative optimism of the last 18 months is gone.

0 The C-Suite cited more conservative business plans as evidence of businesses
reacting to consumers’ recession level confidence.

O Despite pessimism over the North American economy, the ROB1000
executives have not further downgraded their growth forecasts for their own
companies since last quarter’s survey.

O Although there is wide agreement on the importance of strategies to access
emerging markets, only two in five companies have one.

O Companies that have an emerging markets strategy, or are relatively less
reliant on the US, are more optimistic about their companies’ and the
economy’s prospects.
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O Two thirds of C-Suite executives expect moderate decline for the US
economy over the next 12 months.

O The C-Suite is not certain that Canada will bear the full effects of a US
or global recession. Executives are more confident about Canada than
they are about the US but a similar percentage of executives
anticipated Canadian growth/recession just before the collapse of ‘O8.

= Thirty nine per cent believes the economy is currently experiencing moderate decline
and one in four expects Canada’s economy will experience decline over the next 12
months.

= Those who are pessimistic about the Canadian economic outlook overwhelmingly
expect a declining US economy.

= The gap between Canadian and US economic forecasts has widened since last quarter.

= Few executives surveyed depend on Europe for their companies’ revenue or sales but
they are still watching the European situation closely.
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“First, which of the following do you think best describes the Canadian economy at the current time -
strong growth, moderate growth, moderate decline, strong decline?”
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Sept. '10
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Dec. '09

Sept. '09

May/June '09
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Nov. '08
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@ Strong growth B Moderate growth O Moderate decline B Strongdecline B DK
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“First, what are your expectations for the Canadian economy over the next 12 months, strong
. growth, moderate growth, moderate decline, strong decline?”
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“First, what are your expectations for the Canadian economy over the next 12 months, strong growth,
moderate growth, moderate decline, strong decline?”

Sept. '11 il
Jun. '11 L5 |
Mar. '11 4 |
Nov/Dec. '10 L. 8 )1
Sept. '10
May/Jun. '10 L7 B
Mar. '10 {
Dec. '09 8 |
Sept. ‘09 12 (@
May/Jun. '09 1
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“What are your expectations for the Canadian/U.S. economy over the next 12 months, strong
growth, moderate growth, moderate decline, strong decline?”
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“What are your expectations for the U.S. economy over the next 12 months, strong growth,
moderate growth, moderate decline, strong decline?”

Sept. '11
Jun. '11

Mar. '11
Nov/Dec. '10
Sept. '10
May/Jun. '10
Mar. '10

Dec. '09
Sept. '09
May/Jun. '09
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[‘What are your expectations for the U.S. economy over the next 12 months, strong growth, moderate}

growth, moderate decline, strong decline?”
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[ Agree/Disagree Statements ]

I am paying a lot of
attention to the
developments in Europe

Our company needs a
growing US economy

A recession in the US will
not result in a recession
in my sector

If the global economy -

turns for the worse
again, my company
might not survive it

0) 20 40 60 80 100

B Strongly agree B Somewhat agree O Somewhat disagree B Strongly disagree B DK
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O Almost all executives said they expect their companies will grow, though
forecasts remain down from where they were three quarters ago.

O A key factor will be exposure to various foreign markets.

O Most Canadian businesses will be negatively affected by a US recession — the
manufacturing sector is particularly exposed to the US economy.

= In the manufacturing sector, 40% said they receive more than half of their revenue
from the US.

= The resources sector is much more insulated from the American economy

O Those who don’t rely on the US for any revenue/sales were much more likely
to predict strong growth for their company.

O And those without an emerging markets strategy were significantly more likely
to say they expect Canada’s economy to be in decline over the next 12 months.
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“What are your expectations for your company over the next 12 months, strong growth, moderate
growth, moderate decline, strong decline?”

Sept. '11
Jun. '11

Mar. '11
Nov/Dec. '10
Sept. '10
May/Jun. '10
Mar. '10
Dec. '09
Sept. '09
May/June ‘09
Feb. '09
Nov. '08
June '08
Nov '07
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[ “What are your expectations for your company over the next 12 months, strong growth, moderate ]

growth, moderate decline, strong decline?”

Total = |
Manufacturing .13 |
Services 4
Resources 4
>1000 employees L 7 |
201-1000 employees &
<200 employees =
0 20 40 60 80 100

W Strong growth B Moderate growth @ Decline B DK/NR
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“First, what are your expectations for the Canadian economy over the next 12 months, strong growth,
moderate growth, moderate decline, strong decline?”

Total / 1

Emerging market startegy in place

No emerging market strategy 1
Sales in China 4
Zero sales in China 8 1
[ [ [ |
40 60 80 100

B Strong growth B Moderate growth O Moderate decline B Strong decline B DK
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[ “What are your expectations for your company over the next 12 months, strong growth, moderate ]

growth, moderate decline, strong decline?”

Total (A 60 5
Sales in USA 6 |
Zero sales in USA . E’

Sales in China [ 9 |
Zero sales in China (4
0 20 40 60 80 100
B Strong growth E Moderate growth E Decline B DK/NR
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[ “What percent of your revenue or sales results directly from...?” ]

Canada
USA
Europe 66
Asia (r_10t incl. 73 10
China)
China "E! 76 11
South America !‘ 79 11
0] 20 40 60 80 100
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[ “What percent of your revenue or sales results directly from Canada?” ]

Total 13 Q 18 4

Manufacturing

Services

Resources 9

0) 20 40 60 80 100

H100-90% MW89-75% MW74-50% [©0O49-25% ©024-10% EO9-1% mE0% MEDK
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[ “What percent of your revenue or sales results directly from the USA?” ]

Total 13 14 40 9

Manufacturing 23 10 23

Services

Resources 49

0] 20 40 60 80 100
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[ “What percent of your revenue or sales results directly from China?” ]

Total ’ag 76 11

Manufacturing 3( 10 60
Services a

Resources

0) 20 40 60 80 100
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O Three quarters of Canadian executives don’t see any revenue from or
sales in Asian markets currently, but the vast majority agreed
Canadian companies need to access emerging markets in order to grow
and stay competitive.

O Despite wide agreement that emerging markets need to be accessed,
only four in ten have a strategy in place to reach those markets.

O The top initiatives those companies are undertaking as part of those
strategies involve logistics (distribution and supply chain) and sales
offices. Government relations (applications, permits) and acquisitions
were also mentioned.
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{ Agreed/Disagree “Canadian Companies in general need to access emerging economies such as India}

and China in order to stay competitive and continue to grow.”

0 20 40 60 80 100
W Strongly agree B Somewhat agree EH Somewhat disagree B Strongly disagree B DK
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Does your company have a strategy in place to access these markets? ]

)

Total

Manufacturing

Services

Resources O

Canadian 12 month outlook: Growth

Canadian 12 month outlook: Decline

0] 20 40 60 80 100

B Yes O No E Don't Know



‘.‘ the gandalf group
e g ?

“Please tell me if in this quarter your company would be very likely to consider, somewhat likely to
consider, might possibly consider or not at all likely to consider... Diversifying your business
into new foreign markets”

[
Total fl
[ ]
Manufacturing
_ [ ]
Services 2
[ ]
Resources 1
I I I I 1
0) 20 40 60 80 100
® Very likely to consider B Somewhat likely to consider
E Might possibly consider B Not at all likely to consider

B Don't know
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“What are key initiatives your company is undertaking as part of your strategy to access emerging
markets?” n= 63

Doing business in emerging markets

Open sales offices

Initiate negotiations with gov't officials/
business assocations

Required infrastructure

Investments and Acquisitions
Other

Don't know




‘-‘ the gandalf group
e g ?

O Very few expect their companies to decline over the next year and none are
considering layoffs at the current time.

O A few admit they could be vulnerable - One in ten agreed their companies may
not survive another economic downturn. These were mostly smaller
companies, i.e. less than 200 employees.

O A shortage of qualified labour remains a challenge for some as a top concern or
challenge right now. Aside from general economic uncertainty, commodity
prices, financing and access to cash are also on the radar.

Q Asignificant number of executives are considering increasing capital
expenditures, hiring staff or acquisitions, but numbers are down since 2010.

= 27% said they are very likely to consider increasing capital spending this quarter —
down from 40% in October 2010 and down from 45% in December 2010.

= The number considering hiring staff is down slightly — 30% now, down from 36% in
December and 34% in October last year.

= The number who are very likely to consider acquisitions is unchanged — 24%, down
from 23% in December and 30% in October last year.

= The large number of businesses “somewhat likely” to consider growth strategies
suggests significant potential variance in economic outcomes depending on how
businesses perceive the external environment and what decisions they make as a
consequence.
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“Please tell me if in this quarter your company would be very likely to consider, somewhat likely to
consider, might possibly consider or not at all likely to consider the following initiatives:”

Increasing capital spending

Growing the business through acquisitions

Increasing the number of employees

Cutting operating expenses not including labour

Debt financing

Increasing expenditures on marketing

Diversifying your business into new foreign markets

Equity financing
Disposing of non-core businesses or assets

Reducing expenditures on marketing
Reduced planned capital expenditures

Reducing the number of employees

0 20 40 60 80 100
W Very likely to consider B Somewhat likely to consider
@ Might possibly consider B Not at all likely to consider

B Don't know
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“Please tell me if in this quarter your company would be very likely to consider, somewhat likely to
consider, might possibly consider or not at all likely to consider... increasing the number of
people employed by your company?”

Total

Manufacturing 3

Services

Resources

<200 employees [ESZEE ' .28 N

200-1000 employees [ SS : .l ]

>1000 employees
I I T I 1
0 20 40 60 80 100
B Very likely to consider B Somewhat likely to consider

@ Might possibly consider B Not at all likely to consider
B Don't know
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O Executives are more likely to consider debt financing than equity financing.
The percentage considering each is little changed since last year.

O Most executives expect it will be more difficult to raise capital on equity
markets in the coming year.
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“In this quarter your company would be very likely to consider, somewhat likely to consider, might
possibly consider or not at all likely to consider... equity financing”

Total

Manufacturing

Services

Resources 6

1
0) 20 40 60 80 100

B Very likely to consider B Somewhat likely to consider
@ Might possibly consider B Not at all likely to consider

B Don't know
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“Are you anticipating that it will be easier or more difficult for you to raise money from in the
next year.”

Equity markets

Banks or other debt

financing
0 20 40 60 80 100
B Much more difficult B Somewhat more difficult & No difference
B Somewhat less difficult B Much less difficult B Don't know
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{ “Are you anticipating that it will be easier or more difficult for you to raise money from equity }

markets in the next year, compared to last year?”

Total

Manufacturing

Services

Resources

1
0) 20 40 60 80 100

B Much more difficult B Somewhat more difficult O No difference
B Somewhat less difficult B Much less difficult B Don't know
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{ “Are you anticipating that it will be easier or more difficult for you to raise money from banks or }

other debt financing in the next year, compared to last year.”

Total 3
Manufacturing
Services 4
Resources 4
[ | [ |
0 20 40 60 80 100
B Much more difficult B Somewhat more difficult O No difference
B Somewhat less difficult B Much less difficult B Don't know
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L We asked executives about low consumer confidence and a sluggish
economy and how they believe companies have been responding to
this shift: roughly one in four said they’ve seen companies adopt more
conservative business plans/general behaviour; others mentioned
cost-cutting and price reductions.

O While the US economy and the possibility of a recession are top
concerns, other developments executives are concerned about include
US government debt and deficits, North American consumer demand
and European defaults. Most executives support a bailout by European
governments of European banks.

O Rising energy prices and stock market volatility are also of moderate
concern as is the possibility of higher interest rates.

d More executives are concerned about the lack of consumer demand
than about high levels of debt among households.
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O The manufacturing sector was most concerned with the high Canadian

dollar, while a shortage of labour is a big concern for the resource
sector.

0 The US economy is most worrisome for manufacturing, while those in

the service sector are more concerned than others about high levels of
household debt.

O Services sector executives were the most concerned about going back
INto a recession.
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“Even prior to the S&P downgrade in the US, a Nielsen study showed most Canadians still felt we were
In a recession and they were acting as such, suggesting a very fragile consumer base. What are
the ways in which you have seen companies responding to this paradigm shift?”

Conservative Business
Plans

Reducing overhead and
operational costs

Price reductions

Reductions in hiring

Increase market exposure

Increase consumer
confidence
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[ “What is the biggest challenge facing your company right now?” ]

Qualified Labour

Uncertain economic
conditions

Access to capital/financing

Commodity Prices

Government policy/reg's

US economy

Consumer confidence

Exchange rates
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[ “What is the biggest challenge facing your company right now?” ]

28
Qualified Labour 15
Uncertain economic 2
conditions
23
24
Access to capital/financing
20
17
Commodity Prices
17
I ]
20 30
B Manufacturing @ Services @ Resources
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“Now a question on human resources. Thinking about your company’s staffing over the next five
years, do you expect the retirement of the baby boom generation will have a very negative
Impact on your business, a somewhat negative impact, no impact, or a somewhat positive

Impact, or a very positive impact?”

<200 employees 50 M
200-1000 employess 33 | 38 i
>1000 employees 46 %

0] 20 40 60 80 100

M Very positive impact B Somewhat positive impact ©ONo impact
O Somewhat negative impact B Very negative impact B DK
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“When it comes to labour shortages, are you very concerned, somewhat concerned, not very
concerned, or not at all concerned?”

Total 20

Manufacturing e
Services "
Resources s
Sales in the US 5
Zero sales in the US |(S 20 | >
0 20 40 60 80 100

B Very concerned B Somewhat concerned E Not very concerned B Not at all concerned
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“I’'m going to read a list of market forces and thinking about your company I'd like you to tell me how
concerned you are about each. When it comes to , are you very concerned, somewhat
concerned, not very concerned, or not at all concerned?”

Going back into recession

US economy

European governments defaulting on debt
Volatility on stock markets

Rising energy prices

Labour shortages

US government debt and deficits

North American consumer demand

Too high a Canadian Dollar

Rising interest rates

Rising inflation

High levels of Personal or household debt
Government deficits in Canada

B Very concerned B Somewhat concerned O Not very concerned H Not at all concerned
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O Almost 8 in 10 executives agreed it is getting more difficult to make
reliable projections about corporate performance.

O In terms of things that can influence business planning, executives told

us they pay a lot more attention to fiscal policy than monetary policy,
and TSX results are much more important than the DJIA.




‘* the gandalf group
e g ?

Agree/Disagree: “It is getting more difficult to make reliable projections about corporate
performance”

0] 20 40 60 80 100

B Strongly agree B Somewhat agree 0O Somewhat disagree B Strongly disagree B DK
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“I’m going to read a list of various market developments and ask how influential each is on your
business planning. For would that be very influential, somewhat influential, not very
influential or not at all influential?”

Government policies in Canada

Fiscal and monetary policy in the US

The forecasts and commentary of the Bank of

Canada
The forecasts and commentary of the US Federal

Reserve
US consumer confidence levels

Fiscal and monetary policy of foreign governments
such as in Europe or Asia

Gains and losses on the TSX

Canadian consumer confidence

Unemployment figures in the US £

Gains or losses on the NYSE 25 _

| | | | |
0 20 40 60 80 100

B Very influential @ Somewhat influential @ Not very influential B Not at all influential



‘-‘ the gandalf group
e g ?

O Most executives do not appear to know what public policies will create
a stronger economic environment. There is tepid support for: a US
government stimulus package of stimulus; another round of
Quantitative Easing by the Federal Reserve, bailing out European
banks and more stimulus in Canada. But executives do not seem
convinced that any of those are a magic bullet.

O Manufacturing executives tend to be more likely than those in other
sectors to offer strong support for such initiatives.

O Ontario executives are more likely than Western executives to mention
the need for a jobs-driven recovery, while Western executives are more
likely to say the course of US and European markets will be a major
factor in any recovery.
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{ “We would like to know if you support or oppose the following initiatives to spur growth and 1

stabilize markets.”

Reducing tariffs and opening global
markets to trade

Bailouts of European banks by European
governments

The US government initiating a new
stimulus package

The US Federal Reserve launching a third
round of quantitative easing

Canadian government launching new
stimulus

60 80 100

B Strongly support B Somewhat support @ Somewhat oppose B Strongly oppose B DK
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[ “What factors will do the most to bring about improved GDP growth in North America” ]

(Open ended)

Fiscal and monetary policies and responsibilities 26
US/Europe financial markets |, 26
Consumer confidence/demand 23
Job creation/employment 21
Deficit reduction | 21
Lower interest rates/inflation/ Canadian dollar 9
Exports 8
Productivity 4
Other 7

Don't know [ S

B % of respondents who mentioned...
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