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Introduction

A record high in
number of optimists

Optimism fuels
acquisition plans

Cutbacks in fulltime
employment have

decreased for fifth
consecutive quarter

European optimists
outnumber rest-of-

world optimists

After the initial and substantial improvement in number of

optimists during the 3™ quarter of 2013, the economic sentiment
among European CFOs has continued the upward trend throughout the
first quarter of 2014. With now more than 60% of the financial
directors more optimistic and a mere 15% less positive about the
economic outlook for the next twelve months, the number of optimists
has reached an all-time high since the beginning of our survey.

The big uplift in sentiment has contributed to a stronger appetite for
acquisitions in Europe. The climate for takeovers seems favorable to at
least one-third of the CFOs who; they expect to realize an acquisition
in 2014. One out of four CFOs states that management intends to sell
the company, or part of it, during the next twelve months. More than
half of the takeover activities involve cross border acquisitions.

At company level CFOs’ confidence is also robust, reflected by
anticipated growth in productivity, revenues and profits during the
next twelve months.

Whereas a year ago, European CFOs estimated fulltime employment to
contract (on average) with -3.7%, the (expected) rate of decline has
decreased significantly during subsequent quarters. With cutbacks in
fulltime employment now anticipated to reach a level just below -1%
during the next twelve months, a positive trend has emerged over the
last four quarters, which may signal a cautious path to recovery.

Figure 1. Optimism index for CFOs in Asia, Europe, US, Latin America and China
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CFO optimism & sentiment

Surge in number of
European CFOs who
have an optimistic

outlook on the
economy

Optimism level in
Europe is back on

track but still trails
R-0-W

CFO Survey Europe

During the first quarter of 2014, the number of optimists among

European CFOs has increased substantially. More than 60% of the
financial executives have a positive outlook on the economy while only
15% of the respondents indicate to be more pessimistic with respect to
the economy of their own country (figure 2).

Figure 2. European CFO sentiment regarding economy of own country

Less optimistic 15%

No change | 23%

More optimistic 63%

The optimism level in Europe has increased to 58.5 on a scale of 100,
up from 56 during the last quarter of 2013. Developments in economic
sentiment among CFOs in the other regions (figure 3) show a mixed
picture.

Figure 3. Optimism level about own country’s economy
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Macro concerns now
also include worries
about foreign

competition and
national budget
deficits...

...but this has not
been detrimental to
optimism regarding

the financial
prospects of CFOs’
own companies

> African CFOs signal a slight decline in their optimism level, 54.7
compared to 56.4 during the previous quarter.

> The optimism index for Latin American CFOs remains steady at 59
on a scale of 100 (down from 60 during Q4 2013)

»> The US optimism level has increased to 60, compared to a level of
57 during the previous quarter.

> Optimism in Asia remains steady at 62.7, compared to 62.3 during
the last quarter of 2013.

> China optimism continues its upward trend with to 66.8 on a scale
of 100.

In Europe, traditional macro concerns such as low consumer demand
and price pressure remain top priorities to the CFO. However, national
budget deficits and foreign competition are now also regarded as
potential obstacles to corporate growth (table 1).

Table 1. Macro and internal concerns of European CFOs

Macro concerns Internal concerns

Ability to maintain margins

Consumer Demand
Price pressure from competitors Attracting and retaining qualified employees

National budget deficit Ability to forecast results

vV V V V¥V
vV VYV VYV V

Foreign competition Working capital management

The strong uptick in the number of optimists during the first quarter of
2014 is also reflected in the sentiment regarding the financial
prospects of the company. Half of the financial directors in Europe
state to have a more positive outlook on business performance during
2014.

The optimism level among CFOs remained steady at a level of 62.7 on
a scale of 100, hinting towards a favorable year ahead of us for growth
in the corporate sector.

Figure 4. European CFO sentiment regarding financial prospects of own company

Less optimistic 16%

No change | 34%

In 2013, European manufacturing companies managed to maintain an
average capacity utilization of 85%, the highest ratio among all of the
major economic regions. Moreover, the positive sentiment for 2014
has clearly heightened the expectations of the European manufacturing
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Lower-end ROA and
high capacity
utilization ratio may

signal need for
ramping up capital
investments

firms in terms of capacity utilization over the next twelve months
(table 2).

Despite the relatively high capacity utilization, asset performance
(measured by Return-on-Assets) in Europe has remained mediocre
compared to peers in other regions of the world. The lower-end ROA
during 2013 may indicate continued pressure to lower prices of
products and services, ultimately affecting the financial bottom-line.

However, as European financial executives maintain a positive outlook
on the financial performance of their own company (also exhibited by
their projected growth in revenues and earnings), the lower ROA may
signal a need for further capital investments to accomplish more
efficient use of assets and, hence, achieve lower production costs.

Table 2. Return on assets (ROA) and manufacturing capacity utilization

Latin

Asia Africa America US Europe
Return-on-Assets(ROA)
FY 2013 9.6% 16.2% 8.4% 1.4% 9.0%
FY 2014 (est.) 1.4% 18.7% 10.4% 12.7% 10.2%
Feesxie)nue growth next 12 months 9.4% 9.5% 3.8% 5.9% 4.9%
Earnings growth for the next 12 1.2% 16.7% 11.9% 8.5% 8.0%
months (est.)
Capacity utilization for manufacturing companies
Capacity utilized FY 2013 83.0% 81.9% 79.9% 79.2% 85.0%
Eaaslia)aty utilization for FY 2014 85.0% 85.6% 80.9% 83.1% 88.7%
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Finance & capital

The significant improvement in optimismm among European CFOs

Majority of European translates into an increased appetite for business spending across all
CFOs plans to major categories; 60% of the executives anticipate increased spending
increase business on capital investments and R&D, while another 66% expect to raise

ding duri . T
;852 g Curing expenditures on technology. More than half of the companies indicate

to increase spending on marketing and advertising during 2014.

With a substantial majority of CFOs foreseeing increases in business
spending, the actual (expected) growth rates for individual business
expenditure categories have improved compared to the same time
period one year ago (figure 5).

Figure 5. CFOs' quarterly expected growth in spending for next 12 months

3,7%

|
-

Capital investments Technology Research & Marketing &
Development Advertising
1yr ago B previous quarter B Q12014

» Capital spending and investments for the next twelve months are
expected to increase at an average rate of 3.7% (compared to a
decrease of -0.7% during previous quarter)

» Technology spending is expected to grow with 4.8% (down from
5.5% during Q4 2013).

» Spending on R&D is expected to grow at 2.8% during 2014, down
from 4.1% from previous quarter.

» Spending on marketing and advertising is expected grow at just

Although increases over 2%, down from 6.3% during Q4 2013.
in wages and

salaries are . . . . . . .
expected, we should Next to increases in business spending, 81% of the financial directors

also see productivity also anticipate increases in wages and salaries during the next twelve
gains materialize months, at an average growth rate of 2.9%. Overall, the increased
spending pattern is coupled with improvements in productivity
(measured by output per hour) during the next twelve months. Again,
81% of the financial executives expect to see productivity levels
increase with almost 5% on average.
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Growth in revenues
and earnings at
public firms should

benefit
shareholders...

...and provide an
alternative source of

finance for capital
investments...

...in atime when a
rise in borrowing

costs is anticipated

These positive developments are also supported by the signals that we
receive from CFOs at public firms; their outlook on balance sheet and
P&L developments for their companies is encouraging, with expected
growth in revenues, earnings, and dividend payouts (figure 6).

Figure 6. Anticipated balance sheet and P&L developments (public firms)

9,9%

4,9%
4,1%

2,8%
2,2%

Dividends Share Repurchases Cash on balance Revenues Earnings growth
sheet

previous quarter B Q12014

The expected growth rate in cash reserves remains positive but lower
than previous quarter, indicating that companies are likely to allocate
their earnings to (capital) investments. The use of cash reserves in the
financing of investment projects may receive continued interest over
the next twelve months as more than 40% of the CFOs anticipate an
increase in their borrowing costs.

Figure 7. CFOs’ expectations with respect to borrowing costs by the end of 2014

43%

36%

Decrease with more Decrease between o No change Increase between o Increase with more
than 300 bps and 300 bps and 300 bps than 300 bps

At least one third of the executives believe that their individual
borrowing costs will climb somewhere between 0 and 300 basis points
(figure 7). Although such rate hike would partially be offset by the use
of cash reserves, an increase in interest rates is likely to have a
negative impact on hiring, capital spending and borrowing.
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A marginal increase
in the cost of
borrowing would

negatively impact
hiring...

...capital spending...

...and borrowing

If today’s interest rates
would be maintained (change
of 0 bps), then already:

» 15% of the European
companies say they would
reduce hiring,

» 11% of the CFOs say they

would reduce capital
spending,

» And 12% of the
companies in Europe
would reduce corporate
borrowing.

If the borrowing costs would
increase with just 100 basis
points, almost one third of
the European CFOs would
reduce hiring, capital
spending and borrowing to
some extent.

A rate hike of 300 bps would
likely to have significant
economic consequences as:

» 70.5% of the European

companies would reduce
hiring,

> 62% of the companies
would reduce capital
spending,

> and 68% of the
companies would likely
reduce corporate
borrowing.

With 58% of the European
companies borrowing funds
to finance operations, an
overall increase in interest
rates is therefore likely to
significantly impact the
economy.

On average, hiring is reduced
if borrowing costs would
increase with 2.8%. A
reduction in capital spending
would, on average, be

induced by an increase in
borrowing costs of 3.3%.
Finally, borrowing is
negatively affected if the
costs of borrowing would
increase, on average, with
2.9%.

CFO Survey Europe Report

Figure 8. Impact of potential rate hike (bps) on
hiring, capital spending, and borrowing
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Cumulative number of CFOs
indicating to reduce hiring as a
response to a rate hike (bps)
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And the macro
economic, political
and regulatory
environment could

exacerbate the
negative impact
even further

But this has not
stopped European
CFOs from planning
acquisitions and
takeover activities

for 2014

CFO Survey Europe Report

However, reductions in borrowing, capital spending and hiring are not
only brought about by increases in borrowing costs. Uncertainties at
the macro level have a substantial effect on business planning as well.
Reductions or delays in capital spending and/or hiring, or increases in
cash reserves are equally sensitive to government policies, and the
political and regulatory environment (table 3).

Table 3. Uncertainty factors affecting business planning (% of CFOs)

Latin

Asia Africa America uUs Europe
Uncertainty about economic conditions
Reduce/delay capital spending 39% 40% 37% 35% 39%
Reduce/delay hiring 32% 28% 39% 36% 35%
Increase cash holdings 17% 17% 17% 21% 15%
No real effect 10% 12% 3% 7% 9%
Uncertainty about government economic policies
Reduce/delay capital spending 36% 37% 46% 30% 34%
Reduce/delay hiring 28% 25% 36% 32% 28%
Increase cash holdings 8% 10% 12% 17% 25%
No real effect 22% 23% 3% 19% 1%
Uncertainty about political situation
Reduce/delay capital spending 30% 33% 44% 24% 36%
Reduce/delay hiring 23% 23% 29% 26% 26%
Increase cash holdings 1% 18% 1% 14% 25%
No real effect 34% 22% 15% 35% 10%
Uncertainty about regulatory implementation
Reduce/delay capital spending 32% 34% 40% 31% 36%
Reduce/delay hiring 24% 26% 30% 31% 30%
Increase cash holdings 7% 15% 12% 15% 23%
No real effect 28% 17% 15% 20% 8%

Although uncertainty factors may be of significant influence on
business activity, approximately 30% of the financial executives plans
to acquire (part of) one or more companies during 2014. In almost half
of these cases, the acquisitions exclusively involve cross-border targets.

Figure 9 . Proportion of domestic and cross-border acquisitions

B Domestic acquisition(s) only
B Cross-border acquisition(s) only
Mix of domestic and cross-border

acquisitions
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Employment

Temporary contracts
and outsourced
employment are

likely to reduce
substantially during
2014...

...but we may have
reached a tipping
point as cutbacks in
fulltime employment
have decreased for
the fifth consecutive
quarter ...

...and more than
40%o0f the CFOs
expect to see an
uptick in hiringof

fulltime employees

CFO Survey Europe Report

At first glance, the employment outlook for the next twelve

months offers a bleak picture. Full time and temporary employment
contracts continue to decline and outsourced employment is expected
to receive a substantial blow (figure 10).

Figure 10. European CFOs expected growth for next 12 months in employee mix

-10,6%

Employment - temporary Outsourced Employment

B Q12014

Employment - full-time

1yr ago B 6 months ago B previous quarter

Nevertheless, we do see an encouraging pattern arise over the last
four quarters; as temporary employment contracts and outsourcing of
employment are expected to fall back significantly during 2014 (-3.3%
and -10.6% respectively), we also observe that the contraction in full
time employment is slowly decreasing. Albeit that European CFOs still
anticipate an average decrease of -0.8% during the next twelve
months, there is clearly an upward trend in full time employment
compared to one year ago.

Figure 1. CFOs expecting a positive or negative development in employment contracts

CFOs expectinga decrease , CFOs expecting an increase

Domestic temporary employees 28% 21%
Domestic full-time employees 35% - 42%
Outsourced employees 7% 30%
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Moreover, when asked about their expectations regarding the
recruitment and hiring of full time employees, more than 40% of the
CFOs indicated to anticipate an increase in the next twelve months
(figure 11).

Most European CFOs attach great importance to a well-defined
corporate culture that is well understood by their employees (figure
12). Moreover, they define the culture at their respective companies as
one of customer-orientation, collaboration, and integrity. At the same
time however, 65% of European financial directors also stress the
importance to further improve the culture at their firm.

Figure 12. Share of CFOs attaching importance to a clearly defined corporate culture

The majority of
European companies
value a clearly
defined corporate
culture

81% 85%

75%

Asia Africa Latin America UsS Europe

Small to no importance B Medium importance B Very important

Focus areas for improvement include the customer-oriented approach
of the company, and becoming more strategic results oriented.
Increasing adaptability of the company is also regarded as a key area
of attention (table 4).

Table 4. Priorities in improving corporate culture

...and they see ample Priority 1 Priority 2 Priority 3

room for

improvement Asia Strategic results orientation Customer-orientation Collaboration
Africa Customer-orientation Adaptability Integrity
Latin America  Strategic results orientation Customer-orientation Adaptability
us Customer-orientation Strategic results orientation Adaptability
Europe Customer-orientation Strategic results orientation Adaptability
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Key results CFO Survey — Europe, US, Latin America, Africa and Asia

Key Indicator

Economic sentiment
About economy of own country
More optimistic
Less optimistic
No change
Own country optimism level
About own company
More optimistic
Less optimistic
No change

Own company optimism level

Business spending
Capital spending
Technology spending
R&D spending

Advertising and marketing spending

Employment
Employment — full-time
Employment — temporary
Outsourced Employment
Wages and Salaries
Health Care Costs

Balance Sheet & P&L
Productivity

Inflation (own-firm products)
Revenue growth

Earnings growth*
Dividends*

Share Repurchases*

Cash on balance sheet*

Mergers and Acquisitions

Europe

62.8%
14.6%
22.6%

58.5

50.4%
15.6%
341%

62.7

3.7%
4.8%
2.8%

2.1%

- 0.8%

-33%

-10.6%
2.9%

- 0.6%

4.9%
0.6%
4.9%
9.9%
41%
2.8%
2.2%

31.2% plan to
acquire.

Foreign targets in
55.7% of
acquisitions.
24.1% plan to sell
part or all of firm.

us

39.5%
22.9%
37.6%

60.0

47.5%
25.7%
26.8%

63.9

6.8%
5.5%
2.6%
4.0%

1.2%
-0.2%
3.2%
2.7%
8.3%

3.1%
2.5%
5.9%
71%
6.1%
3.2%
3.8%

27.3% plan to
acquire.

Foreign targets in
15.7% of
acquisitions.

Latin America

26.6%
50.3%
23.1%

59.2

38.5%
30.1%
31.5%

66.9

4.2%
3.1%
1.7%
2.7%

2.2%
-2.6%
-0.2%

5.7%

5.7%

4.6%
4.2%
8.8%
13.4%
-3.4%
0%
8.8%

23.4% plan to
acquire.

Foreign targets in
34.2% of
acquisitions.

10% plan to sell
part or all of firm.

Percentages indicate this quarter’s expected growth rates for the next twelve months

* Indicates public firms only

CFO Survey Europe Report

Africa

341%
39.0%
26.8%

54-7

61%
24.4%
14.6%

66.2

1%
6.1%
6%
6%

-2.0%
- 0.4%
4.3%
7%

10.2%

5.3%
5.7%
9.5%
12.8%
8%
0.3%
6.7%

18.4% plan to
acquire.

Foreign targets in
41.4% of
acquisitions.
8.6% plan to sell
part or all of firm.

Asia

47.4%
28.3%
24.3%

63.6

53-9%
23.0%
23.0%

68.3

21%
7.9%
6.7%
3.8%

-0.4%
-2.0%
3.8%
6.9%
5.8%

3.7%
3.0%
9.4%

5.1%
3.6%
01%
-1.2%

27.9% plan to
acquire;

Foreign targets in
37.4% of
acquisitions..
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About CFO Survey The figures quoted above are taken from the Global CFO Survey for

the first quarter of 2014. The survey concluded March 6, 2014. Every
quarter, CFOs in Europe, the US, Asia and China are questioned about
their economic expectations. Current records go back 72 quarters. The
CFO Survey is conducted jointly by TiasNimbas Business School
(Tilburg, Netherlands), Duke University (Durham, North Carolina) and
CFO Magazine.

Note for the press Previous editions of the CFO Survey can be found at FinancelLab under
the CFO Survey tab. For further information, please contact Mrs. Rian
van Heur, TiasNimbas Business School, tel.+31-(0)-134668637 or e-
mail m.j.vanheur@tiasnimbas.edu

CFO Survey Europe team

Kees Koedijk
Professor Financial Management
Dean & Director TiasNimbas Business School

Christian Staupe
Policy Advisor Dean’s Office
Coordinator CFO Survey Europe

Rian van Heur (contactperson)
Corporate Marketing & External Relations
m.j.vanheur@tiasnimbas.edu

+31-(0)-13 466 8637
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