
Grant Thornton International Business Owners Survey 2006

This supplement presents the key
findings of the Grant Thornton
International Business Owners Survey
(IBOS) 2006 relating to key indicators
of business performance. Medium-
sized businesses play a significant role
in the global economy, and views from
them on economic and business trends
provide a useful insight into the
business climate in the countries in
which they are located. The specific
areas examined in this supplement are:
• businesses’ expectations for

turnover, selling prices, exports,
employment, profitability and
investment

• the major constraints identified by
businesses on their expansion
plans

• profit margins – the sources of
current pressures and methods
adopted or considered to cope with
these. 

To find out more about IBOS 
and to obtain copies of other
supplements, please visit
www.grantthorntonibos.com.

The economic background
The 5th International Business Owners
Survey was conducted in Q4 2005, a time
of strong growth in the international
economy. Though the eurozone was still
lagging other global regions, there was
encouraging evidence of recovery in
Germany. Japan too was showing signs
of finally emerging from its long period
of weakness. Meanwhile, the two
engines of global growth, Mainland
China and the US, were continuing to
surge ahead, underpinning expansion in
their respective regions and in the global
economy as a whole. 

Robust output expansion was
supported by strong trade growth and
healthy fixed investment. Other positive
features of the economic background
included muted inflation, despite the
surge in oil prices, and low long-term
interest rates. 

This positive backdrop bodes well
for the health of medium-sized
businesses and underpins the generally
upbeat expectations in our survey. These
expectations may even be surpassed,
given the better than expected
performance of the world economy in
the early months of 2006 and the
widespread upgrading of growth
forecasts for leading economies.

focus on…
…business performance

Key findings
Business performance and expectations

Prospects of another year of robust global economic growth underpin positive expectations for

turnover, selling prices, exports, employment, profitability and investment in many countries.

India and Mainland China have very strong expectations across the range of business performance

indicators.

But several eurozone and East Asian countries still have weak business expectations.

Constraints on growth

Regulations/red tape remains the main constraint globally on business expansion. 

Countries in Europe are much more concerned about this than countries in East Asia.

Lack of availability of a skilled workforce is cited globally as the second most significant constraint,

but in some world regions is regarded as the main constraint.

Profit margins

Pressure on profit margins has intensified – a balance of 47% of businesses report a rise.

The squeeze stems principally from customer pressure to keep prices down and increased raw

material costs. 

Cutting costs is the most favoured method of alleviating pressure on margins.

   



Businesses still positive about
performance prospects
Medium-sized businesses generally
remain upbeat about key indicators of
business performance for the next 12
months. The continued health of the
world economy means that expectations
at the global level for turnover, selling
prices, exports, employment,
profitability and investment are
buoyant. All indicators have sustained
the strong positive balances of the past
two years (figure 1) and are well above
those recorded in 2003. In that year,
sentiment was still suffering from the
effects of the global economic slowdown
of the early years of this decade. 

Figure 1 features two indicators of
performance that show relatively large
movements between 2005 and 2006.
Firstly, global expectations of turnover
are down. To a large extent, this reflects a
marked decline in the US figure. The US
economy is now past its cyclical peak,
with growth gradually returning to
trend. In these circumstances, expansion
of sales is likely to be rather less
exuberant than during the upward phase
of the cycle. Secondly, selling prices
show a further noticeable upturn as three
years of strengthening global demand
provide increasing opportunities to raise
prices.
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Business performance and expectations

Arnaldo Hasenclever 
Grant Thornton, Argentina
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Figure 1: Business performance expectations* (% balance**)
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* data excludes Mainland China for comparability with previous surveys

** the balance is the difference between the proportion of businesses indicating optimism and those indicating pessimism



“Businesses in Argentina are benefiting hugely
from the strong economic recovery of recent
years, and their upbeat expectations and strong
investment intentions reflect confidence in its
durability.”

Arnaldo Hasenclever
Grant Thornton, Argentina

In figure 2, we highlight the
countries with the strongest and weakest
expectations over the next 12 months
across the range of key business
performance indicators.

India and Mainland China feature
prominently in this table. They both
appear among the top five countries in
virtually all indicators of business
performance and lead the rankings in
turnover, profitability and investment in
new buildings. The favourable economic
backdrop in both countries underpins
vigorous growth in turnover via domestic
sales. This is supported by the boost to
exports from increased competition in
manufactured goods in Mainland China’s
case and increasingly from services in
India. Employment growth and profits
are consequently strong and the rapid
pace of expansion is stimulating
investment spending. Argentina also
stands out as a location where business is
thriving. The country has rebounded
extremely well from the deep recession of
2002, with growth in recent years
averaging around 8%. 

The countries expecting a weak
business performance in last year’s
survey – Japan, Taiwan, France and
Singapore – still dominate this part of the
table and in general the outlook has
deteriorated. Although the prospect of
an end to deflation now looks realistic, a
large balance of Japanese respondents
still expect selling prices to decrease.
Other indicators are also discouraging, 

pointing to weak turnover and exports
and falling profitability. Expectations of
turnover growth have also weakened
appreciably in Taiwan, while selling
prices are under greater pressure and the
outlook for profits seems bleak.
Prospects in France remain muted while
in Singapore investment intentions are
even weaker than in last year’s survey. 
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Figure 2: Top and bottom five countries in key business performance expectations (% balance*)

* the balance is the difference between the proportion of businesses indicating optimism and those indicating pessimism 

Turnover

86 Mainland China

83 India

80 Argentina

77 Ireland

75 Mexico

61 Global average

42 France

35 Luxembourg

20 Botswana

17 Taiwan

12 Japan

Selling prices

66 Russia

61 Botswana 

59 India

58 Argentina

51 New Zealand

29 Global average

11 France

9 Singapore

8 Hong Kong

-8 Taiwan 

-17 Japan

Exports

42 Argentina

33 India

29 Hong Kong

29 Mexico

27 Netherlands

20 Global average

10 Russia

9 Luxembourg

8 Botswana

4 Japan

1 Taiwan

Employment

69 India

50 Argentina

49 Mainland China

45 US

44 Thailand/Malaysia

35 Global average

8 Germany

6 Italy

6 Luxembourg

3 Botswana

2 France

Profitability 

78 India

68 Mainland China

58 US

57 Philippines

57 Russia

46 Global average

13 Luxembourg

11 France

0 Botswana

-9 Japan

-21 Taiwan

Investment in new
buildings
58 Mainland China

42 India

34 Australia

33 Poland

33 South Africa

28 Global average

14 Italy, Netherlands

13 France

9 Sweden

5 Taiwan

1 Singapore

Investment in
plant & machinery
66 Poland

65 Argentina

55 Greece

53 Mainland China

52 Mexico

43 Global average

21 Thailand

20 Netherlands

18 Taiwan

10 Philippines

7 Singapore



One country does however show
some encouragement. Germany appears
only once in this year’s survey amongst
the slower performing economies, with
muted expectations of employment
growth, but this contrasts with a
negative balance last year. Recent signs
of modest economic improvement have
boosted employment expectations as
well as prospects for turnover and
investment. 

Turnover (revenue)
The inclusion in this year’s survey of the
dynamic economy of Mainland China
has boosted the global average for
turnover expectations to +61% as shown
in figure 4. When examining the trend
over the past 4 years (where we have
excluded Mainland China for
comparability reasons), we see a
reduction in average turnover from 2005
to +55%. This is largely due to the sharp
decline in US respondent expectations
from +82% to +63%. There were some
other sizeable declines (see figure 3), but
these were to some extent offset by gains
in some countries, led by Mexico whose
economy is currently boosted by strong
US demand and high oil prices. Ireland’s
marked rise in line with ongoing
economic buoyancy lifted the country
into fourth place (figure 4) and as noted
above there was an encouraging rise in
Germany. 
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Figure 3: Largest movements in turnover (revenue) expectations 2005 to 2006 
(change in % balance*)
Mexico 21
Germany 14
Ireland 14
Spain 13
Japan -15
Taiwan -16
US -19
* the balance is the difference between the proportion of businesses indicating an increase and those indicating a decrease

Figure 4: Turnover (revenue) expectations (% balance*)
Mainland China 86
India 83
Argentina 80
Ireland 77
Mexico 75
Sweden 72
South Africa 71
Canada 65
Australia 63
US 63
New Zealand 61
Global average 61
Hong Kong 59
Philippines 59
Malaysia 58
Russia 58
Spain 57
Greece 55
Thailand 55
Netherlands 53
UK 52
Italy 49
Singapore 49
Germany 48
Turkey 47
Poland 46
France 42
Luxembourg 35
Botswana 20
Taiwan 17
Japan 12
* the balance is the difference between the proportion of businesses indicating an increase and those indicating a decrease



Selling prices 
Selling prices are expected to sustain the
rise seen in recent years. The balance
expecting an increase has risen steadily
from +11% in 2003 to +31% in 2006.
But there is considerable divergence in
trends over the period among the various
countries in the survey. 

Countries with a large upturn in
expectations over the period fall into two
groups. 

Group one
Countries moving from recession in
2002/03 to strong or relatively strong
growth in 2006. Prominent in this group
are Hong Kong (a swing from a balance
of –52% in 2003 expecting selling prices
to fall to +8% expecting a rise in 2006);
Singapore (a swing from -24% to +9%)
and Germany (a swing from -13% to
+15%). 

Group two
Countries with good growth in 2002/03
and vigorous acceleration since, boosted
by healthy international trade. This
group is led by India (+18% expecting
selling prices to increase in 2003 rising to
+59% in 2006) followed by Spain (+18%
to +41%), Mexico (+23% to +42%) and
the US (+23% to +40%).   
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Chikahiko Honda
Grant Thornton, Japan

“Japanese businesses remain gloomy about
selling prices. They are yet to be convinced that
deflation is over, despite selling prices gradually
recovering due to the strength of the Chinese
and US economies as well as growth in domestic
demand and oil price increases.”

Chikahiko Honda
Grant Thornton, Japan

However, not all countries have
experienced a favourable trend. In
Taiwan for example, strong regional
competition means that a balance of
+39% in 2003 expecting selling prices to
rise turned into -8% expecting a decline
in the current survey. In Japan, although 

deflation is easing, it is clearly still
affecting expectations, with a balance of
–17% still expecting a fall in selling
prices. And South Africa has
experienced a steady and sizeable 
fall in its positive balance, from 
+71% in 2003 to +43% this year.



Exports
The global average of businesses
expecting to export is edging up
gradually, from +15% in 2003 to +20% in
this year’s survey. This reflects the healthy
expansion in the global economy over the
past three years, which has helped drive
international trade. Countries in Asia and
America have been the main beneficiaries
of this buoyant backdrop.  But the EU is
finding it difficult to generate export
growth. Our survey shows that a balance
of +21% of EU respondents expect
exports to grow in the next 12 months,
against +22% in last year’s survey. A large
decline in the proportion of Polish
businesses expecting to increase exports
(from +31% last year to +12%) and
rather smaller declines in Ireland and
Sweden explain the fall. In Poland’s case,
it may be that exporters are finding it
harder to penetrate the EU market than
they expected, though the strong zloty is
a major contributory factor in
constraining export growth. 

Outside the EU there were some
large movements from last year, led by
sharp declines in Australia and Canada,
probably reflecting the strong exchange
rate in both cases. Businesses in Turkey
and Mexico are appreciably more bullish
about export prospects than they were
last year. In Turkey, this may reflect the
significant progress achieved last year in
curbing inflation, while medium-sized
businesses in Mexico continue to benefit
from the strength of the US economy.
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“Strong labour supply expansion and vigorous
output growth are boosting employment
throughout the Mexican economy.”

Héctor Pérez
Sales, Sáinz – Grant Thornton S.C., Mexico

Héctor Pérez
Salles, Sáinz – Grant Thornton S.C., 
Mexico
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Employment 
Global employment expectations remain
buoyant as the healthy pace of world
growth continues to generate new jobs.
A balance of +33% of businesses (35%
including Mainland China) expect to
increase their workforce over the next 12
months. 

If realised, this would build on the
strong growth in employment last year,
when employee numbers increased at
the fastest pace in the four-year history
of our survey. A balance of +28% of
businesses increased their workforce, up
from +26% in 2004 and around +10% in
both 2003 and 2002. The fast-growing
economies of India, Mainland China
(not included in the global figure to
ensure comparability) and Argentina led
the way in 2005 as shown in figure 5,
with India in first place for the second
year in a row. 

Figure 5: Change in the number of people employed in the past year (% balance*)
India 67
Argentina 63
Mainland China 51
Turkey 43
Hong Kong 41
Malaysia 41
South Africa 41
Australia 40
Canada 39
Ireland 36
US 35
New Zealand 32
Global average 31
Mexico 31
Philippines 28
Sweden 28
Thailand 28
Singapore 27
Luxembourg 25
UK 21
Poland 16
Russia 15
Taiwan 14
Spain 12
Germany 11
France 5
Japan 5
Greece 3
Netherlands 3
Botswana -2
Italy -6
* the balance is the difference between the proportion of businesses indicating an increase and those indicating a decrease



Among the global regions, the
weakest job creation last year, as in 2004,
was in the EU where economic activity
remained disappointing. However, with
the region’s largest economy, Germany,
reporting an unexpected +11% balance
of businesses increasing their workforce,
against stagnation in 2004 and
contraction in the previous two years,
the gap against other global regions
narrowed. The impact of Germany’s
modest revival in terms of job creation
was partially offset by Italy, whose
economy stagnated in 2005, resulting in
contraction in job numbers. 

A number of countries that have
consistently posted strong employment
growth continued to do so last year.
These include Australia, Canada, New
Zealand, Turkey and the US. In most
cases these countries expect job creation
above the global average in the next 12
months as domestic and overseas
demand remains strong. The exception is
New Zealand, where labour shortages
rather than weak demand appear to be
the key factor in constraining further
robust employment creation. 

Expectations for the next 12 months
also show that India retains its position
at the head of the employment creation
league, and by a wide margin, with
almost 70% of companies expecting to
increase job numbers (see figure 6).
These aspirations will be boosted by
recent reports suggesting that increased
public spending could push the annual
economic growth rate towards 10%.
Other countries with expectations of
strong employment creation are, as in
2005, Argentina, Mainland China and
Turkey. The US and Mexico join this
group as both now enjoy economic
upturns accompanied by strong job
creation.

The eurozone features prominently
in the slow growing group. Growth in
output in 2006 is expected to be at a
slightly better pace than in recent years,
however it remains unexciting and offers
little scope for job creation. 

8

Figure 6: Employment expectations for 2006: Strongest and weakest (% balances*)
Strongest Weakest
India 69 Poland 10
Argentina 50 Germany 8
Mainland China 49 Italy 6
US 45 Luxembourg 6
Mexico 44 Botswana 3
Turkey 44 France 2
* the balance is the difference between the proportion of businesses indicating an increase and those indicating a decrease

“Taiwan’s economic
growth remains
healthy, but businesses
are suffering from
political turbulence,
high oil prices and
strong regional
competition. These
factors have negatively
affected business
confidence.”

Yu-Ming Lo
Grant Thornton, Taiwan



Profitability
Businesses are more optimistic about the
outlook for profitability than they were
in 2003, before the current upswing in
the international economy got fully
under way. However, muted
expectations in East Asia (excluding
Mainland China) continue to depress the
global average, see figure 7. Strongly
negative sentiment in Taiwan and Japan
is still bearing down on the overall
outlook for East Asia. In the EU,
lacklustre economic growth is
constraining profitability. North
America by contrast is very buoyant. 
The global average (excluding Mainland
China) is +41% in the current survey,
against +45% last year. The strongest
expectations are in those countries
where turnover prospects are brightest –
Mainland China and India – and where
there are firm expectations of being able
to raise selling prices, as in Russia (see
figure 2). At the other extreme, Taiwan’s
expectations continue to deteriorate.
The negative balance has increased from
-7% in 2004, to -11% last year and -21%
this year. This partly reflects pessimism
regarding selling prices in an extremely
competitive environment, where
Mainland China continues to set the
pace. In Japan, selling prices are under
even greater pressure. Given the
persistence of deflation, profitability is
expected to suffer as a result, with a
balance of –9% foreseeing a decline. 
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Figure 7: Expectations of profitability (% balance*)
70
60
50
40 EU

30 NAFTA

20 East Asia

10 Global ave

0
-10

2003 2004 2005 2006

EU 17 32 33 29

NAFTA 54 60 58 57

East Asia (exc. China) -1 4 9 1

Global average 31 42 45 41

* the balance is the difference between the proportion of businesses indicating an increase and those indicating a decrease

Yu-Ming Lo
Grant Thornton, Taiwan



Investment
Investment expectations for plant &
machinery have edged up over the past
year, continuing the upward trend
evident since 2003 (figure 8). This is
consistent with widespread expectations
that the global economy will continue to
grow at a robust pace. However, the
upturn in new buildings intentions has
been reversed. Several countries,
including the US, which has a large
weighting in the global calculation, have
seen a decline. 

The most positive investment
expectations are evident in Mainland
China. It is in first place in figure 2 in
terms of new buildings, where future
development has been spurred by an
easing of restrictions for converting land
from agricultural to commercial usage
and of course by the economy’s ongoing
dynamic expansion. This factor
underpins the country’s appearance in
fourth place for plant & machinery
investment. Poland also features
prominently in the table for both types
of investment helped by continuing EU
co-financing.

Singapore retains its position as the
country with the weakest investment
intentions, with even lower balances
than last year. This is despite its
continued appearance among the
‘extremely optimistic’ group regarding
economic prospects in the year ahead.
Taiwan is almost as downbeat about
investment, but at the same time is the
most pessimistic country in our survey
about the economy, exports, and
profitability. 
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“A bureaucratic
approach remains a
prominent feature 
of life in Russia.
Regulations /red
tape continue to
constrain business
expansion, but the
position is gradually
improving.” 

Sergey Aslibekian
Grant Thornton Trid, Russia

Figure 8: Expectations of investment – global averages (% balance*)
50
40
30 Plant &

20 Machinery

10 New buildings

0
2003 2004 2005 2006

Plant & machinery 26 35 40 41

New buildings 14 19 27 23

* the balance is the difference between the proportion of businesses indicating an increase and those indicating a decrease
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Constraints on growth

We asked businesses about the
constraints on their ability to expand
Regulations/red tape is the most
significant constraint on business
expansion (figure 9), as it was in earlier
surveys. But lack of availability of a
skilled workforce is not far behind at the
global level and in some regions, East
Asia and NAFTA, it is regarded as the
main constraint.

Figure 9 shows the extent to which
skilled workforce shortages have
assumed greater significance as a
constraint on business expansion after
three years of strong global economic
growth. Shortage of orders/reduced
demand has diminished in line with the
buoyant economic backdrop.
Availability of finance (shortage of
working capital or long-term finance)
has continued to decline as a factor,
while the cost of finance has stabilised at
the lower level established last year.
However, these global averages mask
significant differences among the various
countries in our survey as shown later in
this chapter. For example, cost of finance
is regarded as a significant constraint in
Botswana, Poland and Russia. 

Figure 9: Constraints on expansion 2003 to 2006* (%**)
2003 2004 2005 2006

Regulation/red tape 35 37 36 35
Lack of availability of skilled workforce 31 23 28 30
Shortage of orders/reduced demand*** – 32 27 25
Shortage of working capital 24 22 20 17
Shortage of long-term finance 22 19 18 17
Cost of finance 20 18 17 17
* data excludes Mainland China for comparability with previous surveys

** % of respondents rating this 4 or 5 on a scale of 1 to 5, when 1 is not a constraint and 5 is a major constraint 
*** this option was not surveyed in 2003

Sergey Aslibekian
Grant Thornton Trid, Russia
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Regulations/red tape as constraint
In most countries, the proportion of
respondents citing regulations/red tape
as a constraint is close to the global
average (figure 10). There are however
some marked divergences. In Europe,
the issue is viewed as a much greater
problem than in other global regions,
with four EU countries and Russia
occupying the top five places. Poland
leads the way with 56% of businesses
citing this issue as a major constraint.
Although this is well down on last year’s
outcome (72%), Polish businesses
identify that bureaucracy is still the
number one barrier to expansion.
Accession to the EU has not made the
problem any better and in some cases has
made it worse. Further progress in
transition to a market economy appears
to have somewhat alleviated concerns
about red tape in Russia. This year’s
outcome of 54% compares with 58%
last year. Significant movements in the
other direction are seen in Italy and
Turkey, which have moved sharply up
the rankings of countries viewing
regulations/red tape as a constraint.

Figure 10: Regulation/red tape as major constraint on expansion plans (%*)
Poland 56
Russia 54
Greece 53
Germany 52
Netherlands 50
Argentina 47
Turkey 47
South Africa 45
Italy 43
Mexico 43
Botswana 42
New Zealand 42
Sweden 38
Australia 37
Global average 35
India 34
Mainland China 34
Philippines 34
Malaysia 33
UK 33
Luxembourg 32
US 31
Canada 30
Ireland 30
Spain 30
France 29
Japan 28
Hong Kong 24
Thailand 19
Taiwan 19
Singapore 8
* % of respondents rating this 4 or 5 on a scale of 1 to 5, when 1 is not a constraint and 5 is a major constraint



Countries in East Asia are least
concerned about regulations/red tape. In
Singapore, the proportion of businesses
perceiving this as a constraint remains at
a low level, just 8%. This is a reflection
of the government’s continuing efforts to
provide every encouragement to
entrepreneurs. Taiwan and Hong Kong
also feature among countries with
relatively low concerns about red tape
and in both the level of concern has
diminished markedly from last year.

Lack of availability of skilled
workforce as a constraint
Given the buoyancy of the global
economy, it is surprising that workforce
skill shortages increased only slightly
between 2005 and 2006, at the global
level, as a perceived constraint on
business expansion, see figure 9. The
continuing economic upswing in 2005
failed to increase the proportion of
respondents citing this factor, nor did it
raise the number of countries where this
was the major constraint. Indeed, this
figure declined from eight to seven,
despite an increase from 24 to 30 in the
number of countries included in the 

survey. In Ireland and Turkey, two
strongly growing economies,
regulations/red tape surpassed
availability of skilled workers on this
occasion. The same change was seen in
New Zealand and the UK, but both
experienced quite sharp economic
slowdown last year. By contrast, the US,
in its third year of above trend growth,
entered the group of countries citing
skill shortages as the main impediment
to expansion. Likewise Australia,
Canada and Spain – countries with
persistently solid growth in recent years
– remain in that category (see figure 11).

13

Regulations/red tape

56 Poland

54 Russia

53 Greece

52 Germany

50 Netherlands

47 Turkey

45 South Africa

43 Italy

43 Mexico

42 New Zealand

34 India

33 Malaysia

33 UK

30 Ireland

Lack of skilled workforce

52 Botswana

50 Australia

49 Thailand

44 Canada

35 Luxembourg

33 Spain (joint with shortage of

orders)

32 US

Shortage of orders/reduced
demand
58 Japan

58 Sweden

44 Mainland China

39 France

39 Hong Kong

38 Taiwan

33 Spain (joint with lack of skilled

workforce)

26 Singapore

Cost/availability of finance

50 Argentina (shortage of long-

term finance)

42 Philippines (cost of finance)

Figure 11: Most significant constraint on expansion plans (%*) 

* % of respondents rating this 4 or 5 on a scale of 1 to 5, when 1 is not a constraint and 5 is a major constraint



Shortage of orders/reduced demand
as a constraint 
Only eight countries cite shortage of
orders/reduced demand as a constraint.
Heading the list jointly are Sweden and
Japan (see figure 11). Though showing
encouraging evidence of recovery from
the weakness of the past 15 years, the
Japanese economy still lacks strength,
and medium-sized businesses clearly do
not yet feel confident that demand is
sufficiently strong to underpin
expansion. Sweden’s position at the top
of this group is not unexpected, since it
occupied the same place in last year’s
survey. However the economy is
expanding at a solid pace and it is
difficult to explain why business owners
persistently feel shortage of orders as
such a strong constraint. 

Clearly, economic dynamism does
not preclude countries from appearing in
this group. A number of East Asian
economies, including Mainland China,
that are experiencing boom conditions,
and Spain, one of the fastest growing
economies in the EU, are also included.
But the proportion of respondents citing
this as the main constraint is relatively
low in some of these countries, and their
appearance may simply reflect the
absence of serious constraints, or that
they have become accustomed to even
faster expansion than they now perceive
to be feasible. 
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“Employment growth in Australia has been very
strong in recent years and a shortage of skills is
clearly apparent in many parts of the economy.
Business owners now regard this as the main
constraint on expansion.”

Robert Quant
Grant Thornton, Australia

Robert Quant
Grant Thornton, Australia



Finance – shortage and cost – as a
constraint
Relatively few countries perceive this as
a major constraint. In the majority of
cases, less than a fifth of business owners
cited cost or availability of finance as an
impediment to expansion. There are a
number of important exceptions
however. In Argentina shortage of long-
term finance was cited as the main
constraint by 50% of respondents, but
cost and shortage of working capital also
featured prominently. In the Philippines,
cost of finance was considered the major
constraint on expansion (see figure 11).
Around four out of ten respondents in
Botswana and Mainland China cite all
three financial factors as constraints and
around three in ten in Greece, Japan,
Mexico, Thailand and Turkey.

Payment periods
Sales invoice payment periods vary
significantly among the 30 countries in
our survey. Russia, with an average
payment period of 26 days, edges just
ahead of Mainland China as the most
prompt in effecting settlement (figure
12). These two are well ahead of third-
placed Germany, reflecting the
prevalence of cash on delivery (COD) in
these economies, where around 40% of
businesses receive payment in 1-7 days.
This provides an interesting contrast 

with Germany, where only 4% of
invoices are paid within 7 days, but a
high proportion (39%) are settled in 8-
29 days, which is matched by Poland. In
these two countries over 40% of invoices
are settled within a month, well ahead of
the next EU country, the Netherlands,
with 24%. 
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Figure 12: Average days for payment of sales invoices
Russia 26
Mainland China 27
Germany 35
Poland 36
Australia 37
India 38
New Zealand 38
US 40
Canada 41
Argentina 42
Sweden 42
Netherlands 43
South Africa 44
Thailand 44
Global average* 46
Luxembourg 46
UK 47
Philippines 49
Turkey 49
Mexico 50
Hong Kong 51
Botswana 52
Ireland 55
France 56
Singapore 59
Japan 62
Malaysia 63
Taiwan 65
Spain 76
Italy 81
Greece 84
* data excludes Mainland China for comparability with previous surveys



The slowest payers, as in earlier
surveys, are Greece, Italy and Spain.
Greece has seen a steady lengthening in
average payment periods in recent years,
from 68 days in 2003 to 84 days in 2006.
With Italy experiencing a slight
improvement over the past year, from 85
to 81 days, Greece now occupies the
bottom position. Over half of businesses
in Greece have to wait for more than 90
days for payment.

At the global level, (excluding
Mainland China for comparability) the
average payment period has been
remarkably stable at 46 or 47 days since
2003. This masks divergent trends in
individual countries, with the
deterioration in Greece noted above and
some other countries, such as Singapore,
offset by improvements elsewhere. The
largest movements between 2003 and
2006 are shown in figure 13. The sharp
rise in Singapore was between 2003 and
2004. Since then there has been a modest
improvement, but the position in Greece
and Taiwan continues to deteriorate. 
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Figure 13: Main changes in average days for payment of sales invoices 
2003 to 2006*
Greece 16
Singapore 15
Taiwan 13
Japan 7
Mexico 6
South Africa 6
Turkey 6
Spain -4
France -6
* change since 2004 for Taiwan and Turkey (neither was included in the 2003 survey)



Profit margins under increased
pressure in past 12 months
The past year has seen a substantial
increase in pressure on profit margins.
One fifth of medium-sized companies
globally report a substantial increase and
a further two-fifths an increase. Only
11% of businesses surveyed said that
pressure on margins had decreased,
while just 2% report a substantial
decline. This gives a global balance of
+47% experiencing increased pressure,
with little variation across the global
regions – NAFTA +53%, the EU +47%
and East Asia +41%.

The greatest pressure on profit
margins, with a balance of over 60% of
respondents citing an increase, was seen
in Taiwan (81%), Germany (74%),
Ireland (67%), the UK (64%) and
Thailand (60%) (see figure 14). These
countries are diverse in their economic
performance and well-spread
geographically. Similarly, the weakest
pressure (and even a decrease in Turkey’s
case) was seen in five countries with a
vastly different economic experience.
Clearly, the global macroeconomic
backdrop has virtually no impact in this
context – we need to look instead at
specific factors affecting each country. 
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Profit margin pressure

Kon Yin Tong
Foo Kon Tan Grant Thornton, 
Singapore

“Singapore’s open free-market economy makes
competition very keen, keeping selling price
increases low.”

Kon Yin Tong
Foo Kon Tan Grant Thornton, Singapore

Figure 14: Top and bottom five countries experiencing profit margin pressure (% balance*)
Taiwan 81
Germany 74
Ireland 67
UK 64
Thailand 60
Global average 47
Japan 9
Greece 8
Argentina 6
Spain 3
Turkey -6
* the balance is the difference between the proportion of businesses indicating increased pressure and those 

indicating decreased pressure
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Main drivers of the squeeze on
margins 
The main driver of the squeeze on profit
margins at the global level, cited by 56%
of respondents, was pressure from
customers to keep prices down (see
figure 15). These pressures were
particularly strong in Singapore (78% of
respondents), Botswana (69%) and
Greece (67%). The fiercely competitive
environment in which many businesses
operate reinforces this pressure. The fact
that almost half of those surveyed cited
increased domestic competition as a
factor, implies that businesses had little
alternative but to respond to pressure
from customers to subdue prices.
Interestingly, the proportion of
businesses in Mainland China citing
increased domestic competition as a
driver, at 65%, was among the highest in
the world, see figure 16. This highlights
the fact that the impact of the country’s
competitiveness is not restricted to the
international arena where it is the focus
of much comment and publicity.

At a time of soaring oil prices and the
impact of a third year of robust global
growth on commodity prices, the
increased cost of fuel and raw materials
were identified as major drivers of profit
margin pressure by around half of
respondents. Manufacturing businesses
were naturally most adversely affected,
with 70% or more of the sector in many
countries citing the rise in raw materials 

Figure 15: Drivers of profit margin pressure (%*)
Pressure from customers to keep costs down 56
Increased cost of raw materials 50
Increased domestic competition 48
Increased cost of fuel 46
Employment related costs 42
Compliance with government regulations 37
Increase international competition 27
Currency fluctuation 20
* the balance is the difference between the proportion of businesses indicating increased pressure and those 

indicating decreased pressure

“Sound profit margins are essential for healthy
businesses and to provide a platform for
expansion. Our survey shows that medium-
sized enterprises are responding vigorously to
the challenges to profitability in a highly
competitive environment.”

Sue Palmer
Grant Thornton International

as a major contributor to the squeeze on
profit margins. Businesses in Botswana,
Thailand and Russia suffered most from
higher fuel costs. Botswana is heavily
dependent on imported fuel and
Thailand imports a large proportion of
its oil and gas requirement. In Russia, a
major net exporter, domestic prices have
been allowed to increase as the economy
continues its market-oriented reforms.
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Employment-related costs were
identified by 42% of businesses, with
Thailand (69%) and the buoyant
Argentine economy experiencing most
pressure from this source. By contrast
only 20% of businesses in Singapore and
24% in the Philippines identified this
factor.

Figure 16 shows the three indicators
where divergence from the global
average was significant. For the other
indicators, there was generally little
variation. The burden of complying with
government regulations was felt most
acutely in Thailand (55% of respondents
against a global average of 37%).
Increased international competition was
cited by 27% of businesses, but in only
five cases – four of them in the EU – was
international competition given greater
prominence than domestic competition.
Currency fluctuation was mentioned as
a factor by only 20% of those surveyed,
but exerted severe pressure in Botswana
(84%) followed by Thailand (60%). 

Figure 16: Pressure on profit margins: Indicators showing sharpest variations – country comparison 
Fuel costs Increased domestic competition Employment costs
Thailand 84 Thailand 78 Thailand 69
Botswana 83 Turkey 68 Argentina 60
Russia 62 Mainland China 65 Poland 58
Global average 46 Global average 48 Global average 42
Hong Kong 35 Sweden 32 Russia 32
Argentina 32 France 28 Philippines 24
Netherlands 28 UK 26 Singapore 20
* % rating the driver 4 or 5 on a scale of 1 to 5, when 1 is not a driver and 5 is a major driver

Sue Palmer
Grant Thornton International
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Pressure from customers to
keep costs down
78 Singapore

67 Greece

66 Germany

65 Mexico

63 France

63 South Africa

62 Malaysia

61 Sweden

61 US

60 Canada

60 Netherlands

59 Ireland

58 Australia

56 Taiwan

55 UK

53 Spain

49 Luxembourg

48 New Zealand

Increased cost of raw materials

65 Mainland China (jointly 

with increased domestic 

competition)

63 Philippines

61 Argentina

50 Hong Kong

41 Italy

Increased domestic competition

68 Turkey

65 Mainland China (jointly with

increased cost of raw

materials)

60 Japan

53 India

Other

84 Botswana (Currency fluctuation)

84 Thailand (Increased cost of fuel)

62 Russia (Increased cost of fuel)

58 Poland (Employment related

costs)

Figure 17: Main driver of profit margin pressure for each country (%*) 

* % rating the driver 4 or 5 on a scale of 1 to 5, when 1 is not a driver and 5 is a major driver

The main factors cited as driving
profit margin pressure in each country
are shown in figure 17.

Methods to improve or maintain
profitability
In seeking to maintain or improve profit
margins, businesses are most likely to
aim for cost reductions. Almost 90% of
companies globally indicated that they
adopt this method, with well over 80%
of respondents in virtually all countries
following this route. Singapore (59%)
and India (62%) were the main
exceptions. In these countries, other
methods were much more likely to be
adopted, notably improving cash
management with over 80% of
respondents in both cases. 

Improving cash management was the
next most popular option after cost
reduction for improving profit margins
at the global level, see figure 20. Again,
well over 80% of businesses in most
countries cited this method, but there
were some exceptions, with only around
two-thirds of those surveyed in Japan,
the Netherlands, the Philippines and
Taiwan citing this. 

Investing in technology, systems or
procedures, in joint third place as a
method for addressing profit margin
pressure, showed considerable
divergences among the countries
surveyed. In five countries – Argentina,
Canada, Ireland, South Africa and the
US – over 85% of respondents cited this
method. In the US, the proportion was
93%, an impressive figure, but
symptomatic of this dynamic economy.
At the other extreme, only 34% of
respondents in Taiwan and 48% in
Thailand cited this as a means of
maintaining/improving margins.
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Global pressures

Globalisation, technological progress and

higher fuel prices are among the factors

increasing pressure on profit margins for

medium-sized businesses worldwide.

Pressure on profit margins varies enormously

between sectors and within each sector

depending on the market segment. A key

determinant of the intensity of pressure is the

extent to which the goods or services

produced by a business are traded

internationally.  

The most intense pressure is evident in

manufacturing. Output is highly tradeable

internationally and the sector is thus fully

exposed to the impact of globalisation. Labour

cost advantages are rapidly transmitted to

markets around the world. Figure 18 shows

hourly compensation rates in manufacturing

across the world and demonstrates starkly

how increased international competition is

contributing to downward pressure on prices

in the global marketplace. 

A frequent response to the threat posed

by international competition is to transfer

operations to another country to secure the

benefit of more competitive labour costs.

Lower wage cost countries in Eastern Europe

and East Asia are the main focus of such

activities. Our survey revealed that one in ten

businesses worldwide have already

outsourced some of their production and

many more firms have plans to do so. Well-

managed companies are able to retain control

of strategic, planning and support operations

in the country in which they are located. They

can stay competitive by reducing labour costs

in the actual manufacturing process, although

managing the fluctuations in currency

exchange rates remains a significant issue. 

In the retail market, intense competition

for business is also squeezing margins. One

factor is that prices are being forced down due

to the increased number of customers who

use the internet to compare prices and find the

lowest price retailer. Among retailers

themselves, sourcing goods from low cost

suppliers is essential in the drive to remain

competitive. Harnessing technology has

become vital in this area and this can also play

a significant role in improving efficiency and

expanding the business. In IBOS 2005, we

examined the impact of modern

communications technology on business. A

key question was the extent to which e-mail

and the internet were helping develop the

business by increasing turnover and

enhancing efficiency. Figure 19 shows the

positive role modern communications have

played in the view of enterprises in many

countries on business expansion.

The recent rise in fuel costs is having an

effect on most businesses, but in particular

those in manufacturing with high energy inputs

and transport companies with large vehicle

fleets. For some sectors this increased cost is

being passed onto the customer, in particular

where they are only competing domestically.

All businesses are facing competitive

pressure. They are responding in a number of

ways, as highlighted on page 20 of this

supplement. In addition, they are outsourcing

activities, using cheaper immigrant labour

where possible and are increasingly looking

towards technology as a way of lowering their

production and stock management costs.

Figure 19: Use of e-mail and the internet to increase turnover/revenue – top 6 countries
(% balance*)
Philippines 76
India 70
Spain 53
Mexico 42
Ireland 31
Hong Kong 29
Global average 12
* the balance is the difference between those who agree and those who disagree

Source: Grant Thornton IBOS 2005

Figure 18: Manufacturing employment costs in selected countries in 2004 ($/hour in
steelmaking)
Germany 32.5
Sweden 28.4
UK 24.7
France 23.9
US 23.2
Australia 23.1
Japan 21.9
Italy 20.5
Spain 17.1
Taiwan 6.0
Czech Republic 5.4
Mexico 2.5
China 1.2
India 1.1
Sources: US Department Labour; Experian estimates for India, China and Ukraine 



More involvement of senior
management in key client relationships
was the other method featuring in joint
third place. Interestingly, the two
countries with the highest proportion
adopting this procedure were the
African neighbours, Botswana (88%)
and South Africa (90%). In Mainland
China, 88% of respondents also cited
this method.

Efforts to reinforce marketing/sales
campaigns were most evident in
Botswana, Hong Kong and the
Philippines, all with over 80% of
respondents mentioning this as a
response to profit margin pressure. Least
reliance on this method was seen in
Japan (35%), Poland and Italy, both with
50%. Japan and Italy have both
exhibited weak economic growth in
recent years, suggesting that respondents
viewed more intense marketing as
unlikely to boost demand. In Poland,
consumer demand slowed abruptly last
year and businesses are perhaps
uncertain about prospects for 2006.

Increasing prices was undertaken by
just over half of businesses surveyed.
This attempt to improve profitability
was cited by 69% of respondents in
Ireland, New Zealand and the UK. At
the other extreme, only 27% in
Mainland China and Singapore had
recourse to this method.

22

Figure 20: Methods to maintain or improve profit margins (%*)
Reducing costs 87
Improving cash management 81
Investment in new technology/systems/procedures 76
More involvement of senior management 76
in key client management
Increasing marketing sales campaigns 69
Increasing prices 51
Eliminating non-core services activities 49
Reducing excess capacity 49
Reducing prices 43
Merging with or acquiring other companies 29
* % citing method to maintain or improve profitability

“It is not surprising that investment in new
technology, systems and procedures is an
important method for maintaining or improving
profit margins. Intense global competition is
causing Canadian business owners to explore
new and innovative strategies to improve
productivity and develop products and services
that will sustain their growth and profitability
for the future.”

Alex MacBeath
Grant Thornton, Canada

Key features among the remaining
methods: 
• eliminating non-core activities was

most frequently cited in Botswana
and South Africa (around 70%)

• reducing excess capacity in Taiwan
(71%) which is suffering severely from
competitive pressures in the region

• reducing prices to boost sales was
cited by 60% of respondents in
Ireland, followed by several East
Asian economies and Poland

• merging with or acquiring companies
showed marked divergences, ranging
from 47% in the US and 45% in South
Africa to just 8% in Japan and
Singapore and 3% in Thailand. There is
a marked regional difference between
NAFTA (44%) and East Asia (17%). 



The survey results are generally
encouraging. Business performance
expectations of medium-sized
enterprises for the year ahead remain
upbeat, in line with the buoyant global
economic background. Another year of
healthy business growth is in prospect. 

But the bright picture is tempered in
a number of ways. Business expectations
in several eurozone and East Asian
countries remain subdued. In the
eurozone, respondents are cautious
about the durability and strength of the
fragile economic revival that emerged in
the second half of 2005. Similarly, in East
Asia, businesses in Japan have yet to be
convinced that deflation is ending and
that the economic recovery can be
sustained. Fears of another false dawn
persist. Elsewhere in the region,
competitive pressures are strong,
depressing expectations about turnover,
selling prices and investment. 

Strong competition, though a major
concern in East Asia, is not restricted to
that region. At the global level, businesses
report an intensification of profit margin
pressure over the past year, stemming
largely from pressure from customers to
keep prices down and increased domestic
competition. At the same time,

constraints on expansion, from
regulations/red tape and lack of
workforce skills, persist. Regulations/red
tape is perceived as the main threat in 14
of the 30 countries included in the survey. 

Competitive pressures are unlikely
to abate, and in the near term there is
little likelihood that the constraint posed
by regulations/red tape will ease.

However, the global economy is
performing even better than expected
this year with growth forecasts upgraded
for Japan and the eurozone. It remains to
be seen whether this will be translated
into improved business performance
expectations in next year’s survey. 
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Summary and conclusions

Alex MacBeath
Grant Thornton, Canada
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Owners Survey (IBOS) was carried out among
more than 7,000 owners of medium-sized
businesses from 30 countries/territories during 
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European Business Survey (EBS) which Grant
Thornton International ran from 1993 to 2001. 
The research was conducted by Experian Business
Strategies Limited and Harris Interactive.
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