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Thirty-five executives 
gathered at IMD on April 
3-4 to learn about the 
implications of the shift 
in economic and political 
power back to Asia. Four 
IMD professors, along 
with guests Simon PEH 
Yun-lu, Chandran Nair, 
Marc Laperrouza, Suddha 
Chakravartti and Nina 
Ninkovic shared their latest 
research and observations 
on Asia. The main issues 
covered were: Global 
transformations and Asian 
dynamics; the rise of the 
massive urban middle 
class; the impact on Africa, 
Latin America and MENA 
of global markets; Asian 
innovation; and access to 
resources.

Asia, as first defined in ancient Greece by 
Herodotus, is a European concept that refers 
to “Not Europe” rather than to a geographic 
area with a homogeneous culture. Indeed, 
Asia – the largest continent and a multicultural 
melting pot – contains 49 countries, covering 
44.6 million km2 or 8.8% of the Earth’s surface 
area or about 30% of its land area. In fact, there 
are essentially four Asias: Islamic Western 
Asia, Southern (India), East (China – the 
largest part), and Southeast Asia (crossroads 
of all three: Islamic, Indian, Chinese). 

Until the 19th century, Asia was the center 
of global economic power. The Silk Road was 
a means to exchange goods and ideas with 
other countries in the east and with Europe. 
Europe’s rise during the industrial revolution in 
the 19th century started the Age of Imperialism 
and the relative demise of Asia – by 1949 
Asia’s share of world GDP was less than 20%, 
compared with 60% in 1839; China declined 
from 33% of world GDP to less than 4% over 
the same period. In the 21st century, however, 
Asia, led by China, is re-emerging as economic 
and political power shift from west to east.

Against this backdrop, global executives 
must continuously scan the horizon for changes 
in their operating environments. The Discovery 
Event highlighted some of the issues they 
need to have on their radar screens to better 
navigate in the “new global disorder.”

The rise of the massive 
urban middle class

One challenge global executives need to keep 
on their radar is the impact of the rise of the 
massive urban middle class. Chandran Nair, 
speaking via videolink, offered provocative 
views on the impact of Asia adopting the 
Western business model that promotes 
consumption and underprices resources. The 
effect on the planet would be catastrophic. 
Asia’s population is projected to reach 5 to 
6 billion by 2050, yet if its companies and 
consumers continue to believe that growing 
by consumption is the path out of poverty, this 
would require many more resources than are 
available worldwide. It is simply unsustainable. 
Recently the Intergovernmental Climate 
Change Partnership (ICCP) released reports 
showing that climate changes are worse than 
predicted, and Asia is suffering from floods, 
fires and droughts.

Mr. Nair urged Asian countries to be in 
the vanguard of redefining prosperity, away 
from consuming ever-more of an expanding 
pie. Rather, prosperity should be defined as 
access to food and water, sanitation, basic 
housing needs, public health and education. 
In contrast to the Western model, adopting 
this perspective would require preserving 
natural resources to be prioritized above 
economic growth. In addition, because 
natural resources are limited, it would entail 
putting the common good above individual 
rights. For example, if all Asians aspired to 
own a car, as Westerners do, there would 
be 3 billion cars on Asian roads. But in many 
cities, citizens are already feeling the impact 
of too many cars – in both pollution and traffic 
jams. Therefore, not all Asians should have 
a car. In sum, Mr. Nair’s view would mean 
considering the full price of natural resources 
including the related externalities. 

He noted that markets, technology and 
finance will not solve the world’s problems. 
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which included developing economies 
typically pursuing import substitution.

The current multilateral trading system 
was designed by trading partners that 
understood one another (Canada, EU, 
Japan and the United States). It worked 
as long as the Western model dominated. 
However, with Asia’s reemergence it 
is beginning to fall apart and achieving 
consensus is proving almost impossible, 
as evidenced by the lack of progress in 
the Doha Round. Alternatives to remove 
barriers to trade have been mooted, such as 
the two “mega-regionals”: the Trans-Pacific 
Partnership (TPP), between 12 Pacific Rim 
countries, and the Transatlantic Trade and 
Investment Partnership (TTIP) currently 
being negotiated between the European 
Union and the US. The global trading 
system, however, represents a flagrant 
illustration of the new global “disorder.”

The changes in the global economy 
mean that the hub-and-spoke model, in 
which most trade originated from the OECD 
countries towards the rest of the world, no 
longer applies. Now, in addition to traditional 
trade patterns, there is significant south-
south trade, which accounts for more than 
25% of global trade today (see Figure 1).  

Figure 1:The End of the Global Hub and 
Spoke Economy

China is a leader in this new order. 
There are 35 countries whose exports 
are more than 15% reliant on China. 
Trade between China and the African 
continent has increased more than six-
fold in the past decade, reaching US$120 
billion in 2011. 

China’s importance as a trading partner 
to Latin America has also increased 
significantly. The China Development 
Bank provides more money to Central and 
South America than the InterAmerican 

Rather, the state should play a strong 
role, to impose restrictions, price natural 
resources correctly and define success 
differently. Rules are all-important in this 
context and citizens also need to assume 
responsibility. Corruption is endemic in both 
strong and weak states; only focusing the 
issue on countries in Asia and Africa is a 
delusion. Mr. PEH Yun-lu described how, 
since the creation in 1974 of its Independent 
Commission Against Corruption, Hong 
Kong had made strides in this regard. 
With an institutional focus on community 
education, prevention and law enforcement, 
Hong Kong was able to become one of the 
least corrupt places in the world – it was 
the first Asian society in Transparency 
International’s corruption perception index 
(2013) and ranked 15 worldwide.

Reshaping Global Markets: 
The Impact on Africa, Latin 
America and MENA 

Another topic for executives to pin to the 
radar is how global markets are being 
reshaped. Professors Lehmann and Braga 
outlined six simultaneous forces that are 
shaping 21st century globalization: the 
Chinese revolution, the ICT revolution, 
the climate revolution, the global market 
revolution and the political revolution. 

They focused on the Chinese revolution, 
which was unleashed in 1979 when Deng 
Xiaoping started the process of opening 
China to the market economy. The speed 
and scope of the change launched by Deng 
is staggering. Today, China represents 15% 
of global GDP (PPP) and is the banker to 
the United States. The world increasingly 
depends on the Chinese locomotive. In his 
reassessment of risks, economist Nouriel 
Roubini claims a slowdown in China 
represents the biggest downside risk to the 
world economy.

Compare this to the context in which 
the multilateral trading system was 
developed. During that time the world 
was broken into three categories: The first 
world, comprising the market-oriented, 
OECD countries in which the vast majority 
of trade and investment took place; 
the second world, made up of centrally 
planned economies; and the third world, 
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We have gone from 
a divided world to an 
integrated world; and 
an integrated world is 
much more difficult to 

manage.” 
– Renato Ruggiero, 

WTO Director General 

We are part of the 
state, we need to take 
ownership, we need to 
build it, we need to be 

tactically astute.  
– Participant



Development Bank (IADB) and the World 
Bank combined. However, Professor 
Braga pointed out that trade relations are 
asymmetric. For example, China is Brazil’s 
number one trading partner and a sought 
after investor. Whereas for China, Brazil 
is a source of natural resources, a minor 
source of foreign direct investment and a 
minor, albeit growing, source of imports.

Challenges and Prospects 
of Asian Innovation

A related subject global executives must 
have at the top of their minds is innovation 
in Asia. Professor Yu highlighted Chinese 
companies’ increasing participation in the 
global economy using the case of Chinese 
car company Dongfeng. In February 
Dongfeng and the French government had 
each agreed to infuse $1.1 billion cash into 
the ailing car company Peugeot. The new 
structure would give the Peugeot family, 
the French government and Dongfeng 
equal ownership at 14% each. How could 
Dongfeng, considered an inferior car maker 
by many, inject so much cash into Peugeot?

Dongfeng had easy access to cheap 
capital through the Chinese government or 
its banks. It had lower labor costs and could 
take advantage of its strong, growing local 
market. Finally, as a former state-owned 
enterprise, its relationships with government 
officials played a role, since unlike Western 
companies it was not held accountable for 
quarterly performance.

China is not the first country whose 
companies that have grown through a 
process of first learning through local 
markets, growing regionally, expanding 
internationally and then dominating 
globally. Toyota did the same thing in the 
United States.  

The Chinese battery company BYD 
began by supplying batteries for mobile 
phones. It progressively moved to electric 
scooters, electric buses – 24 of them 
exported to Los Angeles – electric cars and 
sports cars. Time will tell if it is successful. 
However, one positive indicator is that 
Warren Buffet still has the 10% stake he 
bought in 2008.

To climb up the value chain, China 
needs to innovate and move from low- to 
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When it comes to 
innovation, China is 

now in it to win, i.e. add 
more value; the West 

is in it not to lose.

Asia needs to free itself 
from subservience to 
the Western model.

high-earning jobs. It is a dynamic market 
in need of talent. Dr. Laperrouza shared 
the story of a Swiss engineering company 
wanting to set up an R&D center in China. 
Currently 700,000 engineers graduate 
annually from Chinese universities, of 
whom only 10,000 are highly qualified. 
The R&D director went on a two-month 
recruitment road show. He received 600 
CVs, made offers to three candidates, and 
ended up hiring one engineer – who left 
the company after three months. China is 
not alone in its need for talent. Professor 
Dhanaraj emphasized that all Asian 
countries needed to train people to solve 
unstructured problems. 

However, China is investing heavily in 
education and R&D. Like Germany, China 
invests close to 2% of its GDP in R&D. 
China has innovation clusters that are 
supported by both the provinces and central 
governments. Dr. Laperrouza showed how 
China’s innovation evolved. Until 2000, 
China “innovated” through copying. This 
was its well-documented brand copying 
phase. One extreme example was its 
“Apple Store” – even when Apple was not 
yet in China. The model was copied so well 
that even employees believed they were 
employed by the Cupertino firm!

At the turn of the millennium some 
companies started to come up with local 
innovations – essentially improving on 
existing products or services – while others 
engaged in cost innovation (reducing price 
while offering the same functionalities). In 
the past five years, the most innovative 
companies have excelled at business 
model innovation. The business model of 
Tencent – China’s largest internet service 
provider – is to charge for value-added 
services, unlike its Western counterparts 
such as Google, Facebook and Twitter 
which built a user base and are now trying 
to monetize it through advertising!

Western companies can also learn 
much from the last phase and from the  
shanzhai mobile phone industry. The 
ecosystem allows firms to bring a mobile 
phone to market in just 37 days by following 
very simple rules: Innovate the production 
process for speed and small cost savings, 
share as much information across the 
value chain as possible, run small batches 



Figure 2: Oil and Gas 
Chokepoints

The world is more than 85% dependent upon 
fossil or non-renewable resources. Most of 
the energy supply is in geopolitical sensitive 
areas. By 2030, more than half of the 
energy demand is predicted to come from 
China and India.

Transporting oil and gas from the Middle 
East to meet Asia’s rising energy needs 
highlights the link to security. All ships have 
to pass through three major choke-points 
(see Figure 2). These routes explain some 
of the increased tension in the area already. 
China is not worried about borders so much 
as it is concerned about keeping these vital 
shipping routes free, hence its interest in 
islands and establishing links with, or indeed 
control of, ports. It is also working to improve 
its relations with Myanmar, through which 
it wants to build a pipeline to decrease its 
dependence on shipping.

Water is another key resource. Dr. Ninkovic 
pointed out that, to meet its water demands, 
China has built more dams in the last 50 years 
than all other countries combined. It is currently 
building 60 more. When its Three Gorges 
Dam, the world’s largest, starts working at full 
capacity, it will tilt the Earth a few millimeters. 
This project displaced approximately 1.3 
million people and submerged about 100 
towns. The implications for downstream 
countries are real. Environmental changes 
and pollution have caused vital rice fields to 
dry up. 

Access to energy and water helps a country 
feed its population. More so than ever, supply 
of all three must be met sustainably.   

We will not be bored!

We live in chaotic times. Asia faces both 
demographic and resource pressures that 
will influence how its main players act in 
order to secure their economic prosperity. 
There has never been a green industrial 
revolution, so these newly industrializing 
countries face huge challenges without the 
benefit of a guidebook.

Furthermore, historically there has never 
been a shift in power without conflict. When the 
global pie is expanded there must be difficulties, 
for example issues with the lack of institutional 
frameworks on food, energy, security and the 
environment. On the positive side, Asia is 
creating new business models and trying to 
address these issues. 

 

to test the market, and don’t make it until 
you have a buyer. 

Professor Dhanaraj spoke about risks 
to Western companies. He used India’s 
production of generic drugs as an example. 
At first, Western companies reacted to the 
threat through litigation. However, over 
time, as generic producers chipped away 
at its markets, one biopharmaceutical 
company, Gilead, joined them and agreed 
to a new business model. It helped the 
copycat company produce safe molecules 
that would not harm its consumers. In 
exchange, the two companies divided 
geographic regions in which they could 
sell their differently priced medications, 
and Gilead was still able to recover its 
investment in the new medication.

Resources in Asia

No matter where in the world they are located, 
global executives must keep resources – 
over which most conflicts have been fought 
– on their radar. Professor Chakravartti and 
Dr. Ninkovic described how the four critical 
resources of the 21st century – energy, 
water, food and the environment – are 
linked to national security.

The supply of these resources is falling 
at the same time as there is increasing 
demand. Professor Chakravartti observed 
that countries need the 3As + S: 
• Availability of resources: Are the 

resources in the right place? 
• Accessibility: Even if a country or the world 

has enough of a resource, is it reachable?
• Affordability: Can people afford it?
• Sustainable: Is it sustainable? 

Page 4 www.imd.org insights@IMD

Human geography is 
not the same as political 
geography. Who cares 

if there’s plenty of 
water in China? It’s not 

accessible, available 
and affordable in Asia.

Source: University of Texas, www.lib.utexas.edu/maps/islands_oceans_poles/indianoceanarea.jpg


