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NAVIGATING THE FUTURE 
How global trends will impact your business 

IMD’s MBA class of 2015 welcome you to Navigating the Future. Here, we share viewpoints on global 

issues and trends and their impact on business models, industries and economies. 

From the drivers of digitization, the sources of resource constraints to market-driven regulatory 

reforms and macro-economic uncertainties in emerging and emerged markets – we reflect on 

scenarios for business to consider, to drive or to mitigate against. How should your business respond? 

We invite you to contact any of us to share your own perspective or to discuss these issues and how 

they affect your business.  
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FOOD SECURITY 
Food Security in Sub-Saharan Africa

Introduction 
Food security can be defined as the availability, 

affordability, quality, and safety of nutrition for 

a given population. Currently, three extreme 

aspects of this paradigm undermine the state 

of food security. The first is malnutrition due to 

insufficient nourishment from lack of 

availability and affordability of food. High levels 

of food wastage are the second and as much 

as 40% goes uneaten in developed countries 

(Gunders, 2012). The third, a relatively new 

phenomenon mostly seen in North America is 

an unbalanced diet. This leads to high levels of 

obesity and the occurrence of type two 

diabetes.   

While the earth can produce enough food to 

feed the expected nine billion 2050 population, 

the area forecasted with the largest population 

growth, Sub-Saharan Africa (SSA), remains a 

net food importer.  Despite SSA having roughly 

25% of the world’s arable land, the region’s 

agricultural output and production levels lag 

most other countries (FAO, 2012). As the 

longevity of the current agribusiness model is 

called into question, SSA faces both the 

challenge and opportunity to address its food 

security issues and become a net exporter. 

Large Scale Farming 
A Solution for SSA’s Food Security  

SSA needs to embrace modern farming in 

order to ensure food security. 

In 1798 Malthus predicted a bleak future of 

poverty and misery in a world where the 

increasing needs of a growing population 

perpetually outpaces the increases in 

capability of food production (2).  

Africa’s population is expected to double to 2 

Billion by 2050, it displays the highest rate of 

undernourishment of any region in the world 

(~25%), and improvements in crop productivity 

are lagging behind all other emerging regions 

(Figure 1), a crisis seems at hand in SSA (3) (4) 

(5). 

 

Figure 1 Total factor productivity (TFP) index (1961-
1965=100) 

Source: Team analysis, data from USDA, Data World Bank 

That said, SSA has unused arable land (6), and 

opportunity to make significant gains in crop 

productivity through the incorporation of 

modern farming technology.  Counties with 

high-yield agriculture provide evidence that 

advances in output are correlated with the 

predominance of large-scale industrial 

farming (Figure 2). In order for the African 

continent to feed itself it needs to transition 

from primitive farming used as a survival 

mechanism to modern industrial farming as a 

means to economic growth and prosperity. 

 

Figure 2: Distribution of Farm by Size, % of land holdings 
Source: FAO. World Census of Agriculture. multiple years.  

Preconditions for Large-
Scale Farming in SSA 
Before diving into the relevant investments 

which a transition to large-scale farming 

requires, it is important to understand the 

business system of a large-scale farm.  

The business system of large-scale farms can 

be divided into three parts: procurement, 
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production, and distribution. Procurement 

encompasses sustaining a close supplier 

network, strong purchasing power and high-

quality seed sourcing. Production includes the 

availability of technical equipment, irrigation 

systems and qualified labor force. Distribution 

relies on maximizing selling power and 

ensuring market access through distributor 

management. Thus, the three key success 

factors in the business system are utilizing 

high-quality seeds, irrigation systems, and 

trained employees. The structure of the 

business system needs to respond to the main 

buyer purchasing criteria for commodities 

such as agricultural products - price. 

Government investments in large-scale 

farming could significantly improve 

productivity. Specifically, investments are 

required in four areas: R&D, labor force 

development, infrastructure and institutional 

reform.  

An increase in agricultural productivity can be 

achieved through investing in crops optimized 

for the SSA climate and soil conditions. Labor 

force productivity would benefit from better 

education and dedicated measures against 

HIV/AIDS (5). Regarding infrastructure, roads, 

water storage for agricultural use and storage 

infrastructure to reduce food waste are 

needed. Furthermore, it is vital to manage 

natural resources in a sustainable way to 

prevent problems such as over usage of 

forests, soil erosion or groundwater depletion 

(7). In order to incentivize and secure 

implementation, government agencies should 

monitor and evaluate the development of the 

agricultural sector. Furthermore, they should 

guide the future development through policies 

and supporting programs.     

Farm owners must also make private 

investments in order to increase productivity 

and maintain sustainability.  For instance, it is 

key for farms to pay appropriate wages to their 

employees, in order to create a level of security 

in the work force. Since this measure has a 

negative short-term financial impact on the 

farm, implementation needs to be monitored 

by a third-party. Moreover, the security of 

workers must be furthered through replacing 

seasonal contracts by permanent ones. Again, 

the financial impact can hamper 

implementation, which makes third-party 

control and unionization a vital counter-

measure. Another point of importance is the 

installation of an irrigation system as well as 

the purchase of tractors and other relevant 

technical equipment. These investments 

require not only financial resources but also 

technical know-how. On the financial side, 

farms could tap into government and donor 

funds. On the technical side, it is vital to 

provide relevant training to employees. On the 

purchasing side, farmers need to buy seeds 

which are suitable for the SSA soil and climate 

and produce a high yield. Overall, the result of 

these investments will be an increased 

productivity and crop harvest, which translates 

into a monetary benefit for the farm owner.  

Seeds for Success 
The green agricultural revolution that 

happened in other developing countries barely 

touched Africa. Productivity in Sub-Saharan 

Africa remained stagnant since 1960 until 1985 

and then began to grow at the low rate of 1%, 

much below the average growth rates in Latin 

America and South East Asia (9). In order to 

catch up with the rest of the world, significant 

changes are required for SSA. 

Better Infrastructure 
Investing in irrigation 

The current coverage of irrigation systems in 

all of Africa is only 6% of the harvest area, with 

60% coverage concentrated in five countries: 

Egypt, Morocco, Sudan, Madagascar and South 

Africa. Only 3.2% of the SSA harvest area has 

irrigated cropland. Being such, SSA’s coverage 

is well behind the 14% of Latin America and 

the 37% in Asia (9).  

According to the simulation run by the US 

Department of Agriculture, if the area covered 

by irrigation systems in SSA doubled, the 

expected increase of output would be 2.9%. (5). 

There are currently several alternatives for 

small and large-scale farming. The cheapest 

option is treadle pumps starting at US$20 to 

US$50, with the capacity of irrigating 0.5 

hectares (9). Considering that 58% of the 

population in the region lives below the poverty 

line (10), this amount remains unaffordable in 

general standards to evolve from subsistence 

farming to industrial farming. 
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Higher Prices 
Turning farming from subsistence to a 

business investment 

Subsidies in developed countries and the BRIC 

economies distort market prices and create 

incentives for capital investment to be 

concentrated in otherwise higher-cost 

production locations. In 2012 alone the EU, 

USA, China and Brazil the amount of 

agricultural subsidies surpassed US$ 250 

billion (5) compared to negligible amount in 

SSA. Even though OECD countries have 

gradually been decreasing the level of their 

subsidies as a percentage of the gross 

farmers’ receipts, agricultural heavyweights 

such as Brazil, China and India have been 

rapidly increasing their spending on 

agricultural subsidies (Figure 3).  

Figure 3: Subsidies as a % of gross farm receipts in OECD 
countries, India and China 

 

Source: OECD Agriculture Monitoring and Evaluation 
Dataset, WTO and FAO Stat. 

This creates downward pressure on the prices 

of agricultural goods and decreases the 

profitability of farmers from countries which 

cannot afford similar level of spending on 

subsidies. Hence, the lower ROI of farms in 

SSA reduces the attractiveness for new 

investments. 

Better Seeds 
Wider adoption of Hybrid seeds or 

Genetically Modified crops in Africa to 

boost yields and nutritional value  

Improved seed quality represents a sizeable 

opportunity for transforming the state of the 

African agriculture. Different from other 

emerging markets, Africa has not benefited 

from the advancements in biotechnology, so 

the quality of life of millions has not improved 

as it could have.  

Even though Africa represents 15% of the 

world’s population, it accounts for only 2% of 

the world’s GMO market (11). South Africa is 

the only SSA country cultivating genetically 

modified crops commercially.  

Research has estimated that over a million 

deaths in the emerging world could be 

prevented by adopting genetically modified 

breeds of rice with enriched content of vitamin 

A. Using water-efficient maize seeds could 

raise the yield by 20-30%. Genetically modified 

seed of cowpea, one of the African content’s 

staple foods, is another example of potential 

dramatic improvements in yield (12). It is not 

possible to achieve those improvements by 

traditional hybrids. 

New Mindset 
Adoption of technology requires 

education change across the continent 

The transformation that SSA requires not only 

technological, but also an educational change 

to support the technological adoption. A 

simulation of policy impacts by US Department 

of Agriculture shows that investing in 

agricultural research (especially in crop 

adaptation) could drive a 7.1% yield increase 

(5). Today the region with less than 5 years of 

average schooling does not have the technical 

capability to develop these crops and to adopt 

more efficient and productive techniques.  

Another mindset change is related to the 

discussion of GMOs. The SSA countries need to 

assume the responsibility of their own 

progress and avoid being influenced by 

societies that are at a different stage of 

development. A recent example is Kenya. In 

2012 Kenya’s government decided to ban the 

import of genetically modified food products 

under the influence of a report that condemned 

the effect of GMOs on human health. The 

scientific community later heavily criticized the 

report, but nonetheless, the legislation that 

Kenya adopted is still in force (12). The SSA 

countries have good reasons to question how 

GMO products should be regulated, but they 

should do so evaluating the risks and 

opportunities that both, adopting GMOs and not 

adopting GMOs could bring to their societies. 

Conclusion 
Although there are many alternative solutions 

for SSA farmers, the best method to ensuring 

the future of food security for SSA lies in large-

scale industrial farming.  In order for this to be 

possible, SSA needs to tackle several 

preconditions both in the public and private 



Navigating the future 2015 

6 

domain; most notably investments in 

infrastructure, agricultural research, 

education, and institutional reforms.  As the 

fragmented agriculture market of SSA 

consolidates, large scale industrial farmers 

will need to prioritize high quality sourcing, 

irrigation systems, and skilled employees to 

meet the buyer’s purchasing criteria, price. In 

summary, the transformation necessary for 

SSA to become a self-sufficient food supplier 

requires also the mindset change that 

embraces technological advancements and 

development of skill sets needed in farming. 
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THE FMCG IMPERATIVE 
Adapting business models in response to global trends  

FMCG? 
Every day, 3.6 billion individuals around the 

planet use “Fast Moving Consumer Goods,” 

better known as FMCG products. The FMCG 

industry encompasses household and personal 

care items, packaged foods and beverages, as 

well as alcohol and tobacco products. The 

latter category being the largest one in the 

overall $4Tn industry accounting for $450bn of 

annual revenue (1). The industry as a whole is 

currently projected to grow at a rate of 4% over 

the next few years, exceeding the overall global 

growth rate of 3.1% (2). 

 

Despite the positive growth rates, the FMCG 

industry is impacted by a number of key trends 

that are forcing the industry to rethink its 

strategy. First, changing lifestyles and ever 

increasing consumer demands have pushed 

FMCG companies such as Nestlé, Mars, 

Pepsico and P&G, amongst others, to adapt 

immense product portfolios over time. L’Oreal 

currently juggles with over 40,000 stock-

keeping units (SKU’s) in order to cater to 

consumers all around the globe. This 

tremendous product portfolio has allowed 

L’Oreal to create “globally-local” expertise by 

analyzing local consumer demands and 

subsequently tweaking its standard product 

offerings to accommodate local tastes. By 

fostering this type of customer intimacy, these 

once local brands have managed to create 

dominant market positions via global flagship 

brands across continents. Despite these 

dominant positions and flagship brands, FMCG 

companies fight for market share in a heavily 

commoditized landscape. As a consequence, 

they have been forced to adapt a business 

system that is characterized by: 1) mass 

production supply chain configuration reliant 

on economies of scale, 2) vertical integration of 

raw materials access and production, 3) 

centrally organized marketing operations, 4) 

significant R&D spending. The combination of 

these elements has allowed FMCG companies 

to remain profitable by creating locally 

“tailored” products that try to induce brand 

loyalty while at the same time minimizing 

production costs. 

Second, many industries are impacted by 

environmental, societal or regulatory changes, 

and the FMCG industry in particular. On the 

production/supply side, the industry is 

becoming more resource constrained while 

simultaneously facing tougher regulatory 

conditions. The trend of resource scarcity is 

pushing naturally endowed economies to 

impose protectionist measures to ensure 

national profit retention from these existing 

imbalances. Moreover, increasingly educated 

consumers in western economies demand 

nutritional products that are more impact-

aware, examples include GMO’s free food 

products and animal free testing on skincare 

products.  

The final trend significantly impacting the 

FMCG industry is the evolution of global 

income distribution driven by the rise of the 

consuming class in the developing world. By 

2020, more than 1Bn new consumers (with 

disposable incomes in excess of $2,500 per 

year) will be added to the global economy (3). 

FMCG companies are well positioned to benefit 

from these potential new customers, however 

these customers exist in areas where FMCG 

has not enjoyed historical brand strength or 

brand awareness. To compete at this new 

frontier FMCG companies will have to adapt 

their go-to market strategies significantly. 
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They will need to reduce package size, 

economize input costs and speak the language 

of the emerging consumer, as some 

companies have already started doing. This 

evolution will define success for FMCGs as we 

move into the middle of the 21st century. 

Accessing these new potential demand pools, 

cannot be done profitably with the existing 

FMCG business system.  

Now on your plate, soon to 
be found in a museum 
The above quote by Belgian luxury chocolatier, 

Dominique Persoone, paints a gloomy picture 

of one of the most beloved FMCG products: 

chocolate. Over the past six years, cocoa prices 

have doubled and by 2020 the world will face a 

cocoa shortage of an estimated 1 million tons 

per year (4).  

 

This is in part due to low efficiency production 

methods at cocoa farms (only producing 10% 

of the potential output), aging trees and tree 

diseases. Increasing public visibility in the 

supply chain has forced many chocolate 

producers to approach the supply side 

differently, incorporating certified sustainable 

production methodologies and fair trade 

practices with rural farmers. The resulting 

relationships have improved land productivity 

and farming practices, improving the tenuous 

supply situation, though not solving it. 

Chocolate manufacturers have taken multiple 

approaches to dealing with cocoa shortages. 

Belgium’s Pierre Marcolini and Dominique 

Persoone have moved away from the 

mainstream chocolate market, which they feel 

will fade away, and have positioned themselves 

in the hyper premium segment of the market 

which is growing at 5.7% vs. 1.3% in the 

mainstream market (5). One of the global 

leaders in this latter segment, Mars, has set up 

a large scale co-development program aimed 

at providing 150,000 cocoa farmers with 

knowledge, technology and fertilizer in order to 

improve overall productivity and crop stability. 

In doing so Mars has created a sustainable 

ecosystem that allows farmers to obtain fair 

prices for their produce and provides Mars with 

a steady supply of high quality cocoa. Other 

companies such as Cargill are tackling the 

problem by vertically integrating or expanding 

production capacity by looking at new 

production sites. In reworking their existing 

business system, chocolate producing 

companies such as Mars are trying to avoid a 

world where chocolate will only be served to a 

happy few. 

The case of skincare 
An emerging consumer class at the base of the 

income pyramid creates new opportunities for 

companies. More than 75% of the world 

population is situated at the base of the 

pyramid earning below $10,000 annually (6). 

This creates the challenge for FMCGs to 

develop brands that match the key criteria of 

affordability, acceptability, availability and 

awareness of the target markets. 

 

Unilever and P&G are both at the forefront of 

developing alternative branding and 

distribution strategies in new markets. For 

instance to increase availability FMCGs are 

forced to explore new distribution channels 

because a large portion of consumers in 

emerging markets don’t have access to typical 

distribution channels such as supermarkets or 

malls. P&G created the “Golden Store” concept 

in Mexico that was aimed at developing a 

network of local “mom and pop” stores that 

sold smaller quantity packages more suited to 
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low income families. The network has 

expanded to more than 220,000 stores that 

generate annual revenues of $16Bn.  

Unilever on the other hand, increased 

acceptability of its products via its Shakti 

program which relies on female entrepreneurs 

to market and sell local Unilever (Hindustan 

Lever) products in rural areas. To date there 

are approximately 45,000 such entrepreneurs, 

making the venture a success measured by its 

impact on local communities as well the 

successful new market entry for Unilever (7).  

The examples of P&G and Unilever show that 

FMCG brands have to go beyond typical ‘’local 

branding’’ of their products. Teaming up with 

locals to sell products and introducing new 

micro-financing schemes are two such ways of 

coping with the challenges and opportunities 

that emerging markets pose for FMCG 

companies. 

Conclusion 
Future success in the FMCG industry relies on 

fundamentally re-imagining the business 

system that has been applied to date. A more 

sustainable ecosystem at the production end of 

the spectrum combined with locally adapted 

brands that evoke trust and credibility at the 

consumer side will allow FMCG giants to 

remain profitable in the foreseeable future. 

Rather than going for the typical mass 

produced one-size-fits all approach, the 

industry should rethink the current supply 

chain model. FMCGs must allow for local 

production to be tailored to the needs of people 

in emerging markets, as the majority of future 

profit potential stems from those economies. 

Companies such as P&G and Unilever have 

shown that strategies aimed at activating low 

income consumers are both profitable and 

sustainable. By being local, FMCG corporations 

will be able to both contribute to and tap into 

the local community and, at the same time, 

have a better control over critical resources 

that are vital to sustained success. 

FMCG shows to be an industry where certain 

players have been responsive to the global 

trends that are threatening to undermine their 

current business systems. When companies or 

industries in general are faced with these type 

of trends and challenges (changing consumer 

behavior, increased regulation, resource 

scarcity etc.), the responses all too often 

originate from the conventional economic 

dictionary: vertical integration, cost cutting, 

acquisitions etc. While those might work for 

some, the examples of Mars, P&G and Unilever 

clearly show that when less conventional paths 

(ie. an FMCG company engaging in micro-

financing) are explored, the actions can lead to 

new profit pools and competitive positions 

rooted in sustainable business systems. 
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THE SPARK OF ELECTRICITY 
An industry in dramatic change

Introduction 
Electricity is a crucial sector that provides a 

basic service to all other industries as well as 

to households. It is therefore one of the main 

pillars for all world economies. 

 

An increasing need for 
energy 
Over the last decade there have been a certain 

number of relevant events that have pushed 

governments and societies to rethink the 

structure of the electricity sector. Rethinking 

includes  the usual issues related to the sector 

(environment, sustainability, economy), as well 

as external trends such as the increase in LNG 

supply, the US change from oil-importer to oil-

exporter, and the phasing out of nuclear power 

following the Fukushima nuclear disaster.  The 

above issues have increased the pressure for a 

global reform. What previously was presumed 

as a very stable industry, due to its commodity 

status and very regulated markets, has 

become a volatile industry under constant 

pressure. But the many interests involved are 

making its transformational process 

particularly delicate and complex. It is not easy 

to find a straight solution and a common 

agreement to make advancements in 

electricity. 

One of the key forces putting pressure on the 

industry is population growth, resulting in 

increased demand for electricity.  

The next graph illustrates the expected 

evolution in energy demand: 

 

The world population and the global economic 

growth are expected to drive the electricity 

demand upwards of 50% between 2012 and 

2040. The graph above shows the split of the 

demand amongst various sources, and whilst 

the fossil fuels are expected to remain the 

primary energy source, the renewables 

(beyond hydro) are expected to be the fastest in 

growth. 

Two other trends that are fueling the harshest 

debate amongst stakeholders are resource 

scarcity and climate change. As far as 

resources are concerned, coal, oil and gas are 

not infinite and there is a major consensus that 

supplies will only last for a maximum of 

another century.  

The graph below explains the expected 

evolution of fossil resources (coal, oil and gas): 

 

If this is not an issue for the current and next 

generation, it will be for the following one. The 

awarness of this is one of the main factors in 

pressurising governments, energy companies 
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and society to find new ways to produce and 

distribute energy. 

Another important factor is climate change 

that is the most complicated and controversial 

topic. Increasing world temperatures is often 

mentioned by experts as the most worrying 

signal. Current temperature levels, and their 

expected evolution, are already considered by 

some to be beyond the point of non-return.  

The chart below contains the EPA 

(Environmental Proteation Agency) forecast on 

temperature increases by 2050: 

         

The choices amongst different sources of 

energy are the major drivers of temperature 

fluctuations and are constantly under critique. 

The current expectations depict a scenario in 

which temperature averages will increase by 

7.5oF by 2050, a very alarming level that, should 

it materialize, would have massive effects 

spanning across agriculture, energy, health, 

plants, animals, ecosystems, forest and 

recreational/coastal areas. 

By mapping the different known sources of 

energy with respect to their abundance and 

ecological impact, we can highlight renewable 

energies (solar, wind, hydro, geothermic, etc.) 

as having the highest net social value:

 

The entire electricity industry model is 

consequently shifting from conventional to 

renewable sources of energy. 

Challenges of renewables 
Renewable energies, despite their social value, 

contain challenges that need to be overcome in 

order to ensure the viability of the electricity 

industry’s model. 

The graph below shows a typical demand profile 

of an individual household monitored every two 

minutes: 

 

Source: The Environmental Change Institute, University of 

Oxford, at 

http://www.mpoweruk.com/electricity_demand.htm, last 

visited 16.06.2015 

Even though the demand profile of an 

individual household is very volatile, the 

aggregate demand for the industrial, domestic, 

and residential consumers in a community 

tends to even out the overall demand profile. 

In addition, despite the fact that the aggregate 

demand varies during the day, as well as over 

the course of the year due to seasonality; it 

does so in a fairly foreseeable pattern, as 

depicted in the following chart: 

 

Source: Lawrence Berkeley National Laboratory, at 

http://www.mpoweruk.com/electricity_demand.htm, last 

visited 16.06.2015 

Similarly to the electricity demand pattern, the 

supply inherent from renewables is also 

volatile. As a result, there is a mismatch 

between demand and supply, as portrayed 

subsequently: 
 

http://www.mpoweruk.com/electricity_demand.htm
http://www.mpoweruk.com/electricity_demand.htm
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Source: http://www.ieer.org/reports/NC-Wind-Solar.pdf 

 

With increased penetration of renewable 

sources, the grid is undergoing a shift from 

predictable dispatchable generation to variable 

non-dispatchable generation. This adds a new 

level of uncertainty and volatility to the grid 

that causes an array of problems as the 

relative proportion of variable generation 

versus traditional dispatchable generation 

increases. 

Since generation from renewable sources is 

unpredictable, it becomes challenging to 

schedule and manage traditional generation 

assets to compensate. Renewable sources 

also tend to be geographically concentrated 

and isolated, triggering problems related to 

transmission limitations.  

Grid and renewable operators are struggling to 

react to such changes. Options such as adding 

additional gas turbines to compensate for the 

variability of renewables are being debated, but 

these are flawed solutions given that they 

fundamentally offset the benefits and purpose 

of deploying renewable sources. Wind 

operators can curtail their output to reduce the 

impact, but doing so forgoes generation and 

reduces the value of wind output. 

In order to compensate for the inherent 

volatility of renewable energies, two main 

shifts need to take place:  

First, a behavioral change needs to occur from 

a consumption point of view. The main 

challenge here is to reduce peaks of 

overproduction and the corresponding higher 

prices. Smart-meters can address that 

challenge by evening out consumption 

throughout the day. Smart-meters enable a 

two-way communication with Smart-grids, 

matching supply and demand with their 

response signals. This can incite consumers to 

adapt their electricity usage. Regulation and 

policies have a significant role to play to ensure 

a successful rollout of Smart-meters and their 

incorporation into grids. Tariffs could also be 

applied to incentivize a behavioral shift, both 

from the customer perspective and from a 

competition side. 

Secondly, storage of electricity is needed to 

compensate for the above-mentioned daily 

fluctuations and unpredictability in electricity 

generation due to several factors (e.g. lack of 

wind of sun), which are drawbacks of 

renewable energies currently available. Storing 

electricity is a solution that benefits from 

constant technological improvements and 

breakthroughs. Significant investments are 

required to raise storage capability and 

flexibility. 

A business model in 
transition 
In order to find their place in the new 

landscape, reflecting changes in the electricity 

industry, utility companies will have to rethink 

their role in the sector.  

One possibility is for companies to be 

aggregators of electric power. They will provide 

financing and grid connection, acting in a 

marketplace of service providers by sharing 

energy infrastructure. 

An alternative for the utility companies is to 

become service providers, offering distribution, 

storage service and electricity insurance. 

A third possibility is to see a patchwork of 

“centralized” electricity providers: companies 

investing in central wind and solar assets, with 

conventional plants on standby to compensate 

fluctuations in renewables. 

The old industry model has involved 

conventional energy sources such as coal and 

nuclear plants guaranteeing a base load while 

gas-fired plants were used to address 

increased demand during peaks. Coal and 

nuclear plants were designed to operate at 

100% capacity hence they served as base load. 

As wholesale electricity prices spiked during 

peak hours, the electricity companies 

maximized their revenues. However, in the new 

industry model, government regulations and 

subsidies make renewables viable. Also, as the 

marginal cost of producing renewable 

electricity is zero, they have priority to grid. 

Hence, renewable sources guarantee that the 

base load and conventional plants will be used 

to cater to peak demand. However, this results 

in margin erosion for traditional companies.  

http://www.ieer.org/reports/NC-Wind-Solar.pdf
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The old industry model involved centralized, 

large generation plants where transmission 

and distribution were a natural monopoly. As 

these plants required huge capital investment 

and long project tenure, the old model involved 

few large public enterprises. This ensured 

stable cash flows and margins, yet given the 

high investment, the return on capital 

employed was low. Scale of operations, along 

with integration across the value chain, was a 

key success factor for business. Also, these 

companies operated plants of different energy 

sources (nuclear, coal and hydro) to balance 

their portfolio. The consumer had limited 

control on the price of electricity.  

With changing regulations and subsidies, 

renewables have become a viable source of 

electricity. Given the flexibility to build small-

scale renewable power generators, the 

industry is migrating from centralized to 

decentralized generations. Hence we can 

witness the ‘Prosumer’ model where the 

consumers have become producers of 

electricity. However, transmission and 

distribution still remain a natural monopoly. 

Excess supply due to the installation of 

renewables resulted in a drop in margins for 

companies operating conventional energy 

plants. Hence traditional companies are 

migrating from conventional energy plants to 

being service providers such as building and 

operating renewable captive power plants. 

These companies will be asset light and shift 

from being generators to aggregators. 

Technology improvement to reduce storage 

costs and investment in smart grids will 

determine the effectiveness of the new industry 

model. However, regulation will remain the 

driving force for the new model to be 

successful. 

Conclusion 
Electricity is an industry in transition, pushed 

out of its current business model by a growing 

population with an ever-increasing demand, by 

the need to move away from greenhouse gas 

emissions to put a halt to climate change, and 

by a necessity to move to more abundant 

sources of energy. 

Decentralized sources of renewable energies 

are the keys to unlock the industry’s transition, 

but they present challenges that need to be 

addressed, from a regulatory perspective, from 

the consumer and from a macro level. The 

addition of smart meters to enable two-way 

communication to the grid, combined with 

electricity storage capacity, will help 

compensate for the renewables’ fluctuations 

and accommodate supply and demand. 

The existing players in the electricity industry 

will need to adapt their business model to 

thrive during and after the transition.

 

Source: 3M, 2015
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BIG DATA 
From opportunity to impact  

Introduction 
Today we are surrounded by Big Data, which is 

being rapidly generated by increased use of 

social media, mobile devices and smart 

devices such as sensors that can communicate 

without human intervention. This data is 

typically in an unstructured format, unlike 

traditional databases.  

Now that the required technology is within the 

reach of most businesses the potential payoffs 

of Big Data are great. That is, provided 

companies can capture transformational 

opportunities and tackle the non-technical 

challenges associated with digitization.  

The promise of digitization 
and Big Data 
According to the Gartner 2014 report, Big Data 

has passed beyond the hype cycle into a 

mature state in which Big Data will become 

more useful for organizations of different types 

and sizes (1).  
Bain Capital research (2) reports that 

organizations that use Big Data strategically 

are five times more likely to take faster 

decisions than their peers, three times as 

likely to implement decisions as intended and 

twice as likely to be in the top quartile of 

financial performers. 

An example of the possible payoffs is MGM 

Resorts which developed a Big Data analytics 

system to help it understand how consumers 

of different profiles respond to promotional 

programs. In 2012, the system brought 

between $1 million and $5 million of 

incremental profits per marketing campaign 

and an 8% increase in return on investment 

(ROI) (3). 

Can all companies reap big rewards? When 

considering which industries will benefit most 

from Big Data we start from the business 

system analysis to identify the benefit from 

topline growth and bottom line improvement.  

On the topline side, the Big Data analysis of 

end user profiles, purchasing behaviors and 

purchasing environments can help product and 

service providers better understand different 

customer segments, and take action on more 

precise market penetration, pricing and new 

products innovation. Take Macy’s for example; 

The retailer gathered and analyzed large 

amounts of customer data ranging from visit 

frequencies to style preferences to create 

personalized customer experiences, increased 

the total customer base and also sales per 

customer. On the bottom line, Big Data can 

facilitate companies in taking operational 

excellence to the next level by providing more 

precise operational forecasts and real time 

adjustment signals. For example, Tesco 

collected 70 million refrigerator related data 

points coming off its units to analyze and take 

proactive maintenance to cut down on energy 

costs (4). 

Currently, we find that industries with huge 

customer bases and tremendous numbers of 

data points per customer benefit directly from 

Big Data. Yet every industry could benefit from 

the data revolution. The trend will continue to 

involve more upstream and downstream 

players and reshape some industries. 

Some players such as taxi booking platform 

Uber, take Big Data beyond functional 

improvement to create a new business model. 

By mapping extensive data from the supply 

side and demand side, Uber transformed the 

traditional taxi business model, causing huge 

industry shake-ups and company growth. 

Case study 
Four levels of digital transformation  

Many firms are now using Big Data to optimize 

their operations. Yet this disruptive 

technological shift has the potential to impact 

businesses and fundamentally change 

industries on four levels:  
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To illustrate, Memorial Sloan Kettering (MSK) a 

healthcare provider, specialized in cancer care, 

is using cognitive computing to apply Big Data 

to its most critical decisions (5).  

It is well documented that the healthcare 

industry is under pressure to improve the cost-

effectiveness of treatment. Establishing the 

course of treatment that is most likely to be 

effective for an individual patient requires 

analyzing knowledge in oncology that is being 

generated so fast that it would take a clinician 

160 hours a week to keep up with medical 

literature. As a result, it can take up to 15 

years for the latest evidence to become 

standard practice according to the Public 

Library of Science.  

MSK set its goal to utilize all the clinical and 

research data that is available to improve 

treatment outcomes. As a result MSK is using 

its medical expertise to teach IBM’s Watson 

(the cognitive computing system that famously 

won the gameshow Jeopardy!) to analyze 

information from a range of sources such as 

medical journals, clinical trials, patient records 

and clinical guidelines. Because it learns to 

interpret natural language, Watson can 

synthesize information from unstructured 

sources as well as databases. It then supports 

decision-making by providing treatment 

options supported by degrees of confidence, 

which are backed by supporting data.  

Using the four-step model, we can see how 

MSK could leverage the analytical and 

diagnostic capability of Watson to disrupt the 

healthcare industry.  

Step 1 
Functional optimization 

The primary objective of the Watson project is 

to drive evidence-based decision making 

emerging from all the latest patient data, 

medical research data from the scientific 

journals and other guidelines and best 

practices. It is estimated that utilization 

management nurses could save much of the 

40-60% of their time that they spend 

aggregating information submitted to health 

plans.  

Watson can also make the treatment selection 

process transparent, by removing subjective 

elements and unconscious biases that medical 

professionals may have, and support every 

decision with clear statistics. 

Step 2 
Business system reconfiguration  

On the second step, the potential for this 

technology for MSK goes beyond process 

enhancement.  

Furthermore, MSK and Watson could also 

analyze screening test results (such as annual 

general check-ups), to identify patients who 

are susceptible to cancer. If Watson could 

identify pre-existing conditions or genetic 

predispositions in patients, which make them 

more vulnerable to cancer, they could be 

monitored better and diagnosed sooner. MSK’s 

business system would thus move from being 

reactive to proactive.  

Step 3 
Industry restructuring 

Once the Watson system gains critical mass – 

reaching a given volume of data, level of 

learning and evidence of outcomes – the 

impact could extend to payer and pharma 

companies’ business system. Treatment plans 

that are outside of Watson’s recommendations 

may demand a higher premium. A transparent 

system for clinical decisions could also enable 

results-based reimbursement models to 

become the industry standard. 

Step 4 
Network domination 

Watson is a continually learning and improving 

system. The ability to provide accurate 

confidence rated recommendations increases 

with the number of data sets and also with 

scale as it learns from mistakes.  

“Having that information and the wisdom 

[Watson’s recommendations] at your fingertips 

can make every doctor the most experienced 

doctor in the world for taking care of that 

particular problem”, Larry Norton, Deputy 

Physician in chief, MSK. 



Navigating the future 

17 

Having gained critical mass, Watson has the 

potential to become the global standard in 

oncology treatment. It could act as the gateway 

to the best collective wisdom in oncology for 

any doctor or clinic.  

MSK could thus license its system to other 

healthcare providers, creating a new business 

model. However, such a model will have to 

contend with regulatory hurdles.  

Enablers and challenges 
Today everyone talks about Digital Economy 

and Big Data. We have seen something similar 

before: In the 2000s, the New Economy was at 

its peak. The technological enablers for the 

New Economy were the internet, evolving 

hardware and especially software, offering 

easy and cheap reproduction once developed 

and potential for high productivity 

improvement (6).  

During this phase, the exit barriers for existing 

players were too high, discussions focused on 

technical functions and capabilities rather than 

productivity or financial benefit. Also, there was 

little visibility of proven players who had 

benefited from new technologies to redefine 

their business models.  

Expectations were high and growth rather than 

profit drove stock prices until the burst of the 

dot.com bubble. Although value existed, the 

hype had not proven to be justified.  

Today’s Digital Economy is driven by new 

technological enablers: hyper connectivity 

fueling Big Data, lower cost of data processing, 

potential to analyze huge amount of data in 

almost real time, and mature business 

networks.  

The non-technical challenges are similar to 

those faced before. So why should it be 

different this time?  

There are several reasons: First, there are 

‘new kids on the block’ who live the new 

business models and threaten industry 

incumbents. Companies such as Uber or 

AirBnB have redefined their industries and 

created huge network effects. Meanwhile, top 

consultancies and IT companies offer business 

transformation services that focus on 

explaining and leveraging the financial and 

productivity benefits that can be achieved 

through technology. Finally, today’s consumers 

are more powerful, with many industries more 

characteristic of pull than of push economies.  

Even though the exit barriers for existing 

companies are still very high, we have most 

likely reached a point where the threat from 

the disruptive new entrants has made it critical 

for incumbents to act.  

There is one important key to the Digital 

Economy that still needs to be addressed: the 

role of regulation and public policy. Most of the 

policy debate surrounding Big Data relates to 

minimizing potential harm from data sharing 

rather how to enable more and better uses of 

data. 

Educational reforms are needed to support the 

growing demand for data professionals. 

Funding agencies need to identify and invest in 

tools and systems for large-scale data storage 

and analysis such as privacy-preserving data 

mining. 

The growth of the digital economy depends on 

the ability to share and re-use data, which is 

currently limited by data residency and 

transfer laws. These create jurisdictional 

challenges and make it difficult to obtain 

ownership and distribution rights, thus 

inhibiting growth and affecting competition.  

Healthcare, education, macroeconomic 

forecasting, weather prediction and financial 

reporting are some of the key areas where 

reform would spur the quick growth and 

adoption of Big Data so that the discussion can 

move from not whether it will be used to how it 

will be used. 

Conclusion 
The rise of Big Data and further digitization will 

require fundamental changes in many 

industries. Markets will be redefined as 
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companies face competitors that they would 

not have previously envisaged. For instance, 

Google recently entered the 

telecommunication industry in the US and 

could redefine the business models and the 

segments like no telco company has done 

before.  

The assets, capabilities, and systems that a 

company requires will also change 

fundamentally. The data that companies 

collect and how that data can connect to 

external information will become more 

significant. Companies will need to train or 

acquire skilled data analysts and establish 

systems that assure data protection.  

As old and new market players try to set 

standards, horizontal coordination will become 

more important. Companies will have to ‘jump 

on the right train’. They can either coordinate 

to protect themselves from being held hostage 

by new standards, try to benefit from a new 

standard, or aim to set the standard 

themselves. 

In regards to company organization, it will be 

crucial that companies lower the exit barriers 

from existing business models. With the power 

of data and transparency, business processes 

and systems will have to change in even faster 

cycles and be more agile 

Eventually, companies will have to think about 

the implications for their margin potential and 

substitutability. Big Data can generate great 

transparency and that could turn highly 

profitable companies into commodities.  

To define the ideal strategy in regard to 

digitization, every company can start by asking 

the following questions on a corporate, 

business unit, and shared services level.  
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DEMOGRAPHIC CHANGES 
How changes in the population composition will drive economic performance 

Introduction 
Demography is the study of statistics such as 

births, deaths, income, and the incidence of 

disease, which illustrate the changing 

structure of human populations.  

The team used three case examples to explore 

how demographic change impacts economies, 

and how governments are responding to these 

challenges today. The challenges differ for the 

developed and the developing world, but when 

analyzing in the case of Brazil, it is expected 

that part of the developing world will soon face 

similar demographic problems as the current 

developed world. 

Finally, the team outlines the implications of 

demographic change on business. 

Demographics are expected to create new 

opportunities (e.g. new markets), but also new 

challenges (e.g. availability of labor). 

Four trends drive 
demographic change 
The key demographic changes are increased 

life expectancy across the world and a 

reduction of birthrates in developed countries. 

For example, the average life expectancy in 

France increased from 66 years in 1950 to 82 

years in 2010, while fertility rate went from 2.75 

to 1.98 (1) (2). Acting together, these trends 

lead to a contracting population pyramid.

 
Figure 4: Evolving world demographic pyramid 

As the population pyramid contracts, countries 

move through three phases of demographic 

change: Expansion, demographic bonus, and 

contraction. 

 

Figure 5: Three phases of demographic development 

During re-expansion phase life expectancy 

increases while fertility rates remain high. An 

example of such a country is Angola, where the 

bottom of the pyramid is expanding rapidly, 

while the working population is not yet 

growing, leading to an increased dependency 

ratio. 

After expansion, countries enter into a phase 

known as `demographic bonus’, where the 

majority of the population is of working age, 

while the bottom of the pyramid is contracting. 

The large working population combined with a 

small amount of people dependent on the 

working population leads to a temporary 

economic boom. Brazil is a country that is 

currently in the economic bonus phase of its 

demographic development. 

The final phase is contraction, of which Japan 

is a good example. In the contraction phase, 

people are ageing out of the workforce, while 

the low fertility rate limits the replenishment of 

the workforce. The result is an increasing 

number of (retired) citizens depending on a 

shrinking workforce. 

Levers 
Demographic changes in the world population 

have caused expectations on real GDP growth 

to decline to between 1% and 1.4% 2005-2050 

(down from 1.6%-2.9% 1960-2005), assuming 

other factors of growth (labor productivity and 

utilization) continue to evolve as evidenced in 

the last decades (3). 
To mitigate this, government policy could 

target different aspects of the labor supply; 

among the “prime-aged workforce”, there is a 

clear opportunity to increase output growth 

through an increased inclusion of women in 

the workforce, increase youth employment and 

encourage a positive net migration (3). 
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The aging population also brings significant 

challenges for the pensions system in many 

developed countries. Many of these are so 

called pay-as-you-go (PAYG) systems, where 

“current contributions finance current 

expenditure” (3). In other words; this can be 

thought of as a Ponzi scheme that functions as 

long as lower layers of the pyramid (i.e. the 

younger generations) are growing faster than 

the expenditures of the dependents. While this 

was true during the 20th century when the 

pension systems were funded, it will face 

serious challenges over the next decades. 

These challenges can clearly be understood 

through understanding how the “dependency 

ratio”, i.e. the percentage of the population 

over 65 years old, will increase over the next 40 

years in many parts of the developed world. 

For instance, Japan will see an increase from 

around 35% in 2010, to above 70% in 2050 (4).  

Policy reforms will need to address this 

imbalance. These reforms could include rising 

the retirement age (also as a percentage of 

new life expectancy), raising pension 

contribution levels (higher taxes) or call for 

more private funding (3). Probably, all these 

measures will need to be addressed to 

alleviate the current challenge. 

Another area that faces spending challenges is 

healthcare. Older people tend to spend more 

on healthcare as they grow older: a teenager 

spends on average below 5% of his average 

GDP per capita on healthcare, while an 80-

year-old person reaches levels close to 20% 

(5). 

Policy reforms aimed at mitigating these 

healthcare costs can target both supply and 

demand-sides of healthcare. Specifically, 

policies can work to reduce demand or to 

increase funding through reducing demand for 

publically funded healthcare. Demand 

reduction can be achieved through an 

increase/introduction of co-payment systems 

to incentivize a reduced demand, encourage a 

physically and a mentally active life to mitigate 

cognitive decline (e.g. through a delayed 

retirement age). Increase of available funding 

and cost reduction could be achieved through 

increased contribution levels, streamlined 

services or better use of benchmarking of 

different providers to increase transparency 

(3). 

Case example 1: Japan 
Japan’s rapidly aging population is putting 

strain on its already fragile economy. 

Increasing life expectancy is combining with a 

decreasing fertility rate to shift healthcare and 

pension outlook and intensify the effect of an 

inverting age pyramid. 

A decreasing fertility rate of 1.391 and an 

ageing demographic - approximately 225 of the 

population is 65 or older, combines with an 

increase in life expectancy projection. To 

negate this effect the government will need to 

increase the fertility rate to 2.07. It would 

necessitate a financial policy that would either 

require a increase in GDP by 8-10% above 2005 

levels or an increase in consumption tax (from 

3% at present to 25-30%). This would prove 

disastrous and greatly reduce the health of 

Japan’s already fragile economy. 

Fertility trends can be attributed to both 

cultural and economic changes that include an 

increasing marriage age, an increasingly slow-

growth economy and young population that is 

becoming increasingly urbanized. The 

employment of Japanese women has shown to 

have a positive correlation with birthrates. 

Addressing these issues would require a 

cultural shift and mentality change that would 

likely require a generation to implement. 

Immigration is Not an Option 
However if Japan were to substantially 

increase immigration of working aged people 

and was to incentivize settlement in semi-rural 

areas of around 400k new residents yearly, this 

would mitigate these economic consequences. 

These populations should be young and 

independent, economically mobile but still 

career dependent because immigrant 

populations tend to be more fertile. They would 

bring a new productivity base and stave off the 

projected decline in population. In this way this 

new population would carry with it a multiplier 

effect provided Japanese social infrastructure 

was adjusted to compensate.  

This strategy was implemented in the late 

1980’s and early 90’s. 300,000 Brazilians of 

Japanese descent were incentivized to return 

to Japan. The results were mixed and 

subsequent economic downturns resulted in 

their return to Brazil in the mid 90’s. The 

primary factor was a lack of integration into 

the highly homogenized Japanese culture. 
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The direct result of continued population 

inversion and deterioration of the dependency 

ratio will be an increased strain on Japan’s 

efficient yet costly health care system, pension 

schemes, and an increase in the overall 

complexity of service provided. Japan’s debt 

burden, though bolstered by high levels of 

savings per capita, is also a contestable issue 

that increases the severity of the country’s 

financial situation while. 

Japan’s Future Outlook 
Japan can expect slower growth and changes 

in aggregate spending patterns. The 

healthcare sector will see increased 

profitability and increased demand while 

education profitability will decline in line with 

the population shift.   

Public policy must seek to change cultural 

mindsets inherent in the Japanese population. 

Such measures are being undertaken currently 

and an increasing pressure from family 

planning organizations, social and community 

programs, and even extreme measures such 

as robotic infant simulations that seek to 

stimulate maternal instincts in the general 

population. Such measures counter the 

declining fertility trend over the long term. 

These, if well implemented, could gain the 

most traction and shift the mentalities of young 

couples who may be more inclined to support 

larger families.  

Case example 2: Brazil 
Brazil is undergoing a profound socioeconomic 

transformation driven by demographic change. 

The population of working age, between 15 and 

64 years old, is increasing rapidly. In addition, 

the older population has begun to increase and 

this will accelerate. 

Demographic bonus 
In Brazil, the demographic bonus began in 

1995 and will continue until 2043. It can be 

divided in two phases. First, a growing 

working-age population implies more people in 

economic activity, which, all else being equal, 

results in more wealth being generated. 

Second, as life expectancy at birth continues to 

increase, the older population is expected to 

live longer, which results in more required 

savings over the life cycle to finance 

consumption at old ages.  

The dependency ratio advantage will cease in 

2020 as aged population grows. During this 

demographic transition, the proportion of 

people of potentially productive age grows 

steadily in relation to dependent ages. This 

period is particularly conducive to 

development. 

Aging population 
The prospect of population aging in Brazil is a 

source of concern both because it may (i) 

hinder further economic growth and (ii) put a 

strain on existing institutions. 

Meeting the needs of a large elderly population 

requires rethinking the economic and social 

institutions needed to realize income security 

and provide adequate healthcare and other 

services for an aging society. The cost of 

existing programs (relative to GDP) may 

continue to rise for a number of years along 

with the transition period before the stabilizing 

effects of a reform are felt. 

General implications 
The speed of the demographic transition in 

Brazil will be significantly faster than that 

experienced by more affluent societies over the 

last century – the elderly population will 

quadruple over the next four decades. The fast 

pace of aging will affect all aspects of society, 

from healthcare and social security to urban 

planning, education, and the job market.  

Case example 3: Israel 
Israel is an example of a country with a specific 

demographic problem. The birth rate amongst 

the mainstream Jewish population is declining, 

while the orthodox Jewish population and the 

Israeli Arabic population remains high. As a 

result, the population share of the ultra-

orthodox Jewish population has risen from 3% 

to 11%, while the share of the Israeli Arabic 

population grew from 11% to over 20%. 

The decreasing share of the mainstream 

population results in two issues. First, the 

ultra-orthodox population has a low labor 

participation based on religious grounds, but 

does receive benefits. Therefore, the shrinking 

mainstream population has to generate more 

income to support this growing group of ultra-

orthodox Jews.  

Second, the growing Israeli-Arabic population 

poses a political challenge. The religious 

tensions in Israel between the Arabic and 

Jewish populations are strong, and the Jewish 

population fears that over time, the 

mainstream Jewish population becomes a 
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minority. Already in the 2015 elections, Israeli 

Prime Minister Benjamin Netanyahu urged 

Jewish voters to come to the elections by 

saying “that the Arab people were doing so in 

droves”. (6) 

To counteract these changes, the government 

incentivizes Jewish people to immigrate back 

to Israel. Economic incentives include cash 

payments of approximately $5,000, free plane 

tickets and transportation in Israel, reduced 

taxes, reduced tuition, and rent and mortgage 

subsidies. Nevertheless, immigration is 

tapering off, as fewer Jewish people are willing 

to move to Israel and political tensions with the 

Palestinian population increases security 

worries. 

These trends bring opportunities in the short 

term because attracting foreign talent and 

workers is encouraged and the relentless 

immigration stimulates the economy with an 

emphasis on moving services, the construction 

market, and the retail sector. 

On the long term they also burden the 

business environment. Higher taxes are 

required in order to cover the expensive 

immigration policy and the growing 

unemployed ultra-orthodox population. 

Businesses need to be flexible to integrate 

employees with widely different cultures and 

religious preferences. And finally, the constant 

state of political uncertainty and recurrent 

military conflict impacts bottom lines in the 

tourism and hospitality sectors. 

Conclusion 
Developed countries, as illustrated by the 

extreme Japan case, are facing a steep decline 

in their population, resulting in declining inputs 

into their social systems. Their futures will be 

determined by their abilities to create 

population growth. 

For developing countries such as Brazil, the 

current demographic change is a bonus. Brazil 

will eventually face the same problems as 

developed countries. Brazil’s response will 

determine the future of its economy. 

In Israel, the population is growing, but the 

political system is facing pressure as the 

composition of the population changes. Again, 

the future of the state will be determined by 

how well it manages to tackle these issues. 

Countries may have to incentivize immigration 

to avoid having an inverted pyramid, while 

improving productivity at the same time to 

cope with a structurally smaller working 

population in the future. 

For business, demographic change promises 

both opportunities and challenges. 

Opportunities are expected particularly in the 

healthcare, medical technology and 

pharmaceuticals sectors. In addition, 

consumer serving industries can tap new 

markets for older people. Additionally, as the 

age of the population increases, companies 

can profit from a more experienced labor 

force. 

Expected challenges for business are the need 

for continuous education to ensure workforce 

skills do not become outdated, loss of 

expertise as a significant part of the current 

experts is set to retire in the short term. On the 

consumer side, business will face shrinking 

markets for youth oriented products and 

changes in product preferences. Financial 

institutions will also see older generations 

withdraw their savings to support retirement, 

reducing the amount of funds available in the 
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MINDSET, LIFESTYLE AND THE 
WORK MARKET 
Business implication of the mindset and lifestyle evolution 

Lifestyles 
Every day each of us makes hundreds of 

decisions that shape our lives. From deciding 

what to have for breakfast to the means of 

transportation to get to work, from the type of 

job we chose to the type of company we select 

to work for. These decisions do not only solve 

our daily fundamental problems, but also 

shape the way we express ourselves. 

Human nature tends to stereotype and classify 

these complex conditions. Thus, we usually 

reduce this entire complex set of 

interconnected choices into what we call 

Lifestyles. The concept of Lifestyle can be 

defined as the choices that we make every day, 

or, in the words of Aristotle, “We are what we 

do”. 

This labeling serves as a simplification 

method, but also as a way to reduce the 

uncertainty of framing a complex individual 

that we cannot fully understand. It also serves 

as a means of cohesion and differentiation 

among different actors within society. The 

interesting part is that, independently of our 

level of openness or the accuracy of the 

classification itself, Lifestyles play a much 

more relevant role in our lives than we care to 

admit. 

While the concept of lifestyle remains 

unchanged, the labels we use evolve over time. 

This evolution is shaped by three factors: the 

type of decisions that we face, the criteria that 

we use to evaluate these decisions and finally 

the actual decision we make. These decisions 

are highly influenced by what we call 

“fundamental trends”.  

On the other hand the criteria used to evaluate 

the choices as well as the decisions we make 

both represent the fundamental elements of 

the concept referred to as “mindset”. 

Fundamental Trends 
In order to understand the concept of how 

lifestyles evolve, it is useful to review the 

history of “fundamental trends” and how they 

have shaped these lifestyles. As we can 

observe on the graph presented below, 

lifestyles have been responses to major events 

or trends that dominated historical periods. 

For example, in the 60´s, a lifestyle shaping 

decision was the rise of attention given to 

human rights issues. In this context, someone 

who endorsed this could be labeled as a hippie. 

With the same logic, in the 21st century people 

with diverse positions towards globalization, 

lead to the appearance of hipsters.    

It is common to confuse lifestyle with a 

consumption pattern. These two concepts are 

indeed highly correlated but it is important to 

note the causality relation among them. It is in 

fact the lifestyle that precedes and shapes 

consumption patterns, and not the other way 

around. As such, lifestyles can be business 

opportunities but should not be confused as 

driving business itself. 

It is important to highlight that the subdivision 

of historical periods is not irrelevant nor is it 

constant. While for the post war period we can 

subdivide these periods into decades, it is 

important to acknowledge that their frequency 

has accelerated over time. While in ancient 

history we are able to find long lasting 

lifestyles, in modern times this changes 

drastically. The increasing speed of change we 

experience in our lives today is nothing more 

than the accelerated evolution of these 

fundamental trends and our response to them. 

There are a number of fundamental trends that 

will impact our choices over the next 20 years. 

While not conclusive at all, there is growing 

consensus towards recognizing major 

fundamental trends existing today.  

 Demographic changes: 1) Aging 

population, 2) Growing migration, 3) 

Increasing number of women in the labor 

force 

 Resource Constraints: 1) Water scarcity, 2) 

Energy constraint, 3) Lack of land 

 Food concerns: 1) Increasing relevance of 

healthy food, 2) Need for traceability, 3) 

Growing share of GMOs 
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 Increasing Speed of change: 1) Faster 

product obsolescence, 2) Higher level of 

specialization, 3) Knowledge obsolescence 

 Technological evolution: 1) Big Data, 2) 

Work automation; 3) Mass-customization 

 Changes in Social Interaction: 1) 

Increasing virtual dating, 2) Long-distance 

relationships, 3) Virtual “avatar” life 

Taking into account the inherent risk of any 

forecasting exercise, it is possible to infer 

future lifestyles by using different 

combinations of fundamental trends.  

To demonstrate this exercise, we might try to 

describe a new growing lifestyle: “off-the-

grid”. An analysis of the “fundamental trends” 

faced and the decisions taken by an individual 

can provide a perspective on the origin of this 

lifestyle: 

 Demographics => Aging population: 

Seeking lower stress environment to live 

longer and healthier lives 

 Resource Constraints => Lack of land: 

Willingness to trade off commuting time 

for a larger house in a healthier 

environment due to increasing prices and 

pollution in urban areas.  

 Food concerns => Healthy Food and 

Traceability: Seeking sustainable health by 

carefully choosing foods consumed 

 Technology => Big Data: Pursuing privacy 

by avoiding being targeted or managed by 

“Big Data” 

 Social Interaction => Long distance 

relationships: Maintaining important 

relationships virtually. 

After making the above choices an individual 

might easily fit within the “off-the-grid” 

lifestyle, which translates into a set of 

behaviors, including consumption patterns. 

In this case, living “off-the-grid” does not mean 

living in isolation. On the contrary, it means 

being fully integrated in the society but keeping 

some private life at home. This might involve 

living on the outskirts of the city, in an area 

without an electricity grid or garbage collection 

service, owning solar panels and buying bulk 

food to reduce waste. It could also mean 

starting a business or choosing to work for 

companies that provide flexibility on schedule 

or working location.  

The importance of this exercise is the value it 

brings when applying it to the upcoming 

influential trends presented before in order to 

forecast the new potential lifestyles. 

Mindsets 
The relevance of the “fundamental trends” in 

shaping the business context and influencing 

business decisions is already broadly accepted. 

However, the challenge is how to improve on 

the way we interpret that information and how 

powerful it can be to predict future customer 

behaviors or consumption patterns.  

In this sense, it is possible to argue that 

forecasting lifestyle changes is not the best 

alternative. In fact, Lifestyle is a lagging 

indicator for identifying business opportunities. 

On the other hand, Mindsets, defined as “The 

established set of attitudes and values held by 

someone” are more leading indicators. Our 
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mindset is present in every decision we make, 

thus preceding and shaping our lifestyle. In 

more practical terms, Mindset evolution is the 

leading indicator of decision making, and thus, 

of the evolution of customer behavior and 

consumption patterns.  

This also means that, for a person to migrate 

from their current lifestyle to a new one, they 

need to change both their mindset AND their 

lifestyle. For example, in order for a modern 

“Hipster” to become an “off-the-gridder”, not 

only does he or she need to believe in the 

relevance of privacy and a healthy life, but he 

or she also needs to effectively leave his/her 

current home and move to the periphery. This 

is called a successful migration from one 

lifestyle to another. Any other situation in 

which an individual changes only the mindset 

or the lifestyle (but not both) turns into a stress 

scenario.  

 

Strategic Implications 
Based on this, it is possible to conclude that 

the appearance of a new lifestyle creates four 

new customer segments, depending on 

whether the actor has changed their mindset 

or not and whether it is a result of their 

lifestyle. The next graph illustrates the four 

mindset typologies that lead to the creation of 

each of these segments: 

 

While the “Courage & Vigor” and “Status Quo” 

typologies are more intuitive, it is worth 

clarifying the remaining ones.  

 A “Fear” mindset typology refers to those who 

changed their mindset but did not change their 

behaviors and hence, lifestyles. The main 

reason is due to the existence of different types 

of “barriers to change”. Some of these barriers 

are well known, such as social pressure or 

traditions, but they can also be more basic, 

such as lack of tangible alternatives, lack of 

means to pursue these alternatives, 

insufficient information or even lack of 

credibility, among others.  

The other stress quadrant is the “Forced” 

mindset typology that refers to those 

individuals who change their behaviors, up to 

the point of changing their lifestyle, due to a 

force that does not stem from their inner belief 

system. Opposite the “Fear” quadrant, this 

happens due to “barriers for stagnation”. 

Examples of this are fashion, social pressure 

or lack of alternatives, out of many possible 

reasons.  

The most interesting part of this model 

regards the business implications after the 

identification and understanding of these four 

segments. For the sake of the analysis, let us 

assume that your company provides a product 

(or service) designed for the new upcoming 

lifestyle. 

Making a cross-analysis on the matrix with the 

classical adoption curve, it is clear that those 

with a “Courage & Vigor” mindset typology will 

be the innovators or early adopters. As such, 

they will be the most loyal customers of your 

product, at least until the appearance of a new 

lifestyle that might attract their attention. 

Strategies for this segment vary among 

businesses, from investing in building loyalty to 

leveraging on the strong customer preference 

to drive profitability. 

The following segment is represented by the 

ones within the “Forced” quadrant, turning 

them into part of the “early majority”. These 

individuals will indeed buy your product or 

service but, as they have not embraced the new 

mindset, they do not believe your product is 

right for them. This represents a stress 

situation that turns them into non-loyal 

customers. In other words, these customers 

will leave this quadrant, and your product, as 

soon as possible. Strategy for this segment 
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should prevent losing them by understanding 

the upcoming trends and developing a product 

designed specifically for them. While investing 

in loyalty might seem like an appropriate 

solution for non-loyal customers, the risk of 

investing in order to change consumer mindset 

against attitudes and values, should be 

carefully analyzed.  

It is important to note that those in the “Fear” 

quadrant might turn into the missing part of 

the “early majority” and the “late majority”.  

Removing the barriers to migrate these 

customers is a time consuming effort, above 

the financial investment it may require. 

However, once they have managed to change 

their lifestyle to match their new mindset, they 

will turn into loyal customers.  The strategy for 

this segment should be focused on removing 

the barrier to release the potential of this 

quadrant. 

Lastly those individuals in the “Status Quo” 

typology are those that are the least likely to 

become your customers. They are comfortable 

with their current consumption patterns and 

do not find any incentive to change. However, in 

the case they have to alter their consumption 

patterns, they would turn into the “Laggards”. 

This is typically the case when there is a lack of 

alternatives for the old consumption pattern. 

Recommended strategy for this customer is to 

ignore them, focusing the company’s efforts on 

the remaining three quadrants. Of course, this 

takes into consideration the initial assumption 

that your company provides a product (or 

service) for the new upcoming lifestyle. In the 

case where your company also has a product 

for the customers in the “Status Quo” 

segment, the recommended strategy would be 

not to offer the same but be a combination 

behind a portfolio management approach. 

Organizational Implications 
After analyzing how both the concepts of 

lifestyle and mindset interact in the way we 

look at our existing business and future 

opportunities, we need to be aware that the 

changes in mindset and lifestyle also affect the 

organization internally and require companies 

(or organizations) to adapt to these changes. 

When addressing the existing and future 

lifestyles and mindset a company or institution 

needs to consider: 

 Working conditions: Flexible work 

arrangements for time, place and 

workload. 

 Compensation planning: Fixed and variable 

components, stock options, discounts on 

internal products. 

 Fringe benefits (lifestyle package): Access 

to ancillary services, gym, discounts in 

stores, personal development programs, 

free creative time 

 Company values and associations: 

Deforestation, food safety labor equality, 

environmental, ethical treatment, equality, 

energy efficiency 

Companies and even institutions do try to 

introduce such changes into their 

organizations. Some have effectively managed 

to change, while others have failed to 

understand the far reaching implications of 

mindset or lifestyle.  

For example: 

1.- The Japanese government has introduced 

the concept of “womanomics” and deployed a 

series of polices with the goal of promoting a 

change in women’s lifestyle so they can keep 

working after childbirth. In reality, however, it 

is still difficult for women to do so since the 

majority of the population (both men and 

women) have not changed their mindset nor 

adapted their lifestyle. Thus women continue to 

stay at home to bring up their children.  

2.- On the other hand, there are some 

companies where mindset has changed but 

lifestyle is hard to change. A good example of 

such a company is Microsoft. They have 

understood that they need to be flexible and 

agile to retain and attract top-notch talent. In 

order to do so Microsoft would require to 

introduce fundamental change at the heart of 

the organization which is still deeply rooted in 

a more traditional and conservative structure.  

Creating space to accommodate their future 

talent needs to be accompanied by a change of 

mindset away from the old and traditional 

software company. 

3.- Verizon is a good example of a company 

that has adapted its work policies to both the 

changes of mindset AND lifestyle.  

They offer a flexible working style including 

one of the best maternity programs, they 

provide a motivating work environment with in 

house facilities for physical exercise, 

partnerships with external companies to give 
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their employees access to services at lower 

rates. 

Conclusion 
In this article we introduced the concept of 

fundamental trends and its role as lifestyle 

shaper, together with the power of mindset as 

a leading indicator of any successful upcoming 

trend. We also presented a model that shows 

how the appearance of each new lifestyle 

automatically generates four new customer 

segments; and the implications this model has 

in defining the business strategy. Finally, we 

highlighted the implication this evolution has at 

an organizational level. Taking this into 

consideration, every business leader should 

ask themselves ONE key question:  Do I know 

how the mindset of my consumer is evolving? 
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BINDING CONSTRAINTS 
Recycling to survive in our resource poor future

Introduction 
Rising population and increasing prosperity 

across the globe will exert increasing pressure 

on wide variety of natural resources. In 

addition, the distribution of many natural 

resources is uneven, leaving some critical 

resources as potential geopolitical bargaining 

chips. Regardless, competition and shortages 

of natural resources will have significant 

implications on the way companies operate. 

Over the next two decades three billion people 

will join the consumer class and the question 

is how much longer we can count on the key 

resources to be around for. The new middle 

class will be spending $ 55bn in 2030, a figure 

nearly double that of today’s (1). Remarkably, 

Asia Pacific will account for almost all of this 

increment. The rest of the world is not 

expected to see a significant increase in 

consumption.  

Global increase in purchasing power is 

regarded as a great threat to natural resources 

such as water, land, oil, gas and earth 

elements which are expected to be depleted 

throughout this century. This shortage will 

deeply affect individuals and businesses. 

Yet, humanity has a proven track record of 

finding innovative solutions to resource 

constraints. Resource constraints can provide 

a great opportunity for businesses, where they 

can innovate to achieve a sustainable business 

model focused on resource productivity and 

new profit pools. 

Renewables and Non-
Renewables 
Natural resources can be divided into 

renewable and non-renewable, which are non 

recoverable within a human lifespan. The two 

most common approaches to resource 

management are yield management and 

substitution. Yield management relies on 

managing resource consumption to enable 

recovery of renewable resources or to 

postpone the decline of non-renewable 

resources. On the other hand, substitution 

implies using another resource (which only 

postpones resource depletion and brings it 

back to yield management) or recycling. For 

certain resources, such as water, substitutes 

do not exist and recycling is the only true long-

term alternative. 

It is important to keep in mind the trade-off 

between the yield management and recycling. 

One driver of this trade-off is cost. Another 

driver is the level and structure of tax or 

subsidies regulating the common goods. 

Regulation Driven Recycling 
One example of efficient regulation can be 

seen in the recycling process of plastic bottles 

in Germany. The regulator has shifted the 

responsibility onto producers, resulting in 82% 

plastic packaging recovery. “Der Gruene 

Punkt” take-back system is illustrative of a 

system where market coordination has been 

driven by regulation. In 1991, the German 

government passed a packaging law that 

required manufacturers to take care of the 

recycling or disposal of any packaging material 

they sell. As a result of this law, German 

industry set up a "dual system" of waste 

collection, which picks up household 

packaging in parallel to the existing municipal 

waste collection systems.  

This industry funded system is operated in 

Germany by the Dual System Germany Ltd 

(DSD). DSD only collects packaging material 

from manufacturers who pay a license fee to 

DSD. License fee holders can then add the 

“Gruene Punkt” logo to their package labeling 

to indicate that this package should be placed 

into separate bags that will then be collected, 

emptied and sorted (and where possible 

recycled) in DSD facilities. Through regulation, 

industry has created a self-regulating and 

coordinating organization, as lack of 

coordination would be costlier. It thus allows 

the industry to capture the necessary 

economies of scales. In fact, a natural 

monopoly is needed to effectively run this 

system. However, this raises the question of 

whether it can ever be privatized or not and 

how this would impact the relative power of 

players in the plastic packaging industry. 
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Circular Integration 
Existing models of the circular economy pass 

ownership and control of resources from one 

player to the next one in the cycle. From a 

business perspective, the key is to keep hold of 

critical resources and not to pass ownership 

around the loop. Therefore, companies will 

need to have a resource ownership clause with 

partners in the cycles within which they 

operate or integrate circularly to keep hold of 

critical resources.   

A model of circular economy is well illustrated 

in the joint move away of Midal Cables and the 

National Grid UK from the traditional buy-to-

own model to the recycling model; because it 

is financially sound (2). They are using the 

principles of circular economy by converting 

old transmission line conductors that have 

served their useful life into brand new ones 

with a life cycle of 35 to 40 years. This is 

feasible because most transmission 

conductors are made of aluminum, which can 

be recycled repeatedly. 

By choosing to recycle aluminum, Midal Cables 

shelters its operations from the volatility in 

aluminum prices and demand. Forecasts 

predict that by 2020, demand for aluminum will 

have increased by 80% compared to 2010. This 

increase in demand will be driven mainly by 

China, which is forecasted to consume 37mio 

tons of aluminum in 2020, half of the world’s 

consumption.  

By recycling aluminum instead of extracting it 

from bauxite, the process also becomes more 

cost efficient (recycling aluminum requires 

only 5% of the energy required to extract it 

from bauxite) and environmentally friendlier 

(recycling produces only 5% of the CO2 

emissions which are released in the production 

of aluminum).  

In this process, almost 100% of the aluminum 

is reused for a similar product. Economically 

this is a win-win situation as National Grid 

does not have to pay for the metal; rather they 

pay for only the conversion cost.  

From Selling to Renting 
Circular economy requires changing the 

business model from selling to renting for the 

supplier and the customer. Some industries 

have been applying this concept since the 

1960s. Such example can be found in the 

airline industry where engine manufacturer 

rents kWh to the aircraft operator. The 

manufacturer is also responsible for the 

maintenance and the repair. This model 

enables the manufacturer to see how their 

equipment performs and thus learn more 

rapidly, rather than operating on a pure selling 

model. Transition from selling to renting also 

implies sharing economy (i.e. it requires a 

mindset change to decrease consumption), 

reducing environmental damage (by reducing 

waste and resource extraction) and avoiding 

resource constrains (by reducing dependency 

and avoiding volatility). 

An interesting illustration of the circular 

economy is Mud Jeans where volatile cotton 

prices pushed the company to rethink its 

business model in 2010. Mud Jeans is a Dutch 

company established in 2013. The lease 

concept is at the core of its business model as 

a response to the surge in cotton prices in 2010 

and 2011 (3). Indeed, 70% of its raw material 

comes from organic cotton that is prone to 

price fluctuation and supply chain disruption.  

Identifying the vulnerability of the supply chain, 

the Mud Jeans CEO thought that leasing would 

be the most efficient solution for hedging the 

business against raw material price volatility. 

The company is one of the first to offer a 

complete closed loop solution for mass 

consumption of clothes. Also this solution is 

helping to achieve a sustainable goal.  

Mud Jeans says around 1,500 customers have 

already subscribed to a jeans leasing contract. 

The concept works as follows: 1) the customer 

can buy or lease a pair of jeans for a minimum 

of 1 year for 5 euro a month; 2) after one year, 

the customer has three options: the first is to 

renew the leasing contract with a new pair of 

jeans for another year; the second is to buy the 

jeans and pay an upfront fee of four months for 

ownership; the third is to terminate the 

contract and give back the jeans; 3) Mud Jeans 

collects worn jeans and, depending on their 

current state, the company will either resell 

them directly or will repair them before 

reselling them; 4) in the event the jeans are 

beyond repair, the jeans will be shredded in 

pieces and remanufactured in Mud Jeans 

factory (4). 

Changes to the Business 
System 
Resource constraints, changing consumer 

behaviors, increasing regulation and 



Navigating the future 

32 

developing technologies are causing 

businesses to re-evaluate their business 

models, to move from a linear economic model 

of buy-to-own to one that has greater 

integration.  

Market drivers play a strong role in how 

coordination is achieved and new models are 

developed. There are examples whereby both 

regulatory and profit-incentives have provided 

the motive for change. In all models, the 

vertical and horizontal coordination is needed, 

be it with customers, where the mode of 

purchase or contract changes from a simple 

buy to own, to that of renting, or with the 

industry as a whole.  

Determining the capabilities needed, such as 

that of reverse logistics and material 

processing, and whether natural monopolies 

need to be established to achieve viability are 

being explored. Many companies are 

experimenting with different aspects or 

circular and quasi-circular integration, all of 

which have an impact on their business 

system.     

The Challenges of Circular 
Integration 
The challenge with circular integration is two-

fold. Firstly, units should be identifiably owned 

- claiming ownership over a pair of jeans is 

much easier than trying to exert a claim over 

the cotton the jeans are made of. Furthermore, 

it is much easier to track and collect 

identifiable objects than generic resources. 

Secondly, true circular integration might be 

expensive, although the Mud Jeans example 

shown demonstrates that it can also be quite 

simple. In addition, as with any level of 

integration within a company, there is a danger 

of uncompetitive links within the loop.  

Therefore it is likely that companies will not 

pursue true in-house circular integration but 

rather will aim for quasi-circular integration, 

where they will keep hold of key elements in 

the cycle. Resources will be kept via contracts 

or ownership of key objects, without which the 

loop would not function.  If a company were to 

be especially successful at integrating 

circularly, and at the same time were to 

command sufficiently large ownership share of 

a key resource, it could potentially come under 

investigation for monopolistic practices. After 

all, who should be allowed to hold valuable 

resources?  

Currently players only own a resource during 

particular stage of their lifecycle, not forever.  

Gaining control of a resource and developing a 

circular model may also lead to companies 

stagnating due to their devotion to a particular 

resource. Focusing on the ownership and 

control of one resource may mean that 

companies are not   pursuing alternatives or 

are missing out on technological advances. 

Since competitors are likely to be chasing 

exactly these measures, there is a danger of a 

circularly integrated company being side-

stepped. However, this is no different from 

companies who become particularly attached 

to their core competence and are unable to 

change with the market. 
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REGULATORY CHANGES 
How companies can benefit from regulation and protectionism

Introduction 
Governments regularly intervene in markets by 

imposing regulatory and protectionist policies. 

These policies are often perceived by the 

business community as restricting free market 

assess and hampering the ease of doing 

business. However, as will be demonstrated, 

regulation and protectionism can also be 

beneficial for business.  

Regulation and 
protectionism in brief 
There are two ways governments can interfere 

with the market: 

 Through Regulations that impact the 

internal market. These can be used as a 

means to organize the market and ensure 

a level playing field for all companies. 

Regulation may also be used as a 

mechanism to force companies to “price 

in" the societal cost of their activities (e.g. 

waste and environmental damage). 

Governments often use subsidies, quality 

and labor standards as regulatory 

mechanisms.  

 Through Protectionist policies that define 

the boundaries of the market. With this 

set of rules, governments aim to protect 

the domestic market from outside 

competition. Frequently used 

mechanisms include: trade barriers, 

import tariffs and export subsidies. 

Putting these two dimensions together creates 

four different potential scenarios with respect 

to “how the game is played” (regulation) and 

“who gets to play” (protectionism) in a 

countries’ economy, as shown in the next 

diagram. 

In some cases, regulatory measures can also 

be used for protectionist purposes. For 

example, a government might increase the 

regulatory requirements of a product in such a 

way that it becomes impossible for foreign 

imports to meet local regulations, thereby 

protecting the incumbent players. 

The regulatory burden on companies is ever 

increasing, making it difficult for companies to 

keep track of relevant legislation. For example, 

Sony Electronics lost €110m for overlooking 

Dutch regulations regarding cadmium in 

electronic components (1). In fact, companies 

can lose more money in court than they can 

ever gain in the market place.  

However, regulation and protectionism should 

not always be seen as hampering efficient 

markets. This is an often neglected and a 

potentially counter-intuitive view. But history 

has shown that in cases where companies 

have been able to properly adapt to the 

environment, they can benefit from 

government interventions. For example:  

 Intellectual property and patent 

protection. Especially in developed 

economies such as the European Union or 

the United States, companies are granted 

exclusive rights to the product of their 

R&D efforts in return for public disclosure 

of their intellectual property. Ultimately, 

this leads to a protection of their 

competitive advantage. 

 Leadership in Energy and Environmental 

Design (LEED) standards developed by the 

U.S. Green Building Council. Even though 

not (yet) required by regulation, increasing 

adherence can be observed, rewarding 

engineering companies who have 

developed these capabilities. 

Protectionism and 
Regulation in Motion 
We will illustrate the ways in which regulation 

and protectionism interact with global 

business within the automotive industry. Each 

of the four environments can be profitable for 

business, as long as the company positions 

itself in an optimal way.   REGULATION
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European Union 
High regulation, Low protectionism 

The European car market is heavily regulated 

in terms of distribution, safety, emissions 

controls and recycling. On the other hand, 

protectionism is limited by multinational free 

trade agreements. In this market, competition 

is fierce and European regulation has pushed 

car manufacturers to make increasingly 

efficient engines. As a result, being forced to 

adhere to EU requirements, European 

manufacturers have developed cutting edge 

technology and are highly competitive in the 

global market.  

Heavy-weight European manufacturers with 

strong resources thrive in this cut-throat 

environment. Smaller, under-capitalized 

competition falls by the wayside, particularly, 

those from outside the region. For example, 

the recent exit of the Chevrolet brand from 

Europe, which was unable to compete in this 

challenging jurisdiction. In the automotive 

industry, winning globally starts with winning 

in Europe. The message in this frame? 

Companies in this type of regulatory 

environment should develop capabilities and 

push for demanding regulation to protect their 

competitive advantage.  

 

Brazil 
High regulation, High protect ionism  

Brazil is notable as a bastion of regulation and 

protectionism, meaning that foreign 

companies have been forced to establish 

production plants in the country in order to 

access this potentially lucrative market. As a 

result, Brazil is one of the world’s largest 

centers of car production.  Regulation and 

protectionism has led to a level playing field – 

as prices are high and productivity is low. 

For example, Fiat is able to thrive in this 

environment, whereas, it struggles in other 

similar economies such as Mexico. Globally, 

Fiat lags behind because of its budget / low 

quality brand and lower productivity. However, 

due to the market conditions all players are 

confronted with the same costs and low 

worker productivity. The message? For a 

foreign company to operate in this type of 

regulatory enviroment, affordability outweighs 

innovation, quality and productivity as a key 

success factor.   

China 
Low regulation, High protectionism 

Upon entry to the WTO, China allowed market 

access to foreign automakers in exchange for 

technology transfer through 50:50 forced 

partnerships. Foreign automakers benefit from 

forced JVs by gaining market access, but in 

return for this must give up 50% of their 

profits, as well as, technology and know-how. 

Foreign automakers are robustly protecting 

their intellectual property, and due to a lack of 

knowledge transfer, China requires 

manufactures of electric vehicles to provide 

access to their technology before being 

allowed to import and sell their products. 

Local car manufacturers have benefitted from 

this environment. The large market has been 

shielded from outside competition, while 

forced partnerships with external players have 

provided access to new technologies. For 

example, Chang’an Automotive initially 

partnered with Ford, Suzuki and Mazda. Today 

it is leveraging acquired knowledge from this 

partnership to mimic foreign cars such as the 

LandRover Evoque, and sell them in the 

Chinese market. With this strategy, it has 

secured a number two position and is the 

largest local brand. 

The implications? Protectionism helps local 

incumbents to catch-up with global players 

while shielding the local market. 

Macedonia 
Low regulation, Low protectionism 

In the absence of any type of auto industry, 

Macedonia has adopted a ‘low regulation and 

low protectionist’ regime and offered 

substantial incentives in order to attract inward 

foreign direct investment (FDI). Macedonia is 

aiming to leverage its strategic location on the 

edge of the EU to entice foreign companies 

REGULATION
How the game in played

Low

High

Low

PROTECTIONISM
Who is allowed to play
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with a number of measures. There are no 

import or export duties with the EU and other 

selected countries, and significant tax breaks 

for individuals and companies looking to locate 

themselves in the country. 

For example, Johnson Controls, a major 

multinational electronics manufacturer, took 

advantage of this cost benefit of this 

environment. It opened two facilities to 

produce labor intensive, high-value, low-

weight products. The low tax rates and labor 

costs resulted in reduced production costs, 

while the free trade agreements facilitated 

cheap export of products to the European 

markets. The only hurdle was securing skilled 

labor, which Johnson navigated by partnering 

with a local university to develop a training / 

education. 

The implications? An open market allows 

companies to achieve cost savings as long as 

they overcome the challenges (e.g. skilled 

labor) of these economies. 

Developing a government 
intervention strategy 
Companies need to develop a specific strategy 

to deal with the government interventions and 

create a competitive advantage out of their 

environment. For such a strategy there are 

four key questions / dimensions to consider: 

1. How to interact with the government: 

actively shape the interventions in your 

favor or take interventions as they are put 

in place and adopt your capabilities. 

2. What are the objectives: secure revenue 

pools by shielding the market from foreign 

competitors, or increase rivals’ cost 

structure by aligning your capabilities with 

the regulation? 

3. Where to focus: focusing on the local 

market in which you employ staff and 

operate, or the global industry by being a 

first mover and setting an overall industry 

standard. 

4. With whom to partner: individually pursue 

the strategy through lobbying and 

developing relationships with regulators in 

a proper, ethical and transparent way, or 

combine efforts with competitors to 

increase bargaining power and/or agree to 

self-regulate for the long term viability and 

efficiency of the industry. 

The decision for each of these questions is first 

driven by a competitor’s capability. For 

instance, an innovation leader in low carbon 

emissions should create entry barriers by 

pushing for stricter emission regulations. 

Also, the position of the industry on the  

S-Curve, shown below, determines the ideal 

level of protectionism. Infant industries benefit 

from market protection that shields them from 

the brutal competitive forces of established 

global players. In contrast, more mature 

market benefit from an open economy as it 

brings in new technologies and allows for free 

exports. Competitive pressure drives efficiency 

and the optimal use of resources. 

 

Conclusion 
As a complementary element to Must-Win-

Battles©IMD in corporate strategy, companies 

that are exposed to increasing governmental 

intervention can substantially benefit from 

identifying “Must Shape Battles” to sustain and 

improve their long-term profitability and 

competiveness. 

Industry Development    
S-Curve
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Push for protection to 

allow development
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SPEED OF CHANGE 
Driving progress instead of change is the key to sustainable success

Introduction 
Speed of change refers to the rate at which a 

certain object or situation becomes different. 

The term has been recently used to indicate 

the increasingly rapid change rate of 

individuals, companies and economies over the 

last years and its consequences over business.  

The general understanding is that companies 

have to embrace the speed of change to be 

able to sustain success in their industry and 

driving change is the only way to survive. 

However, even though being able to cope and 

lead change can be a key success factor in 

many situations, the “change or die” mantra 

may be misleading and lead companies into 

traps.  

A common mistake that is made much too 

often is to immediately identify change with 

progress. Change can also mean regression 

and guide the businesses that undiscerningly 

embrace it into a downward spiral at extremely 

high speeds. It is therefore important for 

companies to question whether a change trend 

is indeed progress for an industry and to 

acquire a mindset that leads them to drive 

progress instead of driving change.  

The increasing speed of 
change is a reality 
The increasingly high speed of change is a fact 

and strong proof can be found in the lifestyle 

changes of customers. Humans are now able 

to introduce new technologies and concepts in 

their life at a rate faster than ever in history. 

The years that are necessary for a 

technological innovation to be used by a 

quarter of the US population has rapidly 

decreased in the 20th century. From the 35 

years that took a product as revolutionary as 

the telephone to get introduced into a quarter 

of US homes to the 7 years that took the World 

Wide Web to penetrate the global market, 

there is a huge incremental step. The S-curve 

for adoption of technologies became 5x steeper 

as humankind advanced in the 20th century.  

Proof of the speed of change can also be found 

in the rate at which information is created and 

becomes outdated at the same time. The 

amount of data created and shared online per 

minute has grown exponentially in the last few 

years and although there are some 

applications and web services that have 

reached a mature stage (e-mail, Skype), some 

others are experimenting very high growth 

rates (social media).  

Digital applications that are already in a 

mature or declining stage are just 20 years old 

and most of the growing companies are hardly 

10 years old. This contrasts heavily with the 

introduction rates of innovations at the 

beginning of the previous century, when 

technologies were taking 30+ years to become 

mature.  

Since consumers and information are affected 

by the speed of change, organizations need to 

learn to deal with it. The average lifespan of 

the companies that form the S&P 500 index 

has been decreasing over the last decades. 

Furthermore we see a fluctuation of this 

lifespan in every global crisis, when the 

average lifespan decreases even more. Modern 

companies are often forced to maintain at least 

the same growth speed or higher than the 

industry average. In order to achieve this 

speed, many companies have to take 

considerable risks and eventually they end up 

losing control of their operations, resulting in 

bankruptcy or in an acquisition.  

What is driving the speed of 
change? 
The main drivers that are fueling the speed of 

change are the speed of information exchange, 

globalization and the changing mindset of 

consumers.  

Social and technological revolutions are 

fuelled by the rate at which humans exchange 

information. We are currently living within a 

revolution that is both social and technological 

and that is driven by an unprecedented 

information exchange rate. 

The new-networked society behaves and works 

as a multi core processor computer. Although 

each processor is not faster than previous 

generation computers, the networking ability 

increases the capability to solve complex 

problems. If we use the analogy of current 
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society and its information management 

mechanism, we can observe that although the 

problem solving and innovation capability of 

each individual has not increased, individuals 

can work and exchange information much 

more rapidly: this has boosted their 

capabilities to solve large and complex 

problems in a relatively short time. Networked 

humans are able to solve more complex 

problems and be more innovative than in 

previous generations and this is what is driving 

the increase of the speed of change. 

The second key driver is globalization that is 

also fuelling the demand for continuous 

innovation and enabling a higher rate of 

technological advancement. Thanks to the new 

technologies and globalization, consumers are 

more aware of new products and technologies 

in other geographies and therefore demand to 

have access to them. This demand creates a 

market opportunity and pushes new 

companies into the competition.  

Speed of change, however, is not only affecting 

technological products. The lifecycle of 

products as well as product development 

stages are  becoming shorter and shorter .For 

example, in the FMCG industry the time to 

market for new products has been reduced by 

50% during the 1990s (Boston Consulting 

Group 2012).  

What is the right speed to 
drive progress? 
It is a generally accepted concept that 

innovation is one the most, if not THE most, 

powerful driver of growth. “There are four main 

levers for revenue growth: innovation, 

digitization, customer impact and globalization. 

Five years ago globalization would have been 

the most powerful lever for growth and every 

business would have been talking about China. 

But now, the growth lever that has the greatest 

impact is innovation” (Shelton and Percival 

2013). According to the PwC survey the most 

innovative companies are set to grow at twice 

the pace of the global average (+35,4%), and 

three times the least innovative (20,7%), over 

the next five years. But is innovation truly a 

one-way ticket to success and how much of 

innovation is actually enough? Is there 

something else companies should pay 

attention to? 

According to Mark Gottfredson and Keith 

Aspinall each company has to identify its 

innovation fulcrum in order to be successful 

(Gottfredson and Aspinall 2005). The innovation 

fulcrum is the point at which the level of 

product innovation maximizes both revenues 

and profit. In their research, they found that as 

a company increases the pace of innovation, its 

profitability often begins to stagnate or even 

erode. The main reason can be summed up in 

one word: complexity. Innovative companies 

tend to constantly launch new products and 

introduce new product lines only to add 

complexity throughout the company’s 

operations. With increased costs in managing 

that complexity, profit margins shrink as well.  

For a company to prevail in a highly paced and 

changing environment the key success factor 

is to be able to set the pace in order to drive 

progress instead of simply embracing the 

speed of change or trying to catch up with it at 

all costs. A winning company is the company 

that is going to differentiate itself by 

sometimes slowing down the pace of change. 

This is the case in industries where change is 

actually pushing regression and propelling 

excessive complexity. Being able to slow down 

the speed of change can be the key solution to 

outperform competitors.  

Examples of balance 
between speed and progress 
There are many examples of industries in 

which fully embracing the speed of change 

driven by macro trends does not lead to 

progress and increased profitability.  

The big data and digitalization trend offers a 

good example to show this phenomenon. 

According to the four step model that frames 

the level of impact that digitalization should 

have in a business (see previous brief on 

digitalization trends), the more customers that 

a specific industry has, the higher level of 

impact of digitalization will have on the 

business. However, the risk for companies is to 

overestimate the need for digitalization and to 

go too quickly and too deeply into it, adding 

unnecessary complexity to their business 

model. An intricate digitalization process does 

not necessarily add enough value to 

counterbalance the cost of complexity.  

Moving away from digitalization trends, the 

phenomenon can be found even considering 

the increasingly binding constrained resource 

availability trend (see previous brief). Resource 

constraint is a direct consequence of the 



Navigating the future 

40 

currently increasing speed of product 

innovation that has resulted in a reduction of 

the average product lifecycle. Technology is 

trying to substitute the non-renewable 

materials from the products with renewable 

resources in order to mitigate the effect that 

the decreasing availability will have in the near 

future. However we observe a mismatch in 

speed between the product consumption and 

the pace at which the substitution is 

happening. If the mismatch lasts for too long 

the industries that are affected by the 

phenomenon could rapidly transition into fast 

regression.  

The option of implementing a circular 

economic model where the materials from the 

products are rented instead of sold is an 

efficient way of slowing down the consumption 

process. This economic model would allow the 

manufacturers to recover and reuse their 

material, diminishing the amount of additional 

non-renewable materials needed. The overall 

effect of a perfect implementation would be a 

shift from fast-paced regression into slow 

progress. 

Conclusions 
The key to sustainable success for a company 

is to be able to control the pace of change in an 

industry. Business should focus on driving 

progress rather than on innovating at a very 

high speed at all costs. High speed of 

innovation often brings complexity and too 

much of it may lead to the loss of control of 

operations and erode profitability. We need to 

question whether a change in trend is indeed 

progress for an industry and acquire a mindset 

that leads to driving progress instead of driving 

change.  
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MEXICO 
The Azteca’s empire

Introduction 
Mexico is a growing economy, strategically 

located between North and South America, 

which has strong political, social, as well as 

economic impacts on the country.  

Economically, Mexico is the 4th largest 

economy of the Americas in terms of GDP and 

growth perspectives estimated at 3.3% in 2015. 

In 2013, Mexico’s GPD reached US$1.3b. 

According to the World Bank, Mexico is 

considered to be an upper-middle income 

economy, with a GDP per capita of US$11,321 

in 2013.  

Mexico has a strong export-oriented industrial 

sector, as well as services (tourism, financial 

and banking services). The Stock Exchange 

“Mexican Bolsa” is the second largest stock 

exchange in Latin America after “Bovespa” in 

Sao Paulo, Brazil. 

Demographically, Mexico is the 11th most 

populated country in the world with 114 million 

inhabitants, of which 40 million people are 

below 20 years old. Mexico has a vast labor 

force of over 47 million people.  

Mexico’s geographical surface of 1.9m km2 

makes it the 15th largest country in the world. 

The vast surface results in the abundance of 

natural resources, with oil contributing the 

largest value to the economy. Mexico is the 

ninth largest oil producer in the world, with 

approximately 3 million barrels per day. 

Mexico’s history provides a rich cultural 

heritage that includes: the pre-colonial period 

with civilization such as Olmec, Mayans and 

Aztecs; the Spanish colonial period between 

the sixteenth and nineteenth centuries; and its 

independence and revolutionary period in the 

nineteenth century.  

The country has undergone a long period of 

political volatility since its independence in 

1836, including a flourishing period between 

1950 and 1975 called “Desarrollo 

Estabilizador”.  

In 1982, Miguel Madrid was elected President, 

and Mexico started to apply the neoliberal 

doctrines of the Washington Consensus, which 

included an inclination towards free market, 

reduction of duties, and privatization of state 

companies.  

In 1986 Mexico was acceded into the World 

Trade Organization (WTO). The country faced a 

period of high inflation (over 100%), high 

unemployment rate (over 15%), low industrial 

production, and currency devaluations. The 

government, still under the lead of Miguel 

Madrid, embarked on a series of reforms 

aimed at reducing inflation by pursuing further 

deregulations, economic openness, 

decentralization, and privatization of state 

companies (with the exception of oil and gas).  

In 1988, Carlos Salinas was elected President 

and continued the implementation of the 

reforms started by Miguel Madrid. 

Nevertheless his success was limited, since 

the economy was burdened by increased fiscal 

expenditure focused on infrastructure 

investment. Such expenditure created an 

internal deficit (+7% annualized), and led to 

continued currency devaluation. 

In January 1994, Mexico signed the North 

American Free Trade Agreement (NAFTA). At 

the end of 1994, Ernesto Zedillo was elected as 

President. During this period, Mexico suffered 

from the “Tequila Crisis”, which led to a hike in 

interest rates of over 100%. Such heightened 

interest rates led to numerous private sector 

bankruptcies, high unemployment rates, and 

currency devaluation of more than 300%. The 

subsequent recession required a combined 

action amongst the US, World Bank, and the 

International Monetary Fund (IMF), who jointly 

provided economic support of over US$50b, as 

well as a debt restructuring program and an 

accelerated exports process. These actions 

resulted in the economy achieving over 5% 

growth during the following five few years. 

In December 2000, Vicente Fox was elected 

President. It was the first time since 1929 that 

Partido Revolucionario Institucional (PRI) lost 

the presidential election in Mexico. Some 

characteristics of President Fox’s government 

were: insufficient government incentives to 

attract foreign direct investment, a general 

reduction of industrial competitiveness, and an 

increasing income inequality. 
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In 2006, Felipe Calderon was elected 

President. From 2006 to 2011, Mexico 

witnessed a doubling of its external debt, a 

dramatic increase of basic food prices, and a 

general increase in poverty. President 

Calderon decreed the “Tortilla Price 

Stabilization” to avoid further consequences. 

During this period, Mexico also became the 

first country to launch a global warming 

legislation.  

In 2012, PRI won the elections once again, with 

Enrique Peña Nieto as President. One of his 

first measures was the signature of the 

famous reforms program; “Pacto por Mexico”. 

The three main political parties agreed to 

reform the country and overcome its main 

weaknesses together. “Pacto por Mexico” was 

signed in December 2nd 2012 in Castillo de 

Chapultepec, Mexico. 

Current economic situation: 
“Pacto por Mexico” 
Mexico is an export oriented economy with a 

highly competitive labor intensive work force, 

which has been achieved at the expense of low 

wages and widespread inequality. The labor 

market is dominated by the informal sector, 

which represents more than half of the work 

force (6 out 10 workers). Also, its export 

economy model has created a large 

dependency on the US economy, which can 

have severe impacts such as the sharp decline 

during the recession of 2008.  

Additionally, the lack of proper education is 

one of the reasons that prevents Mexico from 

shifting towards high value-added industries. 

OECD reports show that Mexican students fall 

behind their OECD counterparts in 

mathematics. Moreover, only 53% of young 

people between the age of 15 and 19 years old 

are enrolled in school, compared to 84% OECD 

average. Mexico is the only country in the 

OECD where it is expected that young people 

between 15 and 29 spend more time working 

than studying (6.4 years in work and 5.3 years 

in education, compared with 5.4 and 7.3 

respectively of the OECD). 

This economic overview creates a challenging 

situation, with several issues to be addressed 

in order to assure the sustainability and 

evolution of the economy. Some of the main 

challenges that Mexico faces are as follows: 

public security problems, weakness of internal 

demand, excessive dependence on exports, 

increasing poverty and inequality, high level of 

corruption, and the lack of proper education.  

Most of the challenges have been identified 

within “Pacto por Mexico”, a national political 

agreement that aims to strengthen the 

Mexican economy, political and social position. 

“Pacto por Mexico” includes 95 specific 

initiatives covering different fields such as 

energy and oil, telecommunications, social 

security, crime and corruption, and education 

or political institutions. Some of the 

implications and actions that are expected to 

result from these initiatives include further 

economic liberalization, international trade 

policies, regulation for investment in energy 

sector, investments in education and human 

capital, investments in infrastructure, creation 

of a universal social security, enhancement of 

food security policies, promotion of tourism 

sector, and increasing control of violence and 

drugs trafficking. 

Prospective economic 
situation 
“Pacto por Mexico” reforms program is 

expected to improve the productivity of the 

economy, boost internal demand, ease access 

to credit, and reduce the informal market by 

increasing salaries and improving education. 

At the same time, the program is meant to 

help achieve further liberalization of the 

economy, while lowering corruption and crime. 

Mexico will then attract more capital, which 

contributes positively in shifting the economy 

towards a more capital-intensive model. 

Social security policies and higher wages will 

improve welfare, as well as reduce the 

informal labor market and boost the internal 

consumption. Improved welfare together with 

education efforts, will lead to a productivity 

increase. 

Economy framework: closer 
perspective 
Labor market: employment, 
inequality, and welfare. 
Mexico’s relatively low wages have attracted 

foreign direct investment for many years, 

which contributed to a dramatic reduction in 

unemployment. However, Mexico has a large 

informal economy (6 out of 10 workers). The 

informal sector lacks social benefits and 
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incentives to follow laws and regulation. 

However, the formal sector is characterized by 

high taxes (30% tax rate compared with 25% of 

the OECD) and excessive regulation, which 

makes it unattractive for many investors. This 

ultimately creates inequality, weakness of the 

internal market, poverty and criminal activities. 

Low education levels and the shortage of skills 

represent barriers to switch into formal 

market as well. 

Mexico is one of the countries with the highest 

GINI index (48.1). Low wages and informal 

markets are the main explanations for this 

inequality. Income inequality fosters poverty 

(51% of population live under poverty line) and 

limits the growth of the internal market. 

Government investment in education, welfare 

and social aid is the lowest among OECD 

countries (8% of GDP). 

In order to foster access to the formal market 

and reduce inequality, the Government needs 

to invest in social welfare policies and 

therefore incentivize the shift from the 

informal market. In 2011, social expenditure 

went from 2% of GDP in 1985 to 8% which is 

still low compared to the OECD’s average of 

22%. Government’s efforts are proving to be 

insufficient to improve social cohesion, while a 

social inclusion program is trying to 

strengthen the formal sector.  

GDP, sectors contribution and 
productivity 
In 2013, GDP growth came down from 4.1% in 

2012 to 1.1% mostly due to a weakened US 

economy performance (largest trade partner) 

as well as a decline in foreign workers 

remittances. The domestic economy is 

undergoing a series of reforms planned to 

boost growth in the coming years. Mexico’s 

GDP relies heavily on services followed by 

industry and agriculture. The focus on labor-

intensive industries and a low investment in 

R&D has generated a reduced productivity in 

some sectors, especially services, mining and 

trade. 

Despite its relatively large GDP, Mexico has 

limited productivity due to a labor-intensive 

economy. Mexico’s growth in recent years has 

been supported by economic and political 

stability, as well as an increasing foreign direct 

investment (FDI), especially from US. FDI has 

focused on wholesale/retail trade, mining and 

manufacturing, which contributed to more than 

one third of the total GDP and employment.  

Mexico exports a total of US$370b, US$355b of 

which are from goods and only US$15b from 

services. 

Maintaining a focus on industry has allowed 

Mexico to become one of the largest global 

manufacturers in different industries such as 

aerospace components, automobiles, or flat 

screen TV. However, due to its high 

dependency on the US, Mexico was one of the 

worst hit countries due to the economic crisis 

back in 2008. 

Despite economic growth and relative 

competitiveness, several factors have 

hampered the economy’s productivity over the 

past few years. Hence, many of the 

Government’s measures are focused on 

turning around this situation. Reasons behind 

this low productivity can be summarized in the 

next points:  

-Inefficient allocation of resources among 

production factors: workforce and capital 

-Reduced productivity of people and companies 

due to low investment on education and R&D 

-Weak business and investment environment 

due to overregulation, insecurity, and 

monopolies  

-Inequality among regions and sectors due to 

difficulties in access to market, institutional 

weakness, and low education 

The Government has promoted a Productivity 

Democratization Program (PDP) 2013-2018, 

which intends to address these points within a 

framework that promotes modernization, 

investment in human capital, 

entrepreneurship, access to credit, 

liberalization of the economy and economic 

strengthening, with special focus on 

infrastructure and business security. 

Macroeconomic indicators 
Mexico has exhibited stable key economic 

indicators over the last decade which has 

helped attract investors to the domestic 

market.   

Banco de Mexico (Central Bank) aims to 

maintain a stable interest rate in order to 

preserve trust in the economy. Budget cuts 

have been announced for 2015 in order to 

mitigate the negative effects of the weakened 

exchange rate and global markets volatility. 
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A relatively stable trade account balance and a 

controlled debt have accompanied the growth 

in the GDP mentioned previously. Current 

account deficit has increased from US$4.1b in 

2010 to US$26.3b in 2013. The main drivers for 

fluctuation are the devaluation of the currency 

against US$ and reduced remittances, but 

balance of trade remains at near equilibrium. 

Mexico has seen an overall positive FDI inflow, 

which is a testimony of its attractiveness. 

Conclusion 
Mexico has a strong need to grow its domestic 

market. 

Serious challenges in terms of education, 

productivity, minimum wages and informal 

economy need to be addressed. 

By improving the minimum wage rate, the 

average income levels and local demand 

should increase. 

On the other hand, there is a risk of Mexico 

losing its competitive advantage of low labor 

cost. This will require Mexico to find ways to 

drive productivity to counter balance a rise in 

wages. 

Socially, Mexico needs to provide incentives for 

people to enter into the formal sector through 

improved benefits and social security. 

Moreover, the formal sector needs to be 

relieved of excessive taxes and regulation in 

order to boost its attractiveness to workers. 

Mexico should focus on added-value exports 

and diversify into other markets to reduce its 

high dependency to the US market! 
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UNITED ARAB EMIRATES 
Can it achieve diverse and sustainable growth?

The United Arab Emirates (UAE) has 

undergone an impressive economic 

transformation in the four decades since the 

seven emirates banded together to form a new 

nation. Once a tribal culture largely reliant on 

agriculture and fishing, the UAE is today a 

politically stable country that has achieved 

high-income status and plays an active role 

shaping regional and global affairs. Revenue 

from exporting its abundant oil and gas 

resources, along with prudent decisions by its 

leaders to invest in education, healthcare and 

physical infrastructure, were fundamental 

enablers of its shift from being a factor-driven 

economy to an efficiency-driven one. 

The increasing competitiveness of the UAE is 

reflected in the rising number of companies 

that have come to do business as well as the 

expanding inflows of foreign direct investment, 

which have grown by 25% per year over 2010-

2014 (1). In addition to political stability and 

physical infrastructure, its attractive features 

include the openness of the economy, cheap 

utilities and the geographically strategic 

position it occupies between Asia, Europe and 

Africa. Though decision-making authority rests 

with just a few powerful Emirs (from the 

Nayhan and Maktoum families), the 

government has fostered a strong institutional 

base, rivaled only by Qatar in the Gulf region 

(2). 

But sustained growth is not guaranteed for the 

UAE, as shown by the period following the 2007 

financial crisis, in which the economy dipped 

into recession with the bursting of the real 

estate bubble in Dubai and the effect of lower 

oil prices.  

The question for the UAE today is how quickly it 

will be able to make the next transition – to an 

innovation-driven economy. Specifically, the 

UAE faces challenges in four areas. First, the 

economy (the emirate of Abu Dhabi, in 

particular) is still heavily dependent on volatile 

oil and gas export revenues. Continued 

diversification into other sectors would create 

a more stable economic base to sustain 

growth. Second, improvements in labor 

productivity and a broadening of the workforce 

are required, especially among Emirati 

nationals. Third, the UAE is challenged to 

generate economic growth more widely across 

the member emirates, as Abu Dhabi and Dubai 

together account for more than 90% of the 

country’s gross domestic product (GDP). 

Lastly, it must make the transition while also 

maintaining social cohesion and its cultural 

identity. Of the UAE’s total population (9.4 

million), more than 80% are foreign nationals 

who come for employment in both low- and 

high-skilled jobs (3). 

To overcome these challenges will require a 

significant policy effort. The good news is that 

decision-makers in the UAE are implementing 

measures to address them. However, 

transitioning to an innovation-driven economy 

will nevertheless involve a sustained 

commitment over many years. Here we will 

discuss two important factors in this process: 

diversifying the economy and enhancing labor 

productivity. To conclude, we will outline 

scenarios that might materialize for the UAE 

economy and discuss their implications for 

business.  

Diversifying the economy 
Economic diversification remains the top 

priority for the UAE. The economy still relies 

heavily on revenue from the export of oil and 

gas, which accounts for 30% of the country’s 

GDP (nearly 60% of its export value), and 55% 

of the GDP of Abu Dhabi (4). Even though oil 

and gas represents just 3% of Dubai’s GDP, 

strong links between the emirates in other 

sectors mean the impact of low oil prices (as 

have prevailed since mid-2014) is felt mutually.  

In Abu Dhabi, the government has already put 

a strong emphasis on achieving diverse 

economic growth. The Abu Dhabi Economic 

Vision 2030 – a government roadmap – 

specifically targets growth and diversification 

in non-oil sectors (5). Nevertheless, revenues 

generated by oil and gas exports will be critical 

in supporting this effort. The country must 

continue to reinvest in the sector, especially as 

resources become more technically 

challenging to extract. Dubai’s economy is 

much more diverse, with the largest sectors 

being retail (27%), transport (15%), real estate 

(14%), manufacturing (13%), and banking and 

finance (13%) (6). 
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Figure 1. Contribution to GDP by sector in the 
emirates of Abu Dhabi and Dubai, 2013 (4) (6) 

 

 

Along with the advantage of its strategic 

location and its openness to trade, the UAE has 

taken measures to stimulate growth in non-oil 

sectors. It has established “free economic 

zones” – where companies gain tax and 

customs benefits as well as rights to 100% 

foreign ownership – in order to encourage 

economic activity.  The country continues to 

make investments in large-scale 

infrastructure to support broader growth. The 

project pipeline is booming, with some $180 

billion worth of projects currently under 

construction (7). These projects include a 

national rail project, the Mall of the World (in 

Dubai), the Dubai World Central airport and 

commercial complex and four nuclear reactors 

to provide power.  

Infrastructure projects can enable growth in 

high potential sectors such as retail, transport 

and tourism. In the transport sector, the 

country has invested in air and maritime 

infrastructure to cement its position as a hub 

for global freight and trade.  Retail and 

tourism, which have seen strong growth in 

recent years, stand to benefit further from the 

country’s status as a safe haven in the Middle 

East.  

Enhancing labor productivity 
The UAE labor market is unique relative to 

others in the Gulf region. It is attractive, 

expanding and becoming more open to both 

women and youth. According to the World 

Bank, the female labor participation rate is still 

just 21%, the UAE ranks first among Gulf 

countries. Youth unemployment has also been 

decreasing over the five years. The main 

sectors driving employment are energy, 

banking and finance, tourism, construction and 

real estate.  

The UAE depends heavily on foreign labor to 

sustain economic growth. Foreigners fill the 

overwhelming majority of high-skilled jobs in 

the private sector, notably in technology and 

management positions. In 1971, the 

government introduced a program which 

allows companies to hire migrant workers, 

known as the Kafala Sponsorship System. 

These manual labor jobs are filled 

predominately by Indians, Pakistanis and 

Iranians.  

Employment opportunities for nationals are an 

important issue in the UAE workforce. Due to 

strong competition from high-skilled 

foreigners and a relative lack of skills among 

Emiratis, nationals are often underutilized in 

the labor market, particularly in the private 

sector. The UAE government has taken actions 

over the past years to ensure that the high-

skilled UAE nationals are contributing to the 

labor market, though many still participate in 

high-paying public sector jobs. The main 

challenge the government faces in this respect 

is investing in education and R&D, as well as 

reducing the attractiveness of public sector 

employment, to prepare a more highly skilled 

and highly motivated workforce of Emiratis to 

compete for high-skilled jobs. 

The level of productivity of a country 

establishes the level of prosperity and return 

on investment rates within the country's 

economy. Therefore, the more productive a 

nation is, the easier it is to develop sustainable 

growth. The GDP per person employed stands 

at $71,659 in 2013 (Figure 2) (8). This is among 

the highest productivity rates in emerging 

countries, but it has been declining across all 

sectors in the past two years due to a greater 

influx of low-skilled workers relative to high-

skilled workers.  
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Increasing labor productivity over the long 

term is necessary for promoting 

competitiveness, improving resource 

allocation, and promoting sustainable 

investment and growth in the non-oil sector. To 

increase its productivity, the UAE needs 

structural reforms that empower nationals. 

The country has to invest in education to 

change the mindset of its citizens.  The 

government has to ensure that high-skilled 

UAE nationals are willing to access positions in 

the private sector. In this way, locals would be 

able to make a more positive contribution to 

the labor market. 

Figure 2. Labor productivity in the UAE 

 

Scenarios 
Given the volatility of the energy market, the 

UAE cannot continue to rely exclusively on oil 

and gas export revenues. To achieve 

sustainable economic growth, the country 

needs to continue the diversification efforts 

that are underway. In the future, it will be 

critical for the UAE to accelerate structural 

reforms that would enable the country to 

achieve a high level of diversification for its 

economy.  

We could consider two scenarios for the next 

five years. The UAE could continue and 

succeed in the diversification of its economy. In 

this case, the economy will continue to grow 

with the support of both high- and low-skilled 

workers. The political leaders need to launch 

strong and appropriate regulatory actions to 

maintain the UAE’s attractiveness for 

investors. With the economy’s diversification 

achieved, the UAE will be less dependent on 

the oil and gas industry and will be able to 

mitigate variations in oil prices. In this case, 

the UAE economy maintains sustainable 

growth. 

In another scenario the UAE might fail in the 

diversification of its economy. In this case, 

structural reforms are not successful and the 

dependency on foreign labor, especially in 

high-skilled jobs, remains.  The geopolitical 

tensions in neighboring countries would 

increase the risk aversion of investors, slowing 

or reducing foreign direct investment. This, in 

turn, might slow trade and further reduce 

economic growth. Investment in both education 

and innovation decline, creating more 

unemployment and inequalities among UAE 

citizens. Ultimately, the lack of government 

leadership could lead to social tension and 

political instability. 

Conclusion 
To maintain sustainable economic growth, the 

UAE has to tackle strong challenges with 

leadership to envision and shape its future.  It 

needs to continue the further diversification of 

its economy in order to be less dependent on 

volatile oil and gas export revenues. In addition 

it requires reforms and investment in 

education and innovation to boost labor 

productivity and further the “Emiratisation” of 

the workforce. Is the UAE ready to make the 

transition to an innovation-driven economy?
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CHINA 
 Will China make the jump or fall into the chasm?

 Snapshot 
For centuries, China has been a leading 

civilization, advanced in the fields of arts and 

science. However, in the 19th and 20th 

centuries, the country suffered civil unrest, 

famines, military defeats, and foreign 

occupation. After World War II, Mao Zedong 

imposed a communist regime, with broad 

control over the life of citizens. Later on, Deng 

Xiaoping, introduced market reforms aimed at 

driving economic growth.  

Since 1978, China’s GDP has grown at an 

average rate of 9.5%, dramatically improving 

living standards. However, the rapid economic 

development has been mostly concentrated 

within urban areas along the east coast, 

widening the gap in economic development and 

wealth distribution between the coastline and 

the rest of China. To balance the growing 

economic disparities amongst regions and 

between urban and rural communities, China’s 

leaders introduced regional policies to 

redistribute wealth.  

As a result of the reforms that were 

undertaken, China has climbed in global 

rankings to become the world’s second largest 

economy after the U.S., and has had a huge 

impact on global growth, resource allocation, 

trade and investment. In 2001 China joined the 

World Trade Organization (WT0). However, in 

2008, the economic downturn slowed China’s 

double-digit growth to 7% per annum.  

The current President, Xi Jinping, is dubbed 

the new Deng Xiaoping due to his ambitious 

pledge to reform China from an efficiency-

driven economy towards an innovation-driven 

economy. China has reached middle-income 

status. The previous investments in capital, 

education and mindset that led to such growth 

will not be enough to maintain the current level 

of grow, especially since its cost advantage has 

been eroded. 

Many countries have failed to cross the 

middle-income chasm to high-income status. 

The question that lies ahead is whether or not 

China’s strong central government and long 

term planning can legislate and entrench deep 

reforms to transition the country’s physical and 

human capital towards an innovation-driven 

economy and stay competitive in the global 

context.  

Chinese belief system & 
institutional framework 
Belief system 
Traditional Chinese values were shaped 

through a philosophical framework of 

Confucianism, Taoism and Buddhism.  

From 1949 to 1969 the communist government, 

viewing religion as emblematic of feudalism 

and foreign colonialism, tried during the 

Cultural Revolution to purge the country of its 

traditional religions.  

Over time, China gradually became more 

tolerant towards religions. Under Deng 

Xiaoping, the 1978 Constitution allowed for 

religious freedom. The government began a 

large-scale program to rebuild Buddhist and 

Taoist temples. In the recent years, the 

Chinese government has been especially open 

to traditional religions emphasizing the role of 

religion in building on the Confucian principle 

of a ‘harmonious society’. 

Institutional framework 
The president, currently Xi Jinping, leads the 

state while the premier, Li Keqiang, leads the 

government. China’s most senior decision-

making body is the Politburo Standing 

Committee, which is composed of seven 

members, including the president and the 

premier. They exercise power over the 

Politburo, formed of 25 members. The Central 

Committee (371 members) leads the 

Communist Party members (who number 

more than 80 million nationwide). 

China’s key challenges 
GDP growth slowdown 
China’s economy is facing lower growth than 

historical performance. In 2015, real GDP 

growth is expected to be 7.1%, declining to 

6.0% by 2019, according to the Economist’s 

forecast. Growth is slowing largely due to: i) 

imbalance between investment and 

consumption driven growth, ii) overcapacity 

leading to a demand-supply mismatch, and iii) 

slowing export growth. There is widespread 
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acceptance of 7% growth as the ‘New Normal’ 

by policy makers, down from 8-10% pre-2013. 

There remains some political concern that 

growth slowdown (under 8%) could create 

regional and social instability. 

High debt and low inflation 
China’s GDP growth has been driven by debt-

funded investment, some of which has been 

put to inefficient use in SOEs. Since 2007, USD 

20.8 trillion of new debt has been added, nearly 

half related to real estate. By the middle of 

2014, China’s debt reached unprecedented 

levels, a ratio of 282% of total debt to GDP and 

125% of corporate debt to GDP. Whilst the 

banks report 1% non-performing assets (NPA), 

the financial markets estimate it to be closer to 

10%. The shadow banking sector remains one 

of the major concerns surrounding the Chinese 

economy as it accounts for 30% of the USD 6.5 

trillion of outstanding loans. 

Overcapacity in the manufacturing sector 

resulted in total capacity utilization well below 

international standards, impacting margins as 

well as contributing to heavy losses in certain 

sectors, particularly in large SOEs. Over the 

last two and a half years, the producer price 

index (PPI) declined. The consumer price index 

(CPI) increased from 0.8% to 1.4%. High debt 

levels and low inflation currently restrict 

China’s flexibility to ensure a smooth transition 

to a consumption-driven economy. 

Decreasing cost competitiveness 
Given limited scope for accelerated 

employment growth, Chinese output growth 

will require greater productivity. Since 2003, 

infrastructure investments have accounted for 

two thirds of GDP growth. The productivity 

resulting from successive capital investments 

in infrastructure has resulted in diminishing 

returns. A high proportion of investment is 

allocated to state owned enterprises (SOEs) 

even though private enterprises’ return on 

assets are twice the level of SOEs. There are 

huge productivity gaps in key sectors like 

technology, pharmaceuticals and telecoms 

compared to other developed economies. 

China has started to build its innovation 

credentials as patent-filing has doubled in the 

last two years. The government should 

increase its R&D investments to compete with 

other Asian countries and improve its 

intellectual property (IP) rights protection as it 

takes a greater stake in potential IP returns.  

Education and innovation 
China has increased investment in education to 

achieve a 96% literacy rate in short period of 

time and was appropriate for an efficient 

economy. The education system stressed a top 

down approach, based on memorization and 

structured execution and put emphasis on 

science and technology. The intense years of 

study accumulated to the national gaokao 

exam, which annually sorts students to 

universities based on their results. However, 

this type of structured education system under 

emphasis critical thinking and problem solving 

skills. Therefore, the young generation lacks 

an entrepreneurial mindset, which will limit 

business growth. As China moves closer to an 

innovation driven economy, there will be a 

mismatch between the demands of modern 

business and the skills of the labor force. It is 

against this background that the government 

faces the challenge of driving towards an 

innovation driven economy. 

Demographic change 
Under Mao’s regime, families were 

encouraged to have many children as it 

strengthened China’s growth. A decade later, 

government officials became concerned that 

the population’s growth rate would place great 

strains on society, economy and environment 

and calculated that a 700 million population 

was statistically optimal. In the 1980s, China 

passed the One Child Policy to reverse the 

cultural norm, resulting in the present day 

growth rate of 0.7 percent. This policy has 

caused two challenges. First, China is rapidly 

becoming an aging country. From 2014 to 2050, 

the average worker to retiree ratio will fall 

from 7.2 to 2.2, which will place strains on 

welfare and healthcare expenditure. Secondly, 

the east coast, which had the most stringent 

enforcement of the policy, is experiencing a 

labor shortage and will get worse in the future.  

Rising inequality 
Since the 1978 Constitution was drafted, 

China’s income gap between the top and 

bottom 20% has increased. In 2002, China’s 

GINI index passed 0.40, a warning level set by 

the UN. 70% of wealth was held by 0.8% of 

Chinese households. This level of income 

disparity between urban and rural and across 

eastern and western regions has the potential 

to spark conflicts. China has managed to avoid 

such situations thanks to its growth rate above 

the ‘magical’ eight percent and with tight 
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security. However, as the growth rate slows, 

the government’s legitimacy could erode 

paving the way for regional tensions. 

Environmental & healthcare issues 
The Chinese government had prioritized rapid 

growth over environmental protection. As a 

consequence, China faces significant 

challenges regard to severe pollution. Only 8 

out of 74 cities pass basic air quality standards. 

More than half of the surface water is 

unusable, forcing 500 million rural citizens to 

consume contaminated water. Less than half 

of China’s total land is affected by soil erosion, 

compromising agriculture output for its large 

population. In addition, these deteriorating 

environmental conditions have led to a 

significant increase in healthcare expenses 

affecting costs for businesses and government.  

Potential solutions 
To continue strong GDP growth, China needs 

to build the foundations for an innovation-

driven economy. To do so, the government 

needs to transition from allocating resources 

and to regulating markets. This will enable for 

greater opportunities for the market to identify 

productive and innovative uses of resources.  

Similar to the success in the 1990s in gradually 

liberalizing the manufacturing and service 

sectors, the government needs to reform gap 

‘upstream sectors’: land, capital and energy. In 

these sectors, SOEs have contributed the most 

to productivity declines and the increase in 

debt. Allowing for greater competition would 

increase productivity through identification of 

better investments and reduction in costs. 

Additionally, the government should push SOEs 

to focus more on managing capital rather than 

building assets. Currently, the return on assets 

for SOEs is about half that the private sector. 

Since the manufacturing and service sectors 

depend on input costs from the upstream 

sectors, reducing these input costs will help 

them remain to cost competitive. 

China needs to allow market forces to better 

allocate capital investments. China’s FDI as a 

percentage of GDP ranks below the regional 

average. China needs to loosen FDI restrictions 

in line with its growing global competitive 

performance. Additionally, China needs to 

strengthen minority rights in order for these 

shareholders to have an input in improving 

company’s performance. This is important 

since the government is piloting a programme 

to encourage SOEs to list on the stock 

exchange. If minority shareholders are unable 

to influence company decisions, then the 

programme will be limited only to finding a 

new way to finance projects rather than 

delivering better productivity. 

China needs to improve its competitiveness 

rankings on several performance indicators 

that are linked to innovation capabilities. 

Overall, China ranks 28th out of 144 countries 

on the World Economic Forum (WEF) 

Competitiveness Report. However, China ranks 

90th on ease of doing business and 83rd on 

technology readiness. China needs to continue 

to invest in building innovative capabilities and 

infrastructure. Currently, it invests 2.1% of 

GDP in R&D, which is lower than Japan at 

3.3%. Whilst China has doubled its patent-

filings in recent years, they are still less than 

half that of the US. Government should 

continue to provide incentives for R&D 

investment, such as tax benefits. Additionally, 

China needs to do more to improve 

entrepreneurial ecosystems by further 

incentivizing the creation of venture capital 

investment funds and innovation hubs. To 

create a skilled labour force, the Chinese 

government should reform the educational 

system to be more focused on problem solving 

and critical thinking.  

Whilst investing in innovation capabilities, 

China needs to foster domestic consumption 

for these outputs. McKinsey estimates that 

75% of China’s urban middle class will have a 

purchasing power between Brazil and Italy. As 

it increases its ability to generate products and 

services, it needs to stimulate demand. 

Monetary and fiscal policies should strive to 

remove deflationary pressures as they delay 

purchase decisions.  

China will need to tackle several demographic 

challenges. The country will quickly transition 

from having a demographic dividend to having 

a contraction in the labour force. The 

government should further relax the one child 

policy. This will potentially help delay the Lewis 

Turning Point around 2020. To reduce the 

labour shortage along the coastline, China 

should reform the Hukou policy. Hukou 

prevents rural populations from living in or 

accepting benefits such as voting rights and 

healthcare from urban areas. Currently, there 

is discussion about reforming the policy as a 

growing proportion of migrants in cities are 
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treated as second-class citizens. Reforming 

the Hukou would have significant costs. The 

request for reform has been resisted by local 

governments that do not want to pay the costs, 

and by urbanites that benefit from access to 

benefits. Rural Hukou holders are also 

concerned as it might remove their right to 

rural land. If the policy were successfully 

implemented, 100 million migrants would have 

the option to apply for the urban Hukou. 

Several major cities have already tested these 

reforms with various degrees of success. Other 

policies should aim to further boost job 

opportunities in central China and distribute 

work across a greater geographical area. 

The new government (Xi) has announced an 

income inequality reform plan, focused on 

these topics: doubling personal income by 

2020, raising the minimum wage, liberalizing 

interest rates, encouraging dividend payments 

from SOEs, restricting government officials’ 

income, and reforming tax, land rights, 

residence permit system and social safety net. 

The housing issue should be addressed with 

more public housing experiments. In order to 

prevent a credit bubble, the government can 

also try to systematically deleverage the 

economy over time, deal with real estate 

market imbalances, and push SOEs to achieve 

greater efficiency. Alternatives such as revising 

property and wealth taxes should also be 

considered as a means to reduce inequality.  

Finally, China’s environmental challenges need 

to be prioritized; otherwise it will face growth 

costs with respect to sustainability and health. 

At the beginning of 2015, China passed the 

New Environmental Law which should 

harmonize the current environmental 

legislation and give teeth to penalize those who 

breach the law. For example, following a 

severe smog incident in Beijing, reforms are 

taking shape giving regulatory bodies the 

ability to increase fines on local governments 

and organizations that violate legislations. It is 

estimated that cleaning air pollution could cost 

China over USD 250 billion in total. However, 

according to the scientific paper, Nature, the 

law will be significantly challenged due to the 

fractured governance structure and the lack of 

local implementation. The government needs 

to overcome these challenges to have a 

meaningful impact upon the situation.  

Navigating the future 
Think with us. We contemplate two scenarios: 

Scenario 1 
China succeeds in transitioning towards an 

innovation driven economy. The government is 

able to liberalize key sectors to stimulate 

greater productivity. Through investment in 

education and R&D, China builds both a highly 

skilled labour force and successful IP. 

Businesses will invest further capital to 

improve productivity and will enter higher 

margin sectors to retain profits. Finally, 

domestic consumption stimulates demand and 

banks will supply more credit, resulting in a 

stable level of employment. 

This scenario underpinned by centralized 

government and Xi's efforts in anti-corruption 

and reforms. The current President, Xi 

Jingping, has pushed through an anti-

corruption initiative, which has reduced 

barriers to reform, ranging from minister’s 

powers to security. This is an important step to 

push through vital reforms. 

Therefore, China will maintain continued 

growth with highly skilled labor, high-end and 

innovative industry sectors, increasing 

disposable income, better wealth distribution 

and sustainable environmental impact.  

Scenario 1: Four-quadrant model 
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Scenario 2 
If China fails to reform and is unable to adapt, 

it collapses as lower levels of growth no longer 

hold the country and its people tightly together. 

Furthermore, little (domestic and foreign) 

capital will be invested to boost productivity, 

the financial market will shrink given high 

debts, and demand will contract due to a low 

willingness to consume, resulting in lower 

wages and high unemployment. In the end, 

China will suffer a hard landing and problems 

such as: low cost competitiveness, slow growth 

or decline, a real estate market and financial 

system that has lost trust, social unrest and 

fragmentation within the country and amongst 

its people. 

Scenario 2: Four quadrants model 
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CALIFORNIA 
The American dream – a reality check?  

Snapshot 
While on the surface California projects an 

image that is frequently representative of the 

American dream, the situation is not as 

pleasant as frequently portrayed in popular 

culture. The reality most Californians face does 

not mirror this idealistic image. The state is 

plagued with debt, has an outdated 

infrastructure requiring massive investment, 

and suffers from political and legislative 

immobility, which complicates any attempts to 

address necessary structural changes. 

California is the most populous state in the 

U.S. with 39 million people and a GDP of $2.2 

trillion in 2014. Were it a country, this state 

would be the seventh largest economy in the 

world. Its population is highly diverse and has 

welcomed large waves of immigrants of 

various ethnicities over several decades. 

Among them live currently about 10 million 

legal immigrants, which amounts to one fourth 

of the total number of foreign-born population 

in the U.S. The level of education among 

immigrants is a societal challenge when trying 

to incorporate unskilled immigrants, but 

recent waves of immigrants, mainly from Asia, 

are high skilled workers.  

While the state’s economy is considerably 

large, GDP is not Growth in GDP per capita is 

nothing exceptional, and is merely slightly 

above the national average. Sources of this are 

a large income inequality and a high population 

growth over the last 20 years. 

The Golden State’s politics are dominated by 

the Democratic Party which has the controlling 

position at most government levels in the 

state. Among their political challenges is a 

high state tax revenue variability due to 

dependence on personal income tax and 

capital gains. Most large corporations use tax 

reduction strategies to minimize tax 

obligations at a state level, which results in 

budget shortfalls. 

Among the 18 million people in the labor force, 

one half of them work in finance, real-estate, 

business services, manufacturing or 

information technologies. The agricultural 

sector plays a substantial role in the economy 

with 17% of national agricultural production, 

but droughts in recent years and an outdated 

water infrastructure have limited output.  

The attractiveness of the region is led by the 

Silicon Valley and San Francisco region, world 

renowned as centers for innovation and 

entrepreneurship. This ecosystem is fuelled by 

top ranked universities, the highest R&D 

expenditure in the U.S., an entrepreneurial 

culture, and large availability of capital (a third 

of the world’s venture capital). 

Currently California is facing many challenges 

related to productivity and public finances that 

will need to be addressed in order to maintain 

competitiveness: water scarcity, low physical 

infrastructure, increasing cost of energy due to 

renewables, debt burden, and a large share of 

low-skilled immigrants combined with a poor 

public education. 

In order to address these challenges the main 

recommendations would be: 

• Legislation reform for voting and decision-

making processes 

• Reform the public sector 

• Improve infrastructure quality regarding 

water and transportation 

• Increase R&D budgets incentivizing 

technology transfer and links between 

research and industry 

• Close corporate tax loopholes  

• Educational reform with target programs 

serving a limited number of high-risk 

students 

Signs of increasing trouble 
below the surface 
Venture capitalist Tim Draper launched an 

initiative in December 2013 for a ballot 

measure to split California into six states. This 

failed due to a lack of required signatures, but 

the proposal still received nearly 800,000 

signatures. This indicates discontent among 

many Californians in the way their government 

is addressing key issues, and these voters may 

best be served by a new governmental 

structure. The proposed states would have 

been named Jefferson, North California, 

Silicon Valley, Central California, West 

California, and South California. 

http://en.wikipedia.org/wiki/Six_Californias#Jefferson
http://en.wikipedia.org/wiki/Six_Californias#North_California
http://en.wikipedia.org/wiki/Six_Californias#Silicon_Valley
http://en.wikipedia.org/wiki/Six_Californias#Central_California
http://en.wikipedia.org/wiki/Six_Californias#West_California
http://en.wikipedia.org/wiki/Six_Californias#West_California
http://en.wikipedia.org/wiki/Six_Californias#South_California
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Draper championed the cause, claiming that 

the state is too large and ungovernable, and 

the best solution is to split California into six 

smaller, more efficient state governments. 

These governments, according to Draper, 

would be better prepared to meet the diverse 

needs of the newly-formed states compared to 

the current structure. According to him, the 

state government is too out of touch with the 

average Californian, partly due to the expansive 

size of the state.  

Detractors of this initiative claim that Draper is 

merely trying to ensure rich parts of California 

do not subsidize other parts of the state. 

Further, many claim that Draper is trying to 

change the political landscape of California, 

and at a federal level wants to ensure that 

California is not permanently a democratic 

state. 

Starting with this question of how California 

arrived at this current impasse, we aim to 

examine many of the underlying causes for 

California’s state of the economy, implications, 

challenges and potential opportunities for 

business. Further we look at some of the 

required policy adjustments to address the 

states underlying problems. California’s 

economic performance has been good for the 

last years, even during the crisis periods GDP 

has continued to increase at circa 2% per 

annum for the past five years. Key sectors 

driving growth include IT, education, 

healthcare, and agriculture. 

Since 1997 GDP in California increased by 97%, 

nearly attaining the same pace of U.S. GDP 

growth of 108% over the same period. The 

growth is driven by high-technology industry 

but it is offset by the inflow of the immigrants.  

The quality of infrastructure is fundamental to 

support growing population; however 

significant amount of investment is needed. To 

support this problem California State proposes 

$56.7 billion total spending over the next five 

years (2014-2018). However this figure is far 

below that which is likely needed, by some 

estimates requiring up to a $65 billion annual 

infrastructure investment. 

Education  
While California is home to many world-class 

universities, the quality of public education up 

to the secondary level is ranked among the 

worst in the country. Low and middle class 

Californians cannot afford the expensive tuition 

of private universities, and at the same time 

the state has high quality research centers 

associated with top universities, private 

centers or corporations. This, along with the 

availability of private capital creates a dynamic 

environment for technology and research 

based companies. R&D expenditure in 

California in 2014 was $82bn, approximately 

one quarter of total R&D spent in the U.S.  

Some important technological sectors 

developed in the region are: the biotechnology 

sector amounts to 5.2% ($115 billion) of the 

state’s GDP with only 1.5% of workforce. 

Manufacturing firms account for 11.7% of GDP 

with $229.9 billion, employing 9% of the 

workforce. 

Income Distribution 
California has more billionaires (111) than any 

other state. At the same time the state has the 

highest poverty rate (15.9%) in the U.S. The 

beginning of these levels of inequality 

accelerated in the 1980s. Since 1979, 

California’s top one percent have doubled their 

incomes, while the rest of the population 

actually saw their real income decrease by 

6.3%. Large income disparities exist among 

counties with high average income in the San 

Francisco Bay Area (San Mateo and Santa 

Clara) and low average income in rural 

counties. Significant differences in median 

income appear among different ethnicity 

groups (e.g. Caucasian and Hispanics) and 

immigration status (U.S.-born and 

immigrants).  

The labor force has increased consistently 

since 1976 reaching the highest point of 18.9 

million in January 2015, while unemployment 

is returning to healthy values under 7% 

(expected unemployment rate by the San 

Francisco Federal Reserve for 2015 is 5.2%).  

Almost 50% of California’s population is 

considered in the labor force (18.9 over 38 

million), distributed in 7 main industries. 

Further, the percentage of employees working 

in the public sector is relatively high, close to 

13%.  One half of the labor forces is 

concentrated in 3 sectors: occupation, 

administrative, business and production. The 

average weekly wage in California is $1,072 (vs 

$940 in the U.S.) ($55,744 per year), but even 

when gender salary differences are continually 

decreasing, there is still a substantial gender 

salary inequality. 
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Challenges to Overcome 
Unsustainable Debt Levels 
California suffers from a debt that is estimated 

at circa $440bn and growing, the result of 

years of unsustainable budgeting practices. 

Excessive spending on liberal programs, 

unreliable tax revenue from personal income 

taxes, and low corporate tax contributions have 

created a situation that threatens the state’s 

ability to continue providing public services. In 

extreme cases this can mean bankruptcy – 

four cities have already followed this path. The 

majority of the debt is in unfunded long-term 

liabilities, namely in retirement programs as 

well as in required infrastructure investment.  

The state is highly dependent on personal 

income taxes as the primary source of 

revenue. The top 1% of income earners pay 

over 50% of total income taxes, and a large 

part of their income taxes is the result of 

capital gains. Therefore, the overall tax 

revenue base is dependent on the performance 

of financial markets, which makes long-term 

state government budgeting projections 

difficult, if not impossible.  

Offshore Tax Avoidance Schemes 
Large corporations in California use complex 

tax reduction strategies to minimize tax 

obligations at a state level. Recent political 

pressure has highlighted several companies 

currently taking advantage of offshore tax 

schemes. The state budget crisis has had 

wide-reaching impact. During the financial 

crisis several cities in California declared 

bankruptcy, to include the city of Stockton, the 

largest city to ever declare bankruptcy.  

Complicating attempts to make required 

changes, California’s legislature has been 

highly polarized for decades. California is 

dominated by the Democratic Party which has 

majority status at most government levels in 

the state. The state is perceived to be 

extremely liberal, especially in the San 

Francisco Area where people hold liberal views 

towards social and fiscal topics (e.g. abortion, 

gay marriage, government spending). 

Independent voters have been on the rise for 

decades, while the share of voters registered 

at the major parties has steadily declined. Still, 

most independents tend to lean towards the 

Democratic Party on Election Day.  

Extreme differences in political opinions within 

the state are also represented in the Six States 

movement, wherein the more prosperous 

counties in California are seen to supplement 

the less prosperous counties. This transfer of 

wealth is a major impetus for this movement. 

Potential Outlook 
California is facing a number of challenges 

especially related to its productivity, public 

finance, and regulation. Fixing many of these 

would require many painful but necessary 

compromises, to include increasing taxes, 

reducing healthcare expenses, limiting future 

spending increases, investing heavily in the 

state’s infrastructure, and reforming political 

decision making processes. In this 

environment business opportunities may arise, 

particularly within electrical and water-related 

infrastructure, new forms of education to 

address skilled labor shortages, agricultural 

solutions for water-scare soils.
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SINGAPORE 
What makes an Asian Tiger?  Exploring challenges ahead

Snapshot 
The year 2015 is one of remembrance for 

Singapore. The passing of its founding father, 

Mr. Lee Kuan Yew, in March marked the end of 

an era of a great statesman. Lee transformed 

Singapore from a relatively insignificant 

economic backwater into one of the most 

vibrant financial hub in Asia. Highly admired 

throughout the world, Lee built a nation with a 

solid foundation that made the “little red dot” a 

successful country known for its remarkable 

standard of living. The unprecedented success 

of the Singapore model is without doubt the 

result of hard work and meticulous city 

planning.  

In August 2015, Singapore will celebrate its 50th 

anniversary of independence. The journey of 

nation building that the Asian Tiger undertook 

was arduous, yet the island nation has come a 

long way to emerge as a respectable country in 

the last 50 years. This analysis attempts to 

review the key success factors of Singapore, 

from its solid institutional foundation to its 

dynamic labor market and productivity. 

Additionally, it is important to review the 

country’s development of key sectors, as in the 

case of government-linked companies (GLCs), 

and its unique monetary policy. By looking 

back at the various success factors of 

Singapore we aim to better anticipate the 

challenges that the country faces for the next 

50 years and beyond.   

Institutional foundation 
The key pillars of the institutional foundation in 

Singapore are economic freedom, coherence 

and pragmatism. 

Economic freedom 
Singapore practices the highest level of 

economic freedom which is driven by prudent 

macroeconomic policies. For example, the 

Economic Development Board (EDB) was set 

up to encourage investment and business in 

Singapore and hence strengthen the country’s 

economy directly. 

Cohesion 
When a policy is changed, the government 

takes a multi-dimensional approach to lessen 

the impact it will have on citizens. It adapts 

policies according to the needs of the people. 

Pragmatism 
Pragmatism is the philosophy of economic 

development in Singapore. The government 

focuses on economic development and 

formulates economic policies based on current 

and special circumstances. In being reactive 

and proactive, to the country is able to 

maintain rapid and efficient economic and 

social development. 

Labor market and 
Productivity 
Singapore’s labor market is unique and 

characterized by a low unemployment rate and 

high dependence on foreign labor. Based on 

the IMD World Competitiveness 2015 Ranking, 

Singapore has the world’s third lowest 

unemployment rate (2%). Total employment 

growth slowed in 2014 in comparison to 2013 

and was characterized with growing local and 

decreasing foreign employment. 

Trends in the labor market influence 

productivity, which is highly dependent on 

cheap foreign labor (hit by a restrictive 

manpower policy) and driven by government 

supporting programs. There is clearly a 

seasonality factor in productivity, but overall 

the country has seen a gradual increase from 

1980 to 2015 (1). The correlation with 

immigration laws and policies is traced as one 

of the key drivers of the process. 

According to Singapore’s Ministry of 

Manpower, in 2014 the country “maintained its 
approach of taking progressive steps to raise 
the quality of foreign workforce and reduce 
reliance on foreign labor, in line with the 

Government’s efforts to achieve quality 
economic growth driven by sustained 
productivity improvement” (2). 

Infrastructure 
Throughout its history, Singapore has 

benefited from its location, being the “gateway 

to Asia.” This has especially been the case for 

maritime trade. According to the Maritime and 

Port Authority of Singapore, its maritime 

ecosystem includes over 5,000 establishments 
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employing more than 170,000 people and 

contributing approximately 7% to GDP (3). 

Singapore has developed itself into a premier 

global hub with a network of over 600 ports in 

more than 120 countries. In terms of shipping 

tonnage, it is the busiest port in the world, 

serving over 130,000 vessel calls, and it is the 

top bunkering port, lifting 30 million tons of 

bunkers per year (3). Connections to both 

Europe and Asia and accessible and safe trade 

routes make the city an ideal international 

trade center.  

Education 
High-level education in Singapore is achieved 

by efficient investment of the government. 

According to the PISA report, students in 

Singapore score remarkably high in 

mathematics and reading. Government 

spending on education is, however, only 3% of 

GDP, which is lower than the OECD average. 

Therefore, investment by Singapore can be 

seen as efficient, generating a high return. 

The government tries to focus on nurturing 

creativity and not on pushing pure knowledge. 

Initially, the principle of education used to be to 

focus on problem solving. Singapore’s teaching 

regime focused primarily on the transmission 

of conventional curriculum knowledge and 

examination performance, which resulted in 

high performance in international 

assessments such as PISA. Nevertheless, the 

government is trying to invest in a new 

education system to focus on creativity rather 

than problem solving (4).  

Government-linked 
companies 
Government-linked companies (GLCs) play an 

important role in the economy of Singapore. 

For Singapore, GLCs are defined as 

companies, in which the government, Temasek 

(a government agency) or another GLC, is the 

controlling shareholder. The controlling 

shareholder has a stake of 15% or more. GLCs 

include companies which are directly owned by 

Temasek. Companies where there is another 

shareholder with a larger stake are excluded. 
(5) (6) 

GLCs are active in all four key industries of 

Singapore (manufacturing, wholesale and 

retail trade, business services, and finance and 

insurance). In the manufacturing industry, 

Singapore Petroleum is one of the oil trading 

companies operating in Singapore. In 

wholesale and retail, the National Trade Union 

Congress (NTUC) has a domestic market share 

of more than 50%. For the finance and 

insurance sector, the Development Bank of 

Singapore (DBS) was set up in 1968 and it is 

the largest bank in Southeast Asia. (7) (8) (9) 

From an analysis by the National University of 

Singapore, GLCs occupy about 60% of the 

market in terms of GDP. Moreover, the REIT 

market is 46% covered by government related 

investment trusts. As a conclusion, most of the 

market is driven by the government (10) (11). 

GLCs generally have higher governance 

compared with non-GLCs. Governance of GLCs 

is higher compared with non-GLCs such as in 

board matters, remuneration matters, audit & 

accountability, and communication with 

shareholders. The reason for this  is mainly 

that the government is leveraging GLCs to set 

the standard for industries (10) (11). 

Monetary policy 
Singapore is a nation which is heavily 

dependent on international trade. The size of 

the trade through Singapore is much larger 

than its internal market. While other nations 

influence the aggregate demand of their 

economies by controlling interest rates, 

Singapore adopts a managed exchange rate-

centered monetary policy. This unique policy 

was adopted by the Monetary Authority of 

Singapore (MAS) in 1981 to ensure stable 

growth of the economy of Singapore and has 

been maintained ever since. 

The continuous fall of oil prices prompted the 

MAS to recently review its monetary policy and 

in January 2015 it unexpectedly announced an 

easing measure. (16). The aim was to weaken 

the Singapore Dollar by adjusting the slope of 

the managed currency trading band. As a 

result, the value of the Singapore Dollar has 

dropped to the lowest since September 2010 

(17). On April 2015, MAS decided not to ease the 

currency further, citing improved economic 

outlook as a reason (18). 

Challenges ahead 
As Singapore enters an era post Mr. Lee Kuan 

Yew, it faces various challenges and obstacles 

to maintain its leading economic position:  
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Political outlook 
The People’s Action Party (PAP) had its worst 

performance in the 2011 general election, 

winning just 60% of the popular vote (19). The 

next general election will happen after August 

2015. It might not bring significant changes to 

the current ruling party, but it is interesting to 

observe the public opinion on Prime Minister 

Lee Hsien Loong for the first general election 

after the passing of Mr. Lee. 

Immigration policy 
The influx of immigrants to Singapore has 

resulted in overcrowding and strong sentiment 

from locals against foreigners. Therefore, the 

Singapore government tightened the rules on 

hiring foreign workers at the end of 2014 (20). 

International trade 
The overdependence on trade exposes 

Singapore to economic volatility from trading 

partners, especially in economic turmoil era. 

Resource scarcity 
As an island city-state with 5.4 million people 

living on a surface area of just slightly over 700 

km2, Singapore has been facing increasing 

resource scarcity. 

As a conclusion, the fundamental challenges 

faced by Singapore can be traced back to the 

guiding principles of pragmatism as promoted 

by the founding father. The very fact of being a 

meeting point between East and  West, 

Singapore must deal with the scarcity mindset 

and find a position in the delicate power 

rebalance between the US and China.
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JAPAN 
Will the sun rise again in JAPAN?

Snapshot 
 In his second term as Japan’s Prime Minister, 

Shinzo Abe hopes that his ambitious 

multipronged economic program, known as 

Abenomics, will bolster Japan’s economy. If 

successful, it will remedy almost two decades 

of economic stagnation. But to do so, it is not 

just enough to revitalize Japan’s trade, labor, 

key industry sectors and monetary and fiscal 

policies. The strategy must also have the 

support of the country’s robust institutions as 

well the persuasion to change the local and 

international mindset about the country and its 

slowing economy. It is not an easy task, but if 

there is a nation that has historically proven to 

be resilient and innovative, it is Japan. 

         

Figure 1: Abenomics: the foundation of Japan’s socio-
economic structure 

Japan’s resilience  
The reconstruction Japan implemented after 

World War II is often referred to as the 

Japanese miracle. The country’s focus on 

economic development brought the highest 

economic growth rates in the world from the 

1960s through the 1980s. In the 1990s the 

economy slowed down and the bursting of the 

infamous Japanese asset price bubble, 

crashed the Tokyo Stock Exchange, starting 

the period of economic stagnation described as 

the Lost decade. Structural reforms in the 

2000s brought a period of recovery and steady 

growth.  Yet the global economic crisis of 2008 

and the 2011 Tsunami and resultant 

Fukushima disaster put Japan’s economy and 

resilience to the test.  

Nevertheless, despite all the challenges the 

country has faced during the last decades, 

Japan has managed to secure its place as the 

world’s third largest economy after the US and 

China.  Japan’s GDP per capita growth from 

2001 to 2010 outpaced Europe and the United 

States.  

Abenomics 
The multi-pronged economic program 

 

Figure 2: Abenomics official infographic – 3 arrows 

Since 2012 Japanese Prime Minister Shinzo 

Abe has succeeded in stimulating the economy 

through an aggressive strategy focused on 

fiscal policy, monetary policy and private sector 

investment. This trilogy of strategies is dubbed 

the “Three arrows” – or Abenomics. The goal is 

to recover growth and beat the deflator 

mindset. 

Recently Japan has made significant progress 

in World Competitiveness rankings, improving 

its position to 6th in the world, ranking higher 

than other advanced economies in most 

categories. 

The Japanese are hopeful of turning the 

country’s economic performance around 

through Abenomics, a strategy that consists of 

three arrows or reform plans. The first arrow 

is bold monetary reform aiming to achieve a 

2% inflation target. The second arrow is fiscal 

stimulus where the government is aggressively 

creating demand to support the short-term 

growth of cooperation. The third arrow is 

regulatory reform to promote foreign 

investment into Japan or investment by 
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Japanese companies to gain competitive 

advantage in the global market. 

The key success factors for Abenomics are 

categorized into four themes: promotion of 

investment, integration with the global 

economy, enhancement of diversity and 

creation of new markets.  

Monetary Policy 
As previously mentioned, one of the arrows of 

the Abenomics plan is focused on Monetary 

Policy, with the aim of putting the country back 

on an economic growth trajectory. 

Japan has faced two major economic shocks 

since 2008, putting the economy into recession 

and creating a deflationary trend. For the 

Japanese economy, deflation is a big obstacle 

to overcome to achieve positive GDP growth. 

Therefore, to end deflation and stimulate 

consumption, the Bank of Japan has 

implemented quantitative easing actions in 

order to increase the country’s monetary base. 

The goal with this policy is to inject liquidity 

into the economy, which results in reduced 

interest rates, making bank loans more 

attractive and therefore stimulating consumer 

spending. 

The Bank of Japan’s quantitative easing policy 

is ending deflation, but there is still a long way 

to go to reach the 2% inflation rate, set by the 

Government as a sustainable inflation target. 

In 2014, although the inflation rate was not yet 

close to the target level, Japan decided to raise 

its consumption tax in order to control the 

fiscal deficit. The tax hike impacted the year’s 

inflation, causing a volatile growth scenario.  

Strong consumption growth before the tax 

change was followed by a sharp decline in the 

following months. 

Japan has one of the world’s largest public 

debt (burdens) to GDP ratios. The continuous 

rise in public social spending has kept the ratio 

in an upward trend and although the ratio is 

high, the low interest rates mitigate the 

problem. 

However, interest rates are not going to 

remain low forever, so Japan must protect 

itself against future increases in interest rates, 

which would bring debt interest payments to 

unsustainable levels. 

Despite all the monetary policy measures that 

are now being implemented, the main 

challenge to deal with deflation is to end the 

deflation mindset among the Japanese public.  

Besides injecting money back into the 

economy, how can Japan lower the so-called 

Futon Money? 

Labor Policy 
Unless the demographic landscape changes, 

Japan will be facing big problems with regards 

to its aging population. By 2051, the percentage 

of the working population of Japan will be no 

more than 53% of the population. The 

reduction in the working age population will 

lead to a reduction of the country’s productivity 

as expressed by GDP per capita.  In addition to 

the issues of a shrinking working age 

population, the productivity of the workforce, 

the employment rate, and the share of people 

actively looking for a job also affect the GDP 

per capita. Abenomics is trying to address 

these elements. 

Firstly, the Abe administration is trying to 

increase productivity of the labor force by 

promoting meritocracy while putting measures 

in place to protect against overwork. 

Simultaneously, flexible working times are 

being promoted in order to encourage more 

people and especially women to participate in 

the workforce. Secondly, the Abe 

administration is encouraging the participation 

of foreign labor force either in the form of 

internships or specific job opportunities. 

Finally, Abenomics is encouraging women to 

participate in the job market by enhancing 

childcare services and reforming the tax and 

social security system.  

These elements of Abenomics provide 

structural reforms that aim at changing the 

mindsets of the Japanese employees and to 

create more diverse and productive 

workplaces.  

Trade Policy 
In addition to revitalizing its labor sector, Japan 

is in urgent need to balance its trade and 

become the investment magnet and export 

world power it once was. The steep decline in 

Japan’s current account position is explained 

by the trade imbalance the country has 

experienced since 2010’s Fukushima disaster. 

Since 2011, the value of imported goods has 

been greater than the Japanese products sold 

abroad, and to aggravate the situation 2014’s 

trade balance was the worst on record! To 
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reverse this preoccupying trend and to reduce 

its deficit, Japan needs to once again become 

the net exporter of goods it once was. As a 

fundamental step to reverse this trend, Japan 

needs to reactivate its electricity market to 

mitigate its recent dependency on mineral 

fuels. Today, mineral fuel imports account for 

almost 35% of the country’s imports. This 

figure should not be surprising, considering 

that before the Fukushima disaster, 30% of 

Japan’s electricity was provided by atomic 

power.  

Nonetheless, as we speak, most of Japan’s 48 

reactors are shut amid controversy about their 

safety. Such dependency on imported energy 

has driven increases in industrial user 

electricity rates by 30% and household bills by 

20%. To tackle this, Abe’s administration has a 

plan to reposition nuclear power and to 

liberalize Japan’s electricity market in 2016. 

But as mentioned before, mineral fuel imports 

are only a part of Japan’s Trade equation. The 

country’s current account may only be 

rebalanced by offering more growth 

opportunities to foreign and local investors. In 

another ambitious plan by Abe’s 

administration, the country is aiming to double 

inward Foreign Direct Investment to 35 trillion 

yen in 2020, pledging, “to create the world’s 

best business environment for companies to 

operate using National Strategic Zones” and 

promoting economic deregulation and 

diversification. Such efforts will be focused on 

specific industries and key sectors, which will 

become the engine of Japan’s future growth 

just as the electronics and automotive industry 

once did. 

Industry & Key Sectors 
Despite Japan’s historical trade and self-

sufficiency in rice, the agriculture industry 

represents only 1% of its GDP and as a result 

Japan imports 60% of its food. Less than 12% 

of land is cultivable. Therefore, Japan uses a 

system of terraces to farm in small areas. The 

small agricultural sector is highly subsidized 

and protected, with government regulations 

that favor small-scale cultivation instead of 

large-scale agriculture. Unlike its agricultural 

industry, Japan has a very strong high-

technological industry (27% of the GDP) as well 

as Research and Development capabilities. Its 

culture of innovation and technology began in 

1980 thanks to the efforts of Japan’s Science 

and Technology Agency. This initiative 

eventually led to what is today known as 

Japan’s “Era of technological independence”. 

The service industry, which generates 72% of 

the GDP, is also an important pillar of Japan’s 

industries. Services include banking, 

insurance, real estate, retailing, 

transportation, healthcare, and 

telecommunications, which is now one of the 

highest revenue-generating and high-tech 

sectors of the Japanese economy. 

Abenomics aims at giving more dynamism to 

Japanese industry. In Agriculture, Abenomics 

aims at rebuilding the domestic value chain 

and increasing productivity. 

In Industry, Abenomics aims at achieving 

excellence in innovation. For example, one of 

the goals is to launch a robot revolution to 

promote innovation and solve social 

challenges. This robot revolution will help 

increase productivity, and solve labor 

shortages due to declining birthrates and the 

aging population. 

In Services, the roadmap is to revitalize the 

health industry, achieve reduction of public 

insurance and solve social issues due to aging 

while maintaining high quality healthcare 

services. 

Abenomics also promotes the “National 

Strategic Special Zones”, which will have an 

impact on all segments: Agriculture, Industry 

and Services. In 2014 the government 

designated these six “National Strategic 

Special Zones” to promote economic 

deregulation and attract foreign investment 

and know-how. The strategy decentralizes and 

diversifies Japan’s industries. This creative 

scheme will create the right environment for: 

startups, entrepreneurs, healthcare, drug 

development and Medicare, farming and 

agriculture, medical studies and international 

tourism.  

In addition and supplemental to the strategic 

zones, the government has created incentives 

applicable to new R&D and Headquarter 

operations conducted in Japan by global 

companies certified by the competent minister. 

With this, Japan does not only want to attract 

foreign capital and investments, but also 

outstanding overseas manpower and 

technology. 



Navigating the future 2015 

65 

Institutions 
Japan is a country with a robust democratic 

setup and political stability, with national and 

prefecture-level elections. The current and 

foreseeable political situation is stable as the 

government and coalition hold a majority of 

two thirds in parliament. Nevertheless, 

political divide within the ruling party over 

certain issues might make it difficult for the 

government to pass reforms. Finally, Japan 

will need to soften its relationships with China 

and South Korea to promote stronger trade 

and investment with its Asian partners. 

Conclusion 
In conclusion, Abenomics is an aggressive yet 

innovate economic policy with the potential of 

remedying two decades of economic 

stagnation. The right implementation and 

execution of Abenomics should increase the 

supply of labor, increase productivity and 

increase both the demand and supply of 

money. For this ambitious plan to work, it will 

require flawless governmental execution, 

foreign interest and domestic support. We 

believe that Japan can achieve its goal because 

of the historical strength of its institutions and 

the robust plan it has laid out to address key 

sectors of its economy: increase productivity in 

Industry and key sectors, revitalize trade to 

balance its current account, reinvigorate its 

labor base, and use monetary policies to 

stimulate and support growth. It should be 

reminiscent of Japan’s economic miracle of 

the 1960s, where Japan defied almost half a 

decade of an economy depressed by wars to 

become the world power it is today. If Japan’s 

economic history and the resilience of its 

people serve as an indicator of its future, it is 

reasonable to assume that its economy will 

strongly rise again. 

 
Figure 3 Japan’s economic quadrant and the lever’s pulled 
by Shinzo Abe’s administrative strategy 
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