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Introduction

I. Why read this book?
This book is an inspirational how-to guide for organisations and entrepre-
neurs to prepare for the next decades. This book has three central premises:

e Our 21st-century macro environment will present us with collec-
tive, humanity-defining challenges

e Organisations are the ideal players to deal effectively with these
challenges

* Organisations that succeed in tackling these challenges will be the
new successful enterprises of this century

What will you get out of this book? Whether you are setting up a business,
or you are leading an existing enterprise, this book will give you a detailed
overview of the current trends in our world today, both from the perspec-
tive of the wider world and from the perspective of organisational lead-
ers. It highlights a wider trend towards a purpose-driven paradigm where
firms will aim to make a positive impact on multiple stakeholders and align
themselves with larger goals in society. Building on these insights, this
book provides you with pragmatic tools to successfully build organisations
for this new world.

Il. How to read this book

Successful transformations, whether they're personal or organisational,
start with a good understanding of the beginning and end of the journey.
The transformation then aims to bridge the difference between the two
states. This book will follow the same logic: it starts by defining the starting
point for today’s world and today’s organisations. It then describes the ideal
organisations of the future. In our last chapter, we’ll describe the pragmatic
transformation approach that can be used to kick-start the needed change.

In this book, the idea of being purpose-driven, or using purpose+profit
thinking, will be central. The definition of purpose-driven is:
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purpose+profit companies work with the ambition to positively impact a wider
set of stakeholders through their strategy and daily operations, in addition to
benefiting their shareholders

This means that purpose-driven firms combine profit goals with impact
goals for their stakeholders. This set of stakeholders will be company-spe-
cificas it depends on the region the company operates in, the particular in-
dustry and the potential impact it can have. As we’ll see later in the book,
companies often set these goals by aligning themselves with the major
challenges on earth, for example, those defined in the United Nations’ Sus-
tainable Development Goals. Note: the phrase ‘through their strategy and daily
operations’ is important as this notion is different from the idea of philan-
thropy. Being purpose-driven entails the strategic choices to do good while
making money.

The first chapters provide a thorough overview of the starting point of our
journey and discuss our first premise. We'll explore the world today by
looking through five ‘lenses of reality’. For each lens, we'll look specifically
at what's going on at the moment and what we can reasonably expect in
the coming decades. The lenses we’ll be looking through to understand the
world today are:

* economics

e geopolitics

* demographics
* technology

* environment

The second part looks at what’s changing inside organisations today. It
shows that organisations are reflections of society’s belief systems, and
changes in the wider world (outside-in forces) lead to changes in organisa-
tions (inside-out forces). This part of the book explores our second premise
and highlights why for-profitorganisations - notindividuals, governments,
or non-profit organisations - are the critical players to deal effectively with
the defining challenges of our time. The chapter will also explain whyitisin
their own interest to do so, and will showcase organisations that have done
so particularly well.



Purpose+Profit

The third and final part deals with the transformation approach. It explains
in detail how companies can create more value while dealing effectively with
the defining challenges of our time. The idea of combining purpose and profit
in corporate strategy is at the heart of this book, and this section will present
you with pragmatic, tried-and-tested transformation tools to realise just that.
Included are all the frameworks we generally use with clients.

Two reading tips before you get started. First, important factors to remem-
ber in these trends are highlighted as a tectonic shift. Tectonic shifts, in this
case, are big changes in existing patterns that will have a profound impact
on the world we live in. Second, the book contains a good deal of data and
references to visuals. These are important for three reasons: i) they provide
specificity about the nature of the relevant changes; ii) they make the story as
objective as possible, allowing you to interpret the data for yourself; and iii)
the data and visuals simplify the story since a picture is worth a thousand
words. If you're like most readers, you may well check the graphs first and
then read the corresponding text.

Note that some sections might require some additional research if you're
not familiar with the specific subject area. Where this might be the case,
references for more information are provided. It is important that you do
your own research and data analysis to get a good grasp of the trends dis-
cussed here. The data behind each graph, as well as all the visuals, are avail-
able on the purpose+ website'. Additional data on the topics are also offered
through our Global Progress Dashboard>.

Regardless of the complexity of the subjects presented, the analysis of cur-
rent global trends and a closer look at what the next decades will bring
will be worth your while. It will enrich your understanding of our world
and organisations as well as make you a better leader who is (even) better
equipped to shape the ideal organisations of the future.

I'sincerely hope you will find this book valuable. May it be an inspiration to
you to manage existing organisations or design new ones.

Yours sincerely,
Rens ter Weijde






CHAPTER 1

The Defining
Challenges of
Our Time

Perspective is worth 80 1Q points.

- Jeff Bezos, CEO, Amazon



Through the following five lenses of economics, geopolitics, demographics,
technology and environment, I hope to give you a better understanding of
what’s going on in sufficient detail. I aim to create what astronauts describe
as the ‘overview effect’: the shift in awareness during spaceflight when an
astronaut looks back at Earth from spaces. This shift in awareness can be
so powerful that it can change a person’s personality. Astronauts have de-
scribed Earth as a ‘fragile oasis’, ‘hanging in the void’, and often realise their
entire identity is linked to the planet. Since I don’t have the power to lift you
into space, I will try to give you a glimpse of this effect.

The central hypothesis of this section is that the 21st century will present us
with collective, humanity-defining challenges. With this hypothesis at the back
of your mind, I hope you'll find these topics as captivating as I do.

1.1 A note on cognition

Before we dive into the world around us, I'd like to explain three psycholog-
ical fallacies, or biases, that can play a role when studying the world around
us. These cognitive shortcomings explain why we sometimes fail to read the
writing on the wall, although the writing itself can be obvious in hindsight.
Making predictions about the future is hard work, and people mostly get it
wrong. Many of the great revolutions of the past came as a surprise to out-
side observers, not least for the revolutionaries themselves. Transformative
moments in history, like the French Revolution of 17894, Iran’s Islamic Rev-
olution of 1978-1979, and the Russian Revolution of 1917 all stunned their
expert observers® and were not anticipated. Even Lenin believed he would
not see the change in Russia in his lifetime, even though he was the one
who lit the fire. Paul Gascoigne, a British footballer, clarified his antipathy
against (the complexity of) predictions well when he stated that “I never
make predictions and I never will”

Our minds can be baffled by the complexity of understanding all aspects of
reality; our minds, therefore, take shortcuts to the ‘truth’. These shortcuts
are effective, but can sometimes distort our perception of reality, in which
case we call them biases. The cognitive biases relevant for this book include
(but are not limited to) our failure to understand interdependence, the assump-
tion of linearity, and hyperbolic time discounting. I hope that by pointing these

ll
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biases out to you beforehand, you may be a little less susceptible to them
when reading the next chapter.

Let’s start with the first bias, which is the failure to understand interdepen-
dence. This says that most trends cannot be understood in isolation as they
continuously affect one another and may weaken or strengthen each other
in that process. This interdependency effect, popularised in physics as the
‘butterfly effect’, states that a small change in an unstable subsystem can
sometimes lead to large outcomes in the wider system. A currently relevant
example is the economic trend of rising levels of inequality in many societies.
Looking at the inequality numbers themselves does not tell the full story,
but if you start relating this trend to other trends, you can start to connect
the dots and begin to see the relevance. For example, rising inequality in so-
ciety coincides with an increase in social problems and political tensions’.
This, in turn, affects the leadership style politicians exhibit to help them get
elected and may influence demographic changes (people moving to areas
with better opportunities) and environmental changes (less attention to
environmental impact, ‘own economy first’ thinking), among other chang-
es. Consider, for example, the graph below. To help you grasp the complex-
ity, it can help to think of two waves (see visual 1). If two trends go in the
same direction, their waves ‘amplify’. If not, their waves can cancel each
other out. Another way of saying this is that trends can exhibit a positive
feedback loop (strengthening each other) or negative feedback loop (weak-
ening each other).

Visual 1: Two waves make a bigger wave
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A second psychological bias when reading the trends is the implicit assump-
tion of linearity. Al Bartlett, a physicist, has called this inability to understand
exponential functions ‘the greatest shortcoming of the human race’. Most
people are intuitively comfortable with linear graphs (and most corporate
profit projections we've seen show a linear trend upwards). This book, how-
ever, shows that few relationships between variables will be exactly linear.
A famous example of a nonlinear trend, well known to social psychologists,
is the general progression of behavioural change (visual 2). As a rule, people
tend to resist change for a long time until the pressures become too great
and the change simply has to materialise. Note that the example illustrat-
ed here is fictional and not based on any data. As you can see in the visual,
the amount of environmental concern people have is not directly predictive
of their actual environmental purchases as long as it’s in the 1-7 category.
Having a little concern is simply not relevant enough to justify changes in
consumption behaviour for most people. However, this behavioural change
can occur rapidly when concern ratings are 8 or higher. This form of pro-
gression, known as exponential growth, is characterised by very slow ‘un-
der the radar’ growth at first, followed by increasingly rapid growth in the
later stages. This kind of growth leads to tipping points® or critical mass ef-
fects?, and it is also the kind of trend that many business leaders fear when
they discuss ‘disruptive innovation™, e.g. through platform or technology
businesses.

Visual 2: Expecting linearity where there is none
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Source: HBR, Linear Thinking in a Nonlinear World, 2017; Critical Mass: How One Thing Leads to Another, Philip Ball (2004);
Superforecasting: The Art and Science of Prediction, Tetlock (2016)
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A final fallacy is what behavioural economists call hyperbolic time discount-
ing. This states that when people evaluate things that may happen to them,
they will discount the future compared to the past. In most people’s minds, to-
day matters more than tomorrow. Harvard’s David Laibson has shown that
this trend permeates lots of our decision-making in daily life and how we
calculate future risks. Time discounting is used in the fields of behavioural
economics and game theory, and explains why most people plan to eat lots
of vegetables next week (but not today), plan to start losing weight from
January 1st onwards (but not now), and why many people buy gym mem-
berships in the first quarter of every year, even though they fail to go the
rest of the year. People, therefore, underestimate the future costs associated
with the needed behaviour change, even when the prospect of the activity
looks good in theory. Note that the bias of time discounting, combined with
a misunderstanding of exponential change, can lead to collective inaction,
even when change is obviously needed. Climate change seems to be such
an example: experts in the field have been warning us about global warm-
ing and (again, nonlinear) tipping points that will be detrimental to all of
us®, but most people feel the problem is not happening today, and the future
is simply worth less than today in most minds. This final bias is shown in
visual 3.

Visual 3: Tomorrow is less important than today
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1.2 Economics

The economic lens forms the start of our story about today’s world. Econom-
ic trends are famous for the direct effect they can have on people (e.g. un-
employment, changes in business landscapes, rising prices), as well as their
indirect impact on the other lenses we will discuss, like the environment
and political landscape. This chapter gives a helicopter view of the global
economy and then moves into specific details for advanced economies and
emerging economies. As stated in the introduction, if a trend is particularly
relevant, it will be shown as a tectonic shift. The chapter ends with a recap of
all the tectonic shifts mentioned.

Althoughitmakes sense to startbylooking through the economiclens, some
observers accuse economics of many wrongdoings. When Thomas Carlyle,
a Scottish historian, famously called economics the ‘dismal science’ in the
19th century, he did so to highlight that ‘finding the secret of the universe in
supply and demand’ was an impossible endeavour. The phrase of the ‘dismal
science” has been repeated often for other reasons, mainly because econom-
ics is simply far from the hard science we would like it to be. For example,
it remains a science that wins Nobel Prizes for having opposing opinions.
Other observers have questioned the assumptions of rationality in most
models, as it appears people make emotional decisions most of the time®.
As I am aware of these problems, I will try to bring you the current trends
as clearly as I can, always naming the data source and highlighting different
points of view where they exist.

Let’s start with some general numbers on our global economy. The size of
the world economy was estimated to be around US$74.3 trillion'* in 2015,
up from around US$1.4 trillion in 1960. This ‘economic miracle’, where the
world economy grew 50 times its size in just 55 years, is unprecedented
in human history. The spectacular increase in GDP coincided with lots of
other changes, notably the number of people living on our planet, which
increased from 3 billion in 1960 to around 7.5 billion today*. This growth
in population is relevant as it can dilute the benefits gained per person
since they have to be shared among a wider community. Looking at GDP
per capita, however, there is still a similarly spectacular pattern in line with
overall GDP: the average GDP per world citizen was approximately US$451
in 1960, but is over US$10,000 today - a stunning increase by 22 times in

15
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half a century. Note that this 22 times increase is based on averages, where
GDP per capita is simply the total GDP divided by the midyear headcount,
which does not take into account the inequality that exists in our world to-
day (more on this later). However, GDP per capita growth could be consid-
ered to be the real miracle as the economy as a whole escaped the Malthusian
trap. Named after Thomas Malthus, a British scholar and economist, who
predicted that population growth would inevitably'® result from economic
prosperity, which would, in turn, keep people poor indefinitely as people
would continue to run out of land, food, and resources. Malthus, however,
was wrong. Where the economy in the pre-growth phase was indeed a bru-
tal zero-sum game, and just over a century ago in 1910 more than 80% of the
global population lived in poverty?, by 2015, that number was less than 10%.
Malthus clearly underestimated human ingenuity and miscalculated the ef-
ficiency increases (e.g. higher farm yield) that would coincide with econom-
ic growth. The result today is a very different picture than Malthus envi-
sioned, of aworld thatisricher than ever before. Some experts estimate that
poverty will officially be history in 10-20 years, although this will depend on
coherent economic policy between nations and is not a given. These trends
can be explored in visual 4.

Visual 4: Breaking out of the Malthusian trap
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Although some economists believe that a ‘rising tide lifts all boats’ (a phrase
famously used by John F. Kennedy on multiple occasions), data show that,
although there is some truth in the notion, the reality is that some boats
seem simply more buoyant than others. The 20th century’s miracle growth
has seen clear winners, and there seems to be a strategic first mover’s ad-
vantage at play in the world atlarge. As an example, the top four economies
- the United States, China, Japan and Germany - together generate 47% of
global GDP (shown in visual 5). Being born in one of these countries pres-
ents a person with opportunities that are unlikely to materialise in poorer
countries as the quality of institutions and educational systems correlate
with the strength of the economy. Although these countries could see their
hegemony challenged in the future (e.g. through the rise of India, which
currently accounts for just 3% of the world economy), it appears they are
safely locked in place for the century to come. Their position is strength-
ened by the fact that these countries have extensive foreign investments (a
‘diversified portfolio, as it were) and trade relations with other countries,
and will, therefore, benefit from any growth in different regions as well. In
short, although the economic growth in the 20th century has been impres-
sive, the wealth is strongly clustered on our planet, and it pays to be in the
right spot.

Visual 5: The big four rule (half) the world
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How about the future of our world economy? Contrary to some doom scenar-
ios, it is unlikely that we will run off a cliff anytime soon. The future of our
world economy is, according to the World Bank, expected to be a relatively
rosy one* - assuming no big surprises occur. The expected growth rate for
the world economy in 2017 is 2.7%, and for the years ahead (2018 and 2019)
it is even higher, closer to 3%. For the long-term (2050), although less reli-
able, similar growth rates between 2% and 5% are projected*. Although this
may seem like a relatively small increase and far from the miracle growth
we saw in the 20th century, this growth rate is, in fact, more positive than
it sounds. As a reference point: the world economy saw an average growth
rate of 3.5% between 1961 and 2016, and the US economy grew 3.1%*. Ob-
viously, relative growth becomes progressively harder once an economy is
already large®, but the absolute amount of production increase per year will
still increase significantly. At the current global growth rate, the world econ-
omy is expected to more than double in size by 2050*.

This growth will not be equally high in all countries though. Much of this
growth will come from emerging and developing economies (EMDEs) with
an average expected growth rate of 4.5% annually. Advanced economies,
like the US and the Eurozone, are expected to grow much slower, at rough-
ly 1.8% annually. This re-balancing of our global growth engine is our first
tectonic shift as it will create new economic powerhouses in time. Today,
emerging economies collectively make up only a third of the world econ-
omy, in 2025 this will have grown to half. Visual 6 shows the difference in
projected economic growth rates between advanced economies and EMDEs
in the short term and explains the fundamental re-balancing of the world’s
economic engine. In the long term, this change in growth rates will change
the world dramatically, however. By 2050, Chinese GDP per capita will rival
that of Sweden today, India will resemble Taiwan today, and Russians will on
average be as rich as a person living in today’s Switzerland. This re-balancing
will shift the economic centre of gravity to the east. Let’s take alook at each of
these economic growth zones for a deeper understanding of what’s going on.

1.2.1 Advanced economies
The 1.8% growth rate for the advanced economies is a significant slow-
down compared to growth in recent history, and this slowdown has been

18
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the focus of many politicians™ and economists’ attention®. Although the
doom scenarios predicted by some politicians¥, like the ‘American carnage’
warnings in Donald Trump’s election speech, are overdramatized and un-
likely to materialise in the short term, it is indeed likely that our advanced
economies will face some headwinds in the coming years that will counter
further growth. In particular, there are worries that our current capitalist
system in advanced economies will struggle with four main trends: i) the
puzzle of proper distribution of wealth (inequality); ii) ‘isolationist’ forces;
iii) declining productivity growth, and iv) the increasing emotional discon-
nect between value creation and investment. These trends combined pro-
vide a serious economic puzzle for our advanced economies.

Visual 6: The global economic engine is re-balancing
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Former US president Barack Obama called the rising inequality a ‘defining
challenge of our time’. Obama was not alone in this. Pew Research Centre
found that 607% of the global population considers the gap between rich and
poor a major challenge to overcome?®. The New York Times bestseller Capital
in the 21st Century (Piketty, 2013) recently brought the topic into the spot-
light. The book describes a central thesis ‘R > G’, where the average return
on capital (R) is greater than the average growth (G) of the economy. This
law, if true, is a main driver for the concentration of wealth in our societ-
ies. It further highlights that levels of inequality are rising in our societies,
which is our second tectonic shift, as these levels are roughly similar today

19
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to pre-World War II levels. You might have already noticed that Piketty’s
statements are in essence a direct attack on the American ‘capitalist’ belief
in social mobility. Social mobility, the ability to improve your standard of
living if you work hard and give life all you've got, is the central promise
of American society. It is, therefore, no wonder that media announcing the
‘death of the American dream’ have appeared so frequently in the last few
years, with catchy titles like Looking for the American Dream? Try Denmark?®.
Although the American story has worked brilliantly in some ways, the no-
tion of the American Dream is inherently a belief system, not a reality. Belief
systems always contain the risk that people stop believing. What tends to
follow is a philosophical vacuum that needs a renewed storyline. The sec-
tion on geopolitics explores this further.

Media headlines aside, inequality in societies and its consequences are not
easy to quantify. A relatively easy concept to grasp is the total income in so-
ciety earned by the richest 10%. The graph below shows these numbers for
the US, where the top 10% earn close to 50% of the income today, leaving the
other 90% to divide the other 50%. This is shown in visual 7. Another, argu-
ably more subjective, way is to check if people feel that the system is fair to
them. Ipsos, a global market research firm, tested this notion in a survey
of over 17,000 adults. When asked whether they agreed with the statement
‘the economy of my country is rigged to advantage the rich and powerful’, a
global average of 76% agreed. Some countries had much higher levels, like
Mexico (94 %), Spain (85%) and Italy (847%). In all countries surveyed, the
majority agreed. That makes inequality one of the truly global trends.

It is well known to historians and economists that high levels of inequali-
ty in societies correspond to other social problems, such as lower literacy,
higher child mortality, more murders, higher substance abuse, lower so-
cial mobility, teenage pregnancies and lower levels of reported well-being.
Historically, inequality has played a large role in revolutions like the 1789
French Revolution and the 1917 Russian Marxist revolution. The essence is a
harsh one: if wealth is generated at a higher rate than our economy can pro-
vide higher salaries to workers, the concentration of wealth will increase
over time. Or, in simpler terms: if you're born poor, you're likely to stay
poor. If you want to get rich, you could try marrying a rich person.

20
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Visual 7: Inequality is back to pre-WWII levels
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Since Piketty, additional research and events have only backed the warn-
ings, and the most famous example is Branko Milanovic’s ‘elephant graph’
(visual 8). This shows the progression in real income gain over time for peo-
plein the US, with groups of people on the x-axis based on their income. The
graph highlights that most groups have seen real income growth between
1998 and 2008, but others, notably the 80th-85th percentile, have seen close
to nothing (this is where the trunk hits the ground). This percentile largely
consists of low earners in advanced economies, and many have concluded
that they are the ‘forgotten’ factory workers.

Visual 8: Income has grown in the last decade, but not for all
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The unequal spread of wealth is even more striking when we look at the
global distribution of wealth. The famous ‘wealth pyramid’, published
annually by Credit Suisse and others, has recently been rebranded as the
global ‘wealth pushpin’ on social media - as the pyramid shape looks more
like a pushpin, carrying the weight on the top. It shows that the wealth of
our planet is highly concentrated: in 2016 just 0.7% of the population held
45.6% of global wealth, and 73.2% of the population held just 2.4% of global
wealth (resulting in a very sharp tip of the pushpin). The wealth pushpin
is shown in visual 9. With a picture as stark as the wealth pushpin, it is no
wonder that globally, the vast majority of people agree with the statement
that ‘the economy is rigged to advantage the rich and powerful’ (visual 10).

Visual 9: The top the pyramid carries the financial weight

Individual wealth Total wealth* pergroup
>1min USD 0,7% of population 45,6%, 116,6tn
100,000-1min USD 7,5% of population 40,6%, 103,9tn
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73,2% of world population

‘Ted Londor e, <3000 USD/year

2,4%, 6,1tn

Extreme poverty line
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* Estimated wealth range per individual based on total global wealth of 265tn in 2016

Source: Financial Times Lexicon, Wikipedia, The Economist, Statista, Credit Suisse (global wealth pyramid, 2016 data)

To summarise on inequality, the economic (and social) headwinds caused
by high levels of inequality can have multiple negative effects on society, in-
cluding lower than expected economic growth?°. History has shown that in-
equality can also destabilise societies. As discontent about inequality soars,
it can be expressed through peaceful protests, such as the Occupy move-
ment (‘We are the 99%’), but it can also translate into more extreme elec-
toral results or even violent movements that aim to take power into their
own hands. Some advanced economies, such as the US, risk damaging their
central belief system, leading to a philosophical vacuum. Our societies need
to find a better way to spread the wealth to keep progressing.
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Visual 10: The world is rigged for the rich and powerful
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The next tectonic shift in advanced economies is the slowing down of pro-
ductivity growth. As Paul Krugman famously noted: ‘Productivity isn’t every-
thing, butin thelong run itis almost everything’. Productivity?' in a country
is defined as the number of people working in a country multiplied by the
productivity per person. An example is the GDP per capita per hour, or the
(simplified) added economic value per hour. The trend (visual 11) shows that
productivity growth is slowing down in both advanced economies and EM-
DEs. On a per capita basis, there might well be a soft limit to how produc-
tive we can be as humans per working hour, which technological advances
may stretch, but notindefinitely. In advanced economies, as well as in many
EMDEs, companies have already implemented a multitude of approaches to
increase efficiency (e.g. Lean, Six Sigma), as well as new ways of organising
people (e.g. Agile, Holacracy). Furthermore, increased automation and com-
puterisation have done wonders to increase our productivity. So, although
our productivity measured as real GDP per hour worked, is still increasing
slightly, there is a good chance that this will stabilise - or grow only in mar-
ginal amounts - in the next decades. Although the possibility that produc-
tivity growth as a whole might go up due again due to technological advanc-
es like the Internet of Things (IoT) exists, according to some thinkers, the
benefits of this productivity increase will mostly be limited to the owners of
the invested capital, not the workers3?. We'll discuss this in more detail later.

23



Purpose+Profit

Visual 11: Productivity growth is slowing down
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Combine the decline in productivity growth with the slowdown of, or even
negative, population growth in many advanced economies and the fiscal
debt in countries (visual 12), and the size of the challenge becomes visible.
If productivity growth does not continue, GDP growth is likely to shrink
dramatically®® as many countries will see less GDP growth come from ad-
ditional future employment. On top of this, the future workforce in some
advanced economies will need to deal with both the need for further growth
of the economy and the payment of existing fiscal debt through a workforce
thatis barely growing or even declining. Advanced economies that will face
the highest performance hurdle in this respect are Japan, Greece, Portu-
gal and Spain - all countries with high levels of public debt and a declin-
ing workforce. Even Germany, often considered the strong man of Europe,
will likely see these challenges as its population is expected to decline by
8.2 million people, around 10% of the current population, by 2050. What
is less known, is that China (not shown) will also suffer deeply from this
toxic combination of declining productivity growth, ageing and fiscal debt.
Driven partly by the one-child policy, China is ageing at an unprecedented
rate. On average, China will be older than America in 2020, and older than
Europe in 2040. Viewed from the productivity lens, this will end the period
of cheap-labour manufacturing. The Chinese worry is that they’ll become
old before they become rich3+.
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Visual 12: Smaller workforces combined with higher debt

Country Population today Population 2050, Public debt today, in Public debt today,
estimate % GDP absolute, in USD

Germany 82.7 million 74.5 milion (-8.2m) 85.8% 2.8 trillion

France 66.9 million 71.1 milion (+4.2m) 102.0% 2.5 trillion

Japan 127 million 107.4 million (-19.6m) 261.0% 12 trillion

Greece 10.8 million 9.7 million (-1.1m) 147.1% 231 billion

United States 323.1 milion 388.9 million (+65.8m) 93.6% 16 trillion

United Kingdom 65.6 million 75.4 milion (+9.8m) 103.7% 2.9 trillion

The Netherlands 17 milion 17.6 milion (+0.6m) 79.4% 616 billion
Canada 36.3 million 44.1 million (+7.8m) 85.0% 1.7 trillion
Portugal 10.3 million 9.2 million (-1.1m) 159.3% 293 billion

Spain 45.6 million 44.8 million (-0.8m) 91.1% 1.1 trillion

Italy 60.6 million 56.5 million (-4.1m) 122.6% 2.3 trillion

Source: Economist Debt Clock, Wikipedia

Note that this trend of declining productivity growth may have a very tangi-
ble, psychological aspect to it as everyone who has ever worked in a declin-
ing company can attest. High-growth companies, like high-growth econo-
mies, tend to be different from their low-growth counterparts in the sense
that they create more opportunities for people to grow and develop. Growth
rates can also fundamentally change the dynamics between people, as fear
can play a larger role in declining organisations or economies. In econo-
mies forced to be more productive with fewer people, companies may also
resort to machines to do the work for them and outsource work to cheap
labour countries instead. We'll look at this in more detail in the chapter on
technology.

Strengthening the decline in productivity growth, the next decades could
change the overall perception of work for people in advanced economies.
This may well, or partly, be an adaptation to the trends described above. In
general, there is a trend of declining hours worked per person® (see visual
13), and people increasingly prefer projects and self-employment over fixed
contracts with large employers. Trends like the ‘gig economy’ (where people
work via short-term contracts or freelance work, for example, by driving a
few hours for Uber or delivering food for Foodora) are on the rise. In the UK,
the number of self-employed workers has risen by 287% in the last 10 years3®.
The old notion of status seems to be different for younger generations:
where a good job (and income) helped people to attain a strong social po-
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sition in the past, the younger generation seems to value ‘having a purpose
and free time’ as symbols of status. Although these trends are understand-
able from Maslow’s point of view and utility theory (we satisfy the most ba-
sic needs first, so the motivation to continue to work should be lower once
those are satisfied), it is unlikely to help the economy grow faster. Some au-
thors have already branded the new era the ‘satisfaction economy’*’: a world
where it is no longer about continuous growth but increasingly about sat-
isfaction with where we are and who we are. As we'll see in our chapter on
organisations, this has direct implications for how organisations engage
their workforce.

Visual 13: Working fewer hours is the new norm
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A final point on advanced economies is the increasing disconnect between
the expectations of the market and real value creation. This is our last tectonic
shift for advanced economies since it significantly affects the way our econ-
omy works by adding volatility to the system. The 2008 financial crisis pro-
vides a good example of volatility at country level. While the crisis chipped
away 2.2% of the US and 4.1% of the Eurozone economies respectively*, the
stock markets saw a full 50% dip in share prices (SeP500) (visual 14).

Similar expectations hit organisations on a more frequent basis. As share

prices are a function of the total future expected value generated by a particu-
lar firm, (in some way discounted to the present time), these values can be
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farremoved from the actual performance a company shows in present time.
Uber is possibly the most extreme example: valued at around US$70 billion
in private markets, the company loses hundreds of millions of dollars ev-
ery quarter (US$708 million in the first quarter of 2017), even in its home
market®. Amazon is another example, as, at the time of writing, the forward
P/E ratio (the market price per share over the projection of net earnings in
the next quarter, or the ‘multiple’ of actual projected earnings that people
are willing to pay for the share) was as high as 79. The disconnect between
actual value creation for a firm, and the price of its shares is shown in visual
15, showing the example of Microsoft. Between 2002 and 2010, Microsoft
more than doubled its revenue, but its share price did not move up over
the period, so speculators that played the long game had a hard time earn-
ing money on their shares. The pressure that public companies face playing
the expectations game effectively is expected to have adverse effects: it pro-
motes short-term thinking, promotes a focus on psychological value-cre-
ation games instead of actual customer value, rewards ‘hyping’ stock prices
and can lead to accounting fraud in extreme cases (e.g. Enron, Toshiba). It is
no wonder that Harvard professors Joseph Bower and Lynn Paine recently
called out for ‘management for the long-term™° as Dominic Barton (Global
Managing Partner of McKinsey) has repeatedly done as well*'. We'll explore
this notion in more detail in our chapter on organisations.

Visual 14: Expectation markets come with increased volatility

When the real GDP in the US declined by about2.2% in
the 2008 crisis*... ...share prices in the S&P500 tumbled by more than 50%

$16,000.00 1800

$15,000.00 $14,718.58 ge 1,549.38

1400
UL $14,418.74
1200
$13,000.00
1000
$12,000.00

800
735.09

US GDP, billions of USD

$11,000.00 600

$10,000.00 400

$9,000.00 200

0
$8,000.00

S F & E S
S S Sl

* Average numbers. Euro area-4,1%, US -2,6%, India +7,7%, Russia -7,9%
Source: World Bank, Yahoo Finance

27



Purpose+Profit

Visual 15: Fighting expectations is an uphill battle
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The increasing disconnect between value creation and rewards in the mar-
ket compounds in algorithmic trading. In today’s world, shares are bought
and sold very quickly, with speed measured in microseconds (see visual 16).
This speed can change the value of entire organisations overnight, justas the
negative press can have severe consequences in a digital world. The higher
speed of trading is not inherently problematic. However, there are risks in
the compounded scenario of strengthening the emotional disconnect be-
tween investors and investments, mainly when the assessment of algorithms
does not adequately differentiate between ethical firms and less ethical firms.
Although traditional investing, where an investor knows the business he or
she invests in, is long gone, we feel that leaving trading to algorithms (or Ex-
cel macros), should be well balanced with human ethical standards.

The points made above are strengthened by more and more people engaging
in passive investments* (visual 17), such as exchange-traded funds (ETFs).
Passive investments track indexes, which are groups of securities that re-
semble one another. For example, you can buy into an index fund that tracks
all the Se*P500 stocks, which means that your investments will do as well as
the overall market. The first index fund was set up in 1976 and was known
as Bogle’s Folly, highlighting both that John Bogle (founder of Vanguard)
set it up and that the fund would not aim to beat the market, which many
investors believed to be the goal of the game*. Although these funds are a
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relatively safe bet for investors, it again strengthens the initial problem: in-
vestors no longer know, or care for, the companies they hold. This emotional
disconnect from our investments ensures that we treat all firms as equals as
long as they have similar earnings per quarter, while in reality not all money
is created equally. Firms that create value while limiting societal/environ-
mental damage should theoretically be more valuable than firms that dolots
of damage in the process and earn money in dubious ways. Enlarging the
disconnect between investors and investments will not reflect this, just as
ethics has not been successfully programmed into algorithms yet.

Visual 16: Algorithms do most of the trading today
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Visual 17: Passive trading is increasingly popular
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1.2.2 Emerging economies

As discussed in the previous chapter, the real growth engine for the future
will be the emerging and developing economies, EMDEs, which are expect-
ed to grow collectively at an average rate of around 4.5%. More specifically,
high expectations exist for India, China, Africa and Southeast Asia (known
collectively as ICASA). The former high riser, BRICS (Brazil, Russia, India,
China, South Africa), seems to have fallen apart due to faltering growth in
both Russia and Brazil (visual 18).

Visual 18: ICASA is replacing BRICS
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The economic growth in the EMDEs, if continued, will lead to a spectacu-
larly different world in the 21st century. Among the results will be a huge
global middle class, which is expected to grow by another billion by 2022,
and an additional billion by 2029, to reach 5.2 billion (visual 19). This is an-
other tectonic shift, as it is the most rapid expansion of the middle class the
world has ever seen: no less than 160 million people will join it annually
in the next five years*. This trend will change the game for the Asia-Pacific
region, in particular, aregion that had just 500,000 middle-class consumers
in 2009, but will have over 3.4 billion middle-class consumers in 2030. This
rise of the global middle class will have huge implications for the daily con-
sumption of goods and services, which is already tangible in many cities.
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Many tourist cities, such as London and Amsterdam, increasingly experi-
ence the presence of the Chinese middle class. Some markets, like luxury
goods and wine, are also experiencing higher demand from the East - ana-
lysts attributed recent rises in Bordeaux wine prices and real estate in some
cities to increased Chinese demand.

Visual 19: Billions more will become middle-class consumers
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Of the emerging ICASA economies, three deserve specific attention: China,
India and Africa. The progress in these three places will largely determine
the overall economic progress of the 21st century. Let’s start with China,
an economy that has continued to grow rapidly at rates of around 7% per
year, and today, for the first time, sees higher growth in services than man-
ufacturing (visual 20). As a first shift related to the emerging economies,
China is expected to surpass the US economy in about ten years*® (visual 21).
Although this position can be considered nothing more than a symbolic
victory¥, in reality, the largest economy in the world has historically also
played a large moral role and is often requested to take a leadership position
in conflict situations. Also, imbalances in the most substantial economy
can trigger imbalances in the rest of the world, like the subprime mortgage
crisis in the US (2007-2010) triggered a global recession. The US, current-
ly the largest economy, has a great influence on international policies with
a general aim to democratise other regions and ensure free trade. From a
military perspective, the US controls major parts of the world’s oceans and
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has a military presence in 153 countries*:. China, the biggest global econo-
my in around eight years from now, may choose to act differently and see
the world through a different set of values. Early signs that China aims to
take on a new role of moral leadership became apparent recently when Xi
Jinping appeared in Davos with a speech that contained support for globali-
sation, increased collaboration between countries and stability through in-
terconnectedness®. This speech came at a time when the newly elected US
government was criticised for withdrawing from the international stage
with its ‘America First policies.

Visual 20: China sees continued high growth, with services in the lead
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China is slowly moving away from a purely communist model and can cur-
rently best be classified as a model of socialism with market characteristics.
The Chinese growth in the last decades is often described as miraculous.
In fact, if you compare China’s recent growth path to the past growth path
of the UK, it becomes apparent that China’s growth is ten times faster, and
that'swith 100 times more people than that of the UK in the past. Where the
UK in the 17th and 18th centuries needed 154 years to double the GDP per
capita for 9 million people, China did so in 12 years for over a billion peo-
ple!s® Another way to look at the power of Chinese growth is by analysing
the last two decades. In this period, 40% of the total growth in world GDP
can be attributed to the growth in China. Current growth patterns predict
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that, of the 200 top cities that will dominate the world economy in 2025, 46
will be in China. The names of most of those cities are unknown to people
in advanced economies today (e.g. Lanzhou, Urumgqi, Kaifeng and Guilin).

Visual 21: China will overtake the U.S. economy in size by 2025
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Some areas in China, like Shenzhen and Chongging, have shown particularly
fast growth, and for good reasons. Both of these regions were part of the Chinese
government’s special economic zones programme in the late 1970s, part of the
greater reforms implemented by Deng Xiaoping after the death of Mao Zedong
in1976.These zones were freer to experiment with their economic systems and
leaned more towards the free market, lower tax rates and individual property
rights. They also received more foreign direct investment than other regions.
Some of these regions, like inland Chongqing and Guangdong, tell remarkable
stories. Chongqing, also called China’s Chicago, has had a fast growth rate due
to heavy infrastructure investments and the Three Gorges Dam (the world’s
second-largest hydroelectric dam) - mostly supported by state investments.
The area is remarkably state-driven as 37% of industrial output in the region is
still created by state-owned enterprises (SOEs). Other regions, like Guangdong
(Canton) and its economic hub, Shenzhen, have chosen a different approach.
Since this region is the most populous province in China and has direct sea ac-
cess, it has chosen a more capitalist approach. SOEs in this region account for
15% of industrial output. The beauty of the Chinese story is that it’s largely a suc-
cess story, with a multitude of different success stories encapsulated within it.
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Part of the remarkable story of the Chinese economy is the progress towards
the privatisation of its companies and with that the increased efficiency of
their firms. This process only started in 1997 with China Telecom’s initial
public offering (IPO) of shares to the public. Although there were fears
about the free market (the listing code for the Hong Kong Stock Exchange
was 941 which, pronounced in Chinese, means ‘survival in the midst of
danger’), their first IPO was a great success and raised US$4.2 billion®'. Oth-
er companies, like China National Petroleum Company (CNPC) followed.
The IMF estimates that the state-owned sector lost 40 million jobs between
1990 and 2001, which indicates the inefficiency of the former SOEs. CNPC,
for example, had 1.5 million workers in 1999, compared to BP’s 80,000.

For all its remarkable successes, China's economy is starting to show signs
of maturity, and possibly bubbles. The GDP growth rate target, set by the
Communist Party at 7% annually, is not currently being met with expected
growth rates of around 6.7% (visual 20, shown earlier). Much of the future
growth will depend on the transition to consumerism: they will need to
spend more and save less if their economy is to continue to see high levels
of growth. The Chinese still consume way less than the world average (35%
of their GDP versus 58% as a world average and 68% in the US). Although a
challenging transition to make, especially as high levels of saving is embed-
ded in the culture, the signs are positive, with increases in spending on dis-
cretionary items and semi-necessities expected in the coming years (visual
22). This transformation for the average Chinese consumer is also interest-
ing:in 2005, 44% of all spending was on necessities, while this was expected
to be just18% by 2030.

Even though there are many positive signs that China will become the
world’s engine of growth in the future, there are serious worries about Chi-
na’s economy too. Because of its size, any crash in China would increasingly
mean a crash for the global economy. The main worries are to be found in
two areas: a possible housing bubble and rapidly rising levels of debt, espe-
cially the rise of non-performing loans (see visuals 23, 24).

Housing prices have been rising incredibly fast in some regions. This is

especially true for China’s so-called tier-1 cities (the most developed cities,
urban metropolises like Shanghai, Beijing, Guangzhou) and tier-2 cities
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(mostly provincial capitals), which have annual house price increases rang-
ing from 20%-30%. The amount of additional investment in housing and
infrastructure only adds to the concerns, with stories of poor investments
abound, like the famous ‘bridge to nowhere’s* (where China invested in a
bridge to North Korea, but North Korea failed to invest on their part. The
bridge now ends in an agricultural field without any roads connecting to it
on the Korean side).

Visual 22: Necessities are becoming a smaller piece of the wallet
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Visual 23: The Chinese pile of non-performing loans is growing rapidly
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Visual 24: Chinese housing prices see incredible, but bumpy growth
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Non-performing loans add to this worry as reported Chinese numbers are
often already considered unreliable, and shadow banking (where loans are
taken from entities outside the regular banking industry) become more
populars:. The shadow banking sector has a wide range of alternative finan-
ciers, but the general tendency is to follow a different set of rules than the
tightly regulated banking industry. These parties can often lend money to
high-risk borrowers, and shadow rates can be high.

China’s debt has also increased incredibly fast from 150% to nearly 250% of
GDPin adecades*. Most of this debt (165%) is held by corporations, especial-
ly state-owned enterprises. Due to the leverage effects that debt brings, this
high growth in debt has led some economists to conclude that this is not
sustainable. Others have pointed to the fact that these Chinese SOEs also
own assets worth 552% of GDP (2013 numbers), and they could repay the
debts by selling some of those assets. Altogether, the story of Chinese debt,
non-performing loans and possible housing bubbles is not yet a tectonic
shift as it is all speculation. But, there is a real chance that the coming de-
cades will see economic shocks created in China.

As China expands and average salaries rise, the country will increasingly

need a cheap workforce, and it seems to have found that workforce in Africa.
Roughly 1 million Chinese people live in Africa already, and many deals be-
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tween African governments and the Chinese government are in the making
(such as the US$4 billion Nairobi-Mombasa railway, nicknamed the Lunatic
Expressss). African economies have repeatedly been described in the past as
both the place for future growths® and a continent with a dark future as results
continue to remain mixed and some observers question if Africa’s growth
will be enough for the coming population boom (more in the chapter on de-
mographics) - average GDP growth for all African nations was just around
3.3% between 2010 and 2015 (compared to 4.9% between 2000 and 2008)57.

Currently, Nigeria is Africa’s largest economy by far, with a GDP of US$486
billion, followed by South Africa (US$315 billion) and Egypt (US$330 bil-
lion)s®. Unfortunately, of those three countries, both Nigeria and South
Africa have seen limited growth in recent years. Nigeria has seen declin-
ing, even negative, growth recently as it struggles to improve security and
corruption® and aims to diversify from petroleum, which provides 25% of
the GDP and 70%-80% of estimated government income. The old division
between the north and south of the country (the latter of which is bless-
ed with more natural resources), the fragmented population with over 250
ethnic groups, the poor infrastructure and the relatively high inflation rates
are not helping either. South Africa has stumbled along in recent years with
intermittent phases of negative growth. Corruption has stifled the country
with as many as 783 criminal charges against current president Jacob Zuma.
To make the matter worse, the Arab Spring countries stopped growing alto-
gether between 2010 and 2015 as the revolution damaged their economies.
Foreign direct investment in Africa is still growing, but this growth has
slowed significantly, from 22% between 2005 and 2010 to 7% between 2010
and 2014.

Perhaps the best way to look at the mixed future growth in Africa is by plot-
ting both the growth rate and the perceived stability of the countries®. In this
analysis Rwanda, Tanzania, Kenya, Morocco and Ethiopia stand out as pos-
sible growth engines of the future. There are other countries that show the
potential for success, such as Botswana, but its overall impact on the conti-
nent will remain small due to its small size®. Disturbingly, the current larg-
est economies - Nigeria, South Africa and Egypt - all face internal trouble.
Growth rates in these economies have faltered in the past few years. It is also
telling that, so far, not a single African company has reached the Fortune 500.
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To summarise our economic story of the African continent, itis a still a con-
tinent with an uncertain future, and much will depend on increased stabil-
ity and interconnectedness. The continent is plagued by its colonial history
(randomly drawn borders, for example) and is divided by 2,000 languages
and over 3,000 ethnic groups. As the African continent combines periods
of high growth and optimism with periods of internal turmoil and decline,
foreign investment is likely to track those trends. The African continent
could turn out to be one of the greatest growth engines in the first half of
the 21st century if it can diversify its economies, accelerate its infrastruc-
ture development and deepen regional integration. If it succeeds, it could
potentially double manufacturing output by 2025 and become the new
‘workplace of the world’ (taking that role from China). Africa can realise
this position since the continent has a young population and will have the
world’s largest workforce by 2034. Urbanisation is also happening rapidly
in Africa, which is good news since productivity in cities is around three
times greater than in rural areas®. Also, Africa seems to be able to leapfrog
some technological advances - it is already a global leader in mobile pay-
ments, with initiatives like M-Pesa.

However, Africa could also turn out to be the ‘continent of the poor’ (see
visual 25) with current World Bank predictions for 2030 showing that the
lowest 10% income group on our planet will be overrepresented in Africa,
with over 55% of this group living there. In other words, the African conti-
nentrisks having more than half of the world’s lowest earners. Contrast this
with the number for South Asia, where many of the poorest people still live
today. The progress in this region is staggering as the relative share of the
world’s poor will almost halve there in just 30 years.

One final story that needs attention is that of India. India has received
less attention for its miracle growth than China (in the European media,
at least). This can partly be explained by the fact that India’s economy is,
in an absolute sense, way smaller than that of China, with US$2.25 trillion
in GDP versus China’s US$11.4 trillion. India’s growth is impressive none-
theless, averaging 7.6% between 2005 and 2015%. It is, by most estimates,
the world’s number one destination for offshoring and outsourcing work®.
Historically, Indian governance was characterised by central, usually for-
eign®¢, rule over many small states or principalities where some power was
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given to the states. This decentralisation of power, while state control was
maintained for important decisions, is in many ways still in existence today.
Indian states can make their own decisions on some topics like the choice
of what language to use, and what kind of economies to develop. This has
important consequences for India’s development. In China, 70%-80% of the
population speaks Mandarin, while in India, Hindi is spoken by just 41%.
India has 22 official languages today, of which just six are spoken by more
than 5% of the population®. Economic development is also starkly different
between the states. So, even though both India and China are on the rise,
they have chosen a very different governance strategy along the way.

Visual 25: Africa might house half of the world’s poor people
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After the British occupation, India’s economy continued to suffer from ex-
tensive regulation, bureaucracy and public ownership of large monopolies,
but lately, it has made steps towards a market-based economy. India joined
the WTO in 1995, and with thataccepted some of the worldwide regulations
- such as patenting rules - that make it easier to do business with other
countries. Although it is still not easy to do business in India (the country
is ranked 130 out of 190 countries on the World Bank’s 2017 Ease of Doing
Business index), the situation is improving as the country slowly becomes
more liberal and less bureaucratic. The 2014 election of Narendra Modi as
prime minister spurred optimism as he was deemed pro-business.
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The small tax base - estimated to be just 1% of the population®® - is one of
the country’s main problems. It hasled to some of the largest socio-econom-
ics experiments on the planet. For example, to stop tax evasion, the govern-
ment took 867% of the country’s cash out of circulation in 2016 after only
four hours’ notice from Prime Minister Modi. This created a shortage of
cash and, some believe, it still affects growth today. The government aims
to widen its tax base and stimulates people to open bank accounts and have
social security identities. For this reason, India created the world’s largest
biometric identification system, called Aadhaar®. This system, using a com-
bination of iris scans, fingerprints and a 12-digit identification number, will
be used for welfare purposes and tax returns. Already close to 90% of the 1.3
billion people in the country have an Aadhaar number°. With this system,
Indiais leapfrogging the rest of the world with biometric identification.

The second main challenge for the Indian economy is high-quality educa-
tion. Although India has managed to make education nearly universal for
its 260 million school-age children, the quality of that education remains
poor, with the average 15-year-old Indian student from states like Tamil
Nadu and Himachal Pradesh a full five years behind their counterparts in
Shanghai, China. Ranked in the American education system, they would be
in the bottom 2% of their class. This will have grave consequences later
as school performance is intricately linked to higher wages and faster eco-
nomic growth.

To complete our look through the economic lens of the world today, there
are a few more players we should briefly look at, and one more shift to high-
light. Let’s start with Russia, which remains a troubled state. So far it has not
been able to successfully move up the value chain (from low-value exports,
like raw goods, to high-value exports, like technology) and has continued
to mainly rely on commodities (e.g. oil and gas). It is therefore vulnerable
to the volatile prices of those commodities. It suffers from opaque business
rules and continued state intervention. In fact, Russia’s GDP growth and ex-
change rate seem to track the crude oil price closely’, and the richer areas of
Russia are the ones that produce oil. This has led some media, like The Econ-
omist, to conclude that many of the political events in Russia, such as the
annexation of Crimea, are related to the price of crude oil too”. Sadly, Russia
represents the resource curse theory, also known as the paradox of plenty,
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which says that countries with an abundance of natural resources tend to
have less economic growth and lower levels of democracy in general. Other
countries suffering from this include Saudi Arabia, Venezuela, Congo, Lib-
ya, Algeria and Iraq - all of which seem challenged at least in some ways be-
cause they have resources. The only known outlier of this theory is Botswa-
na where the exploration of diamonds has led to sustainable GDP growth
through a joint venture with De Beers’+. This is the final economic tectonic
shift since it is expected that the 21st century will increasingly see a struggle
of resource-rich countries to diversify and overcome this curse. As resources
deplete and international policies aimed at reducing environmental harm
take effect, the pressure for these countries will increase. Like Saudi Arabia
has highlighted in its Vision 2030 document’, diversification of the econo-
my will be essential to create future growth.

Visual 26: Commodity exporters are set to grow slower
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As can be seen in visual 26, commodity exporters have already suffered from
lower growth compared to importers in recent years. Countries that rely on
exports are vulnerable to any changes in the prices of these products and
therefore depend on forces they do not control to grow. The price of oil has
been especially volatile in recent years, reaching a peak of US$156 per barrel
in January 2008 and a low of US$29 in the same month in 2016 (visual 27).
When global recessions hit, oil prices can plunge. Between January 2008
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and January 2009, the oil price declined a full 70%. To add to the possible
problems commodity exporters face, the US has recently shown a dramatic
increase in the export of natural gas and oil (see visual 28) due to the wide-
spread implementation of new techniques like hydraulic fracturing (frack-
ing). The newly available supply in both oil and gas that the new techno-
logical advances create can put a further downward pressure on prices for
commodity exporters.

Visual 27: Commodities can be a volatile business
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Visual 28: The US has stepped up the oil and gas game
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Although it is possible that resource-rich countries will see higher levels of
growth in the near future when the price of commodities rises again, espe-
cially the price of oil, it would be unwise to hold on to commodities as the
main strategy for economic prosperity. Some observers, including the US
Energy Information Administration, believe that the price of oil will indeed
rise due to increased global demand. This, however, will depend on a mul-
titude of factors such as successful OPEC agreements, economic growth be-
ing realised, US shale oil production, and so on. In the long term, therefore,
commodity exporters will need to find a way to overcome their resource
curse, minimise volatility and diversify their portfolio to stay ahead. The
pressure to do this will increase by environmental policies in the 21st cen-
tury (more in the chapter on environment).

To summarise our total story around economics, we can be cautiously
optimisticaboutthe economicprospects of our planet.Thereisagood chance
that our future world will be economically healthier, more productive,
still innovative, and spread more evenly across the planet. Although
global economic growth in the 20th century was close to miraculous, the
experience in the first half of the 21st century has the potential to prolong
that for EMDEs. These changes will not go unnoticed, however. The most
important shifts we discussed are the following:

1. Re-balancing of the global growth engine: most economic growth
is likely to come from EMDEs, not from advanced economies. In
particular, the simultaneous rise of China and India will create a
new economic centre, shifting the economic centre of gravity east.
In economic terms, the 21st century will be the Asian century.

2. Rising levels of inequality. As levels of inequality rise, they may con-
tribute to increased levels of social unrestin and between societies.
Some countries run the risk of creating hourglass economies and
deflating their current central philosophies. The lower-half of the
income spectrum in advanced economies is likely to be increasing-
ly challenged unless special measures (e.g. universal basic income,
better access to education) are implemented.

3. The slowdown in productivity growth. Particularly challenging for
already indebted countries, and countries with declining popula-
tions, productivity growth may well slow down. A change in the
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perception of work for the new generation of workers may contrib-
ute to this phenomenon.

4. The increasing emotional disconnect for investors. Due to the rise of
both algorithmic and passive trading, investors can increasingly
be emotionally disconnected from what they invest in. This might
create ethical problems, as distinguishing ethical companies from
less ethical ones will be less obvious (or decided by machines).

5. The middle-class fuelled consumption boost. With billions of new
middle-class consumers entering the market, mostly in Asia, the
global consumption landscape will change dramatically. Consump-
tion will rise to unprecedented levels. This increase may also affect
prices of some goods.

6. China as the new largest economy. The rise of a new global leader
will have economic, political and moral consequences for our plan-
et. China’s problems will increasingly be the problems of the world.

7. The race for diversification for commodity exporters. As resources
are finite and can have highly volatile prices, they can limit the
growth rates for countries that depend on them. Commodity ex-
porters will face a race against the clock to diversify their econo-
mies successfully in the next century.

To end this chapter, it is worth noting that most of the challenges ahead are
collective in nature. They are not created by a single institution, nor do they
limit their impact to single institutions. Instead, they are more correctly
classified as by-products of the progress made, and the ideology embodied.
These shifts will directly affect organisations, who are at the heart of our
economy. For example, the re-balancing of the economic engine means ever
more intense competition from the east, a significant increase in consump-
tion from EMDEs, and organisational cultures that will likely be increas-
ingly diverse as teams are spread across the world, working in different
time zones and through different cultures. Having a local presence, under-
standing local markets and needs, and embracing multiculturalism will be
increasingly relevant. The high levels of inequality in the world outside or-
ganisations will, in some ways, be reflected on the inside as well. Leaders
in the organisation, as well as investors, increasingly earn more relative to
the workforce at large. Meanwhile, the slowdown in average productivi-
ty growth will put organisations under pressure from shareholders to do
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more with less. Automation is alogical solution but may come with human
consequences. Finally, the increasing disconnect with investors will prove
challenging for organisations with a broader stakeholder view, or a long-
term perspective. In our view, as the collective shifts continue to impact
organisations, our organisations will turn out to be the main locus of in-
novation; it is within our organisations that new economic models - more
balanced, long-term, inclusive - will be piloted first.

1.3 Geopolitics

Although economic trends run like the quiet engine in the background,
geopolitical trends in recent years have been the centre of our attention.
Some significant events - the Arab Spring, the 2016 US presidential election
between Clinton and Trump, the 2016 Brexit referendum and the fall of the
presidents of Brazil and South Korea through public protests - have shown
us glimpses of a new world. This chapter describes six geopolitical tecton-
ic shifts in the 21st century: the diffusion of power, the global trust deficit,
rising anti-globalisation sentiments, the rise of the strongman leader, the
increase in international tensions, and the great divide between the elite
and the rest.

In his well-received 2013 book, The End of Power, the executive director of the
World Bank Mosés Naim claims that power in the future will be increasingly
diffused, which will create a more volatile world. This is the first geopolitical
tectonic shift as this trend is deeply relevant. Naim argues that the concept
of power, in general, is decaying in the sense that people with power can
do less with it, and it’s easier to lose it. The trend Naim describes applies to
all systems of centralised power, which includes governments’® and organ-
isations. He believes that the drivers that reinforce the decentralisation of
power are more powerful than the drivers that reinforce the centralisation
of power (see visual 29 for a summary of the forces). Powerful forces, like
universal access to information through the internet, the ‘democratisation
of voice’ (Twitter, YouTube, Facebook, and other social media), and better
overall access to education stimulate the decentralisation of power. The
drivers to centralise power, like ‘country first’ thinking and the need for fast
decision-making, seem to be less potent. Another clue for this decentral-
isation of power is the state forms we seem to prefer (visual 30). Although
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