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HOW TO THRIVE [N
RADICAL UNCERTAINTY

by Nando Malmelin
& Sofi Kurki

___|

The term “VUCA” is familiar to
most of us as a convenient label

to characterise our constantly
changing world. But what practical
steps can we take to operate
effectively in this environment?
Perhaps the answer lies in changing
how we think about the future?

It’s often said that we live in a radically
uncertain world that makes it difficult
to foresee future directions of business
development. In this kind of VUCA world,
corporations operate in an uncertain, volatile,
and fast-changing environment, where strategic
management is challenging.

The VUCA concept has gained much atten-
tion and popularity as a way of describing the
general vagueness of the business operating
environment. It has become an umbrella
term that captures the volatility, uncertainty,
complexity, and ambiguity of our ever-changing
and hard-to-predict world.

The VUCA acronym dates from the late
1980s when it was coined by the US military to
describe the instability of the post-Cold-War
world. The term later spread to the business
world, where the concept was adopted to refer to
the uncertainty of the operational environment.
It became a catchphrase and metaphor for the
ever-increasing difficulty of managing busi-
nesses in strategically uncertain environments.

The world today differs in many respects
from the 1980s, when the VUCA concept was
originally created. In the 2020s, there’s not
much point or news value in saying that, from
a strategic management point of view, busi-
ness companies face a challenging and risky
operating environment in the VUCA world. In
many branches and industries, it’s taken for
granted that the operating environment is in
rapid and unpredictable flux and that it’s diffi-
cult to navigate.

The VUCA world is often considered as a
threat to business and business management
because it’s hard to understand and predict.
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This uncertainty has usually been approached
in terms of managing risks and controlling
threats. This thinking needs to change.
Uncertainties must also be seen as opportuni-
ties to go beyond the obvious, as new sources of
innovation and growth. When old practices no
longer apply and when current structures lose
their meaning, uncertainty can pave the way to
creating something new and groundbreaking.
One of the most topical questions is:
what capabilities and practices do
we need to operate and manage
in strategic uncertainty? In this
article, we will discuss how fore-
sight can contribute to a more
in-depth and practical under-
standing of how to thrive in the
VUCA world.

IS THERE A FUTURE FOR
THE VUCA WORLD?

The VUCA world is often discussed as a single,
coherent phenomenon. However, there exists
no such thing as a VUCA world.
Rather, it represents one way

The second dimension, uncertainty, describes
circumstances where there is a shortage of
information about the situation, even though
the causes and consequences of events may to
some extent be understood. To dispel the uncer-
tainty, it’s necessary to take steps to collect and
interpret information. For example, informa-
tion will be needed about change drivers such
as technological development, industry and
market changes, shifts in consumer behaviour,
and changes in politics and values.

Complexity is the third dimension. It refers
to the presence of multiple interconnected
variables. There is a reasonable amount of
information about the complex situation, and it
is possible to predict how it is going to unfold,
but not with great depth or consistency. It is
essential to collect new information to be able
to create a new understanding in a seemingly
complex environment.

And fourth, ambiguity, means that the situ-
ation is open to interpretation and can have
multiple meanings. It’s also difficult to understand
the patterns of interactions within the situation.
Collecting new information will not go very far
toward solving ambiguity problems, because it’s

often not known what information
is relevant and what is not.

of approaching concepts and The VUCA world is a more To have a profound under-
phenomena related to environ- gr less random assembly standing of the phenomenon, we

mental uncertainty.
To better understand the

of concepts describing
VUCA world as a whole, weneed  the uncertainty of the

examined the research literature
on the VUCA world and found that
the concept is quite superficial

to understand the specificities operating environment and and general. The VUCA acronym

of its component parts and to
emphasise their differences and

at them as one single cluster.

In practice, the VUCA world consists of four
distinct and different phenomena that require
four different organisational responses.

First, volatility refers to rapid, sudden, and
unpredictable changes in the environment.
Typically, the problems are unexpected, and it
is not known how long they will last. Although
they may come about by surprise, the problems
are not usually difficult to understand.

related phenomena collated
interrelations, rather than look under one umbrella.

is mostly accepted at face value as
an easily identifiable catchphrase
for the changes happening in the
operating environment and the
importance of those changes. The VUCA world
is a more or less random assembly of concepts
describing the uncertainty of the operating envi-
ronment and related phenomena collated under
one umbrella.

In our study, we understood that there are two
ways to approach the state of the VUCA concept.
The first option is to concede that the VUCA term
and its analyses are outdated and have limited

www.europeanbusinessreview.com 5



significance. This would mean that, in the
absence of any efforts to develop the concept,
VUCA would begin to fade and fall into oblivion.

On the other hand, it is clear that even
though the concept offers a quite shallow frame-
work to understand these issues, it addresses
an important and current phenomenon about
which we need to know more. One of the crit-
ical values of the concept of the VUCA world lies o
in its providing a framework for discussing
phenomena related to environmental .
uncertainties and their meaning for
business development and strategic
management.

That is why the second
option is more construc-
tive. We should take a
practical view of how
to develop and elab-
orate VUCA so that L
the concept would be
of actual use to strategic
thinking and to achieve a
deeper and more diverse under-
standing of how our uncertain
world is changing.

In our analysis, we found that
literature on the VUCA world
does not have very much to
offer for strategic manage-
ment or management
practices. The observations made and conclu-
sions drawn in the research literature had only
little practical relevance for the managers and
organisations of the future. Thus, we need to
develop a more concrete and practical under-
standing of how to thrive in the VUCA world.

CRITICAL CAPABILITIES OF
THE FUTURE

Developing foresight capabilities provides a
significant opportunity for solving practical
questions related to strategic uncertainty. It
also supports organisations in identifying and

seizing new possibilities raised by uncertainty.
How to proceed, then?

Businesses and industries differ widely,
and therefore it is challenging to offer a single
recipe or universal set of guidelines for stra-
tegic management in an uncertain world.
The approaches and solutions suited to each
company depend largely on the future develop-
ment of their specific operating environment.

However, the role of foresight is bound to
increase in times of uncertainty. Developing
foresight capabilities will help compa-
nies meet the challenges raised by

the VUCA world.
Foresight capabilities help
companies anticipate future
disruptions and recog-
nise opportunities
presented by uncer-
tainty, providing
crucial support for
innovation and business
growth. An insightful under-
standing of future changes in the
operating environment will also
facilitate ongoing discussion
about the company’s strategic
assumptions, objectives,
and direction. In addition,
foresight supports innova-
tion and the search for new
business opportunities, organisational

renewal, and strategic agility.

Foresight capabilities and practices provide
valuable tools for understanding and processing
uncertainty. Our research identified two sepa-
rate but interconnected approaches to foresight
capabilities, which are especially valuable in
the VUCA world: alternative futures and futures
literacy. The former emphasises the organisa-
tion’s systematic approach to foresight, and the
latter emphasises future thinking skills.

The alternative futures approach is
grounded on the premise that, in the VUCA
world, itis not possible to base decision-making
and action on prior experiences of similar
situations. The more uncertain the operating
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environment, the harder it is in the new situa-
tion to draw on decision-making models based
on previous experience.

The uncertainty of the VUCA world compli-
cates the challenge of defining clear strategic
paths, plans, and roadmaps. Companies have
less clear information about the operating envi-
ronment and its driving forces. Therefore, it is
important that they integrate foresight of the
operating environment more closely as part of
their strategy work. At the same time, manage-
ment must be able to create
a shared understanding of

. : not latch itself

on to individual

future forecasts but

use foresight as an

approach to developing its capacity to navigate

uncertainty. Futures literacy is first and fore-

most about reversing the perspective, so that

the aim and purpose of foresight is not so much

to describe the future but rather to serve as a
tool of learning.

Strategic decision-making is based on shared

visions of the future. By analysing

and reflecting upon views and

how phenomena of the VUCA  Qur research identified two assumptions about the future,

world impact upon strategy
work and what kind of threats

the key is to ensure that the
organisation has the ability

separate but interconnected
and opportunities they entail. ~ ajpproaches to foresight

In these circumstances, capabilities, which are
especially valuable in the

the organisation can be more
open towards alternative ways of
thinking about the company’s and
the operating environment’s future.
This implies a shift in the organisa-
tion’s approach towards more active

to create and simulate future VUCA world: alternative future-shaping.
scenarios that it can use in futures and futures literacy. In the VUCA world, organisa-

its decision-making and in
developing its operations.
In a fast-changing world, it’s also essential to
have the flexibility to change and shift between
different future scenarios. This is a critical risk
for decision-making in the VUCA world.
Another foresight approach to the VUCA world
is to emphasise futures literacy as a meta-skill that
can bring a more in-depth consciousness about
the content of assumptions about the future and
in this way improve the practices of strategic
decision-making. As in the case of alternative
futures, futures literacy implies that, to succeed
in the VUCA world, the organisation should

ABOUT THE AUTHORS

tions need foresight capabilities,

such as the ability to picture alter-
native scenarios and to question their own
assumptions about future directions. In addi-
tion, organisations need management models
and practices that are grounded in futures
thinking. They can steer organisations to chal-
lenge and question current ways of thinking and
break down traditional assumptions. Identifying
and utilising new emergent opportunities is
crucial for innovation, renewal, and growth. &1
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GOVERNANCE

The art and science of generating insights for creating

MORE EFFECTIVE BOARDS

To be effective, a company
needs an effective board.
Effectiveness reviews are one
way to achieve this, but what
insights are needed to take full
advantage of them? And how
can these insights be obtained?
Sabine Dembkowski of Better
Boards describes the seven
hallmarks of effective boards.

TABLE 1

* From a compliance focused exercise

¢ From a consultant led, time-consuming process

* From one general report to the board

* From a subjective opinion of an expert about the board

8

THE EUROPEAN BUSINESS REVIEW

by Sabine Dembkowski

oards are highly complex constructs and full of ambiguous power rela-

tionships. An appointment to an executive or governing board is often
perceived as the culmination of a distinguished executive career. It is the ulti-
mate challenge to be effective in these complex environments - be it as a Chair
who orchestrates the board, the CEO who has to ensure that the numbers are
in line with expectations, or the member of a board or NED aiming to cement
their position in the business community.

Increasing risks and scrutiny from investors and the media put boards to
the test. They are challenged to continuously learn, evolve, and increase their
effectiveness. Fully facilitated external and internal reviews form an integral
part of annual board calendars and are there to help members gain insights on
how they can become more effective. As pressure increases on boards, so does
the pressure of the practice of conducting these reviews. In recent years we
have seen some big shifts.

» To a value creating strategic imperative

—
—

* From a retrospective assessment of board working processes ——3  * To a forward looking process

» To an agile, digitally enabled process

—

* To individualised reports for every member of the board

» To a comprehensive, data-driven comparison

—a
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The questions that arise are what insights Recent research is clear that, rather than

do Chairs, CEOs and Directors need in order looking to identify what is not working, it is far
to become more effective? How can these more effective to focus on identifying what is
insights be obtained? What working. This is exactly what we
type of data is helpful? In this Recent research is clear are doing in our reviews.

?rticle we provide insigl:lts th at, rather than lookin g _ For an effective board, it is
into our research and practice . R . vital that members understand
of working with the boards of %O identify what is not what their strengths are in the
industry-leading organisations. working, it is far more specific context of the board, and
) One can ask tbe bc:ard many effective to focus on how meml?ers can best leverage

interesting questions”. And this each other’s strengths.

is exactly what appears to have ide“tifyi“g what is Working- The recent pandemic years
happened and has contributed did not help. New members that
to the resistance of boards to engaging with came on board might not have had a chance to
effectiveness reviews. Instead of asking “inter- meet, as face-to-face time was not possible or
esting questions”, we focus on those variables was limited. We see at present that members of
where there is evidence that they are linked to boards have become used to the virtual world.
effective boards. For this purpose, we looked It is cost-effective and convenient to partic-
into the Anglo-Saxon and German-speaking ipate in board meetings via Zoom or Teams.
literature and conducted more than 100 inter- However, it comes at a price. Members of
views with Chairs, members of boards and boards know less about each other and do not
partners of private equity firms. understand how they can best leverage each

The research resulted in the seven
hallmarks of effective boards, which
provide us with a sound foundation
for the questions we ask as part
of board effectiveness reviews.

other’s strengths.

COMPOSITION OF
THE BOARD

The strengths
of the board

Regular

reviews and "
reflections of Composition
the work of oftheboard Talk about gender and

the board

THE STRENGTH
OF THE BOARD

women on boards has
overshadowed the
discussion about board
composition in recent
years. The questions
are more complex and

EFFECTIVE
Ability to BOARDS Clarification

resolve of roles and
responsibilities

Although  conducting
fully facilitated external
and internal board effec-

tiveness reviews is an 5;;;:,*1"‘5’:!‘;’:: Vision, goals require deeper insights
integral part of the annual of the work a:':;g‘;:fé’f in order to generate truly

of the board

board calendar, they are effective boards.

not loved. It is fair to say that 0+ ' One has to look beyond

most members of boards dread 9. 8 the “labels” and understand the

the reviews. presence and the development
Confrontational  questions by status of know-how areas and behav-

reviewers eager to identify what is wrong iours of individuals in a group setting.

. The seven . . .
with the board, and where the gaps are, have hallmarks It is crucial to understand how different
conditioned board members to answer politely of effective know-how areas, preferred roles in a group
without engaging in the process. boards setting, and personality styles complement each

www.europeanbusinessreview.com 9
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W 9 9 99

other and fit with the specific situation of the
organisation, i.e., the development cycle of the
organisation, the strategy, and the value-crea-
tion plan.

In our reviews, we see at
present that know-how areas

around the table have the same understanding
of the vision? Does everyone interpret the words
in the same way?

Once avision s set, itis vital that all members
of the board have the same understanding of the
vision, speak with one voice, and agree on the
goals and focus of the board.

THE STRUCTURE AND
ORGANISATION OF THE WORK OF
THE BOARD

The organisation of the board’s work depends

critically on the board secretaries and the inter-

play of the Chair and CEO. Effective boards
understand how to organise and
run their meetings.

related to the “newer” topics like The transition from an

digital, cyber, “transformation,  executive to a non-executive
career is not an easy one ABILITY TO RESOLVE

climate, and ESG are not as well
developed as their importance

would suggest. and, for some, it can take CONFLICTS

Clarification of roles and

years to fully adjust to their
role on a board. Clarity of

Effective boards and their

responsibilities members understand how
The transition from an executive ~ roles and responsibilities to resolve conflicts amongst
to a non-executive career is not  jg a yital hallmark of any themselves on the board and

an easy one and, for some, it can

take years to fully adjust to their effective board.

role on a board. We find that the

greater the pressure on an organisation and
operational performance, the more likely it is
that the lines between executives and non-exec-
utives get blurred and conflicts arise. Clarity of
roles and responsibilities is a vital hallmark of
any effective board.

VISION, GOALS, AND FOCUS OF
THE BOARD

The vision for an organisation can become
one of the most hotly debated topics on any
board. Are all members aligned? Does everyone

between the board and the

next management level. More

than that, effective boards
understand who in the group is best placed
to resolve conflicts and how to leverage those
board members.

REGULAR REVIEWS AND
REFLECTIONS ON THE WORK OF
THE BOARD

Regular time-outs, where board members
can connect, leave the daily work behind, and
reflect on how they work together, are the hall-
mark where there is greatest evidence. There
is a strong and clear correlation between time

10 THE EUROPEAN BUSINESS REVIEW JULY - AUGUST 2023



taken out to reflect on how a board is working
together and its effectiveness.

As effectiveness reviews are unloved and the
best data can only be obtained when all board

reviews. The hallmarks are based on research
and point towards the areas in which neutral
and non-confrontational questions have to be
asked to create more effective boards. &3

members engage in the process, questions have
to be asked in a neutral and non-confronta-
tional manner.

The practice of conducting board effec- m
tiveness reviews has evolved. As pressure W Gaik. W

increases on boards to learn, adapt, and
become effective, so does the pressure
of the practice of conducting these
reviews. The seven hallmarks of
effective boards provide a sound
foundation for effectiveness

Once a vision is

set, it is vital that

all members of the
board have the same
understanding of the
vision, speak with
one voice, and agree
on the goals and
focus of the board.
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Will ChatGPT solve all of your organisation’s
problems? Here are points to consider before
you implement the seemingly magical Al tool.

CHATGPT GOES ™

(NOT YET)

TO HOLLYWOOD ©—=

by Jacques Bughin

S ince its official launch at the end of 2022,
ChatGPT has demonstrated how artifi-
cial intelligence (AI) systems have drastically
improved. There is much excitement about the
technology—which we definitely share-- but it
remains important to get clear on what it does/
does not. Here is a list of important considera-
tions an executive should think about before im-
plementing such a tool.

1. HOW STRONG IS THE

PERFORMANCE CURVE?

While the combination of big data with AI led to
major advancements in deep machine learning,
it took only a matter of one decade for Al to
perform at about human capabilities for image,
writing and speech recognition. What ChatGPT
further demonstrates is that the next step,

12 THE EUROPEAN BUSINESSIREVIEW, * JULY - AUGUST 2023
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reading and language understanding, could
match human capabilities only in a matter of a
few vears. In fact, beyond the anecdotes, recent
academic studies such as the one led by Choi
and colleagues in late January 2023, blindly
rated ChatGPT answers on real exam questions
from the University of Minnesota Law School
achieving a low C but passing grade in all four
courses. And this was GPT 3.5, not the new
version GPT4.

Thatlevel of conversational quality for Large
Language Models (LLMs) such as ChatGPT does
not come for free. ChatGPT had been trained
on billions of data points, implying very large
training costs. But here as well, things are
quickly changing, with the training cost of GPT
3 equivalent going down by more than 80% in

2.5 years.
Furthermore, shortcuts are being tested very

successfully to democratise the cost of training




a more limited LLM model. For example, a
colleague of mine noted to me that Stanford
researchers have built a much narrow parameters
conversational model, which has been rein-
forced by a series of prompts asked in parallel to
OpenAT’s GPT, with surprisingly good results and
for a cost of less than one thousand
dollars. While this is to be further
checked, this implies a cost of

ChatGPT is a predictive

and other types of LLMs to be used in enter-
prises. One case is education and information
intelligence, aggregated from digital sources
such as the web, and which are typically not yet
structured for direct valuable insights (which
ChatGPT will then deliver). Another case is
virtual assistance for manage-
rial organisational tasks or even
creative tasks like developing a

1000 times lower than a typical model. Its accuracy is not marketing tagline or building up
enterprise model which will use perfect a“d may fall quickly IT codes.

ChatGPT directly.

One of the first applications of ChatGPT has
been its rival use to search queries. The battle is
on between Microsoft and Google.

This is not to say that Google is not ready
with LLMs. The danger for Google is disrup-
tion—Google s dominance in search obliges the
company to have a new perfect LLM to blend
with search queries. But to date, chat queries
are costing much more than search and can
eat Google’s comfortable margins. Microsoft,
on the other hand, can have an inferior (but
already fascinating) product like ChatGPT to
integrate into its search, Bing. ChatGPT, it is
hoped, is a clear way to rebalance the flow of
queries to its advantage.

Besides this evident case affecting tech
superstars, other cases may abound for ChatGPT

if it did not get enough
training data around it.

Still, one thing must remain
clear. ChatGPT is a predictive
model. Its accuracy is not perfect
and may fall quickly if it did not
get enough training data around
it. As a statistical model, it also may not deliver
the same answer to the same prompt. The model
is as good as the data it has collected, so that it
should be constantly retrained to be real-time
accurate. Finally, even if it is trained on billions
of data, a large part of data remains strictly
private- so ChatGPT is blind around enterprise
closed doors.

Those are rather critical limitations that
should be clearly taken into account when
using GPT. For example, in a sector like
private equity where I advise (Antler and
FortinoCapital), ChatGPT may have a hard time
getting a proper deal flow of newbie compa-
nies, if not trained on real-time data. Private
sources may also limit the capacity of finding
interesting bootstrap companies for instance.
Likewise, the answers provided may not be
fully perfect (so-called hallucination).
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Finally, artificial intelligence does not mean that Al
under its current zoom of language model, matches
all tasks of human intelligence, espe-
cially reasoning. The shortcut made
by some is a false logic that claims
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Al has yet to prove strong reasoning capabilities.
What can be missing is the prevalence of data bias,
unethical use, and more. The genius is there, but
this is not yet Artificial General Intelligence. While
potentially powerful, though, we are also to under-
stand the conditions, such as jailbreaking, where
LLMs can be harmful too. &3

of Meaning in Neural Language
Models, [http://arxiv:2106.00737/]
arXiv:2106.00737, [http://%20https/doi.
org/10.48550/arXiv.2106.00737]https:/
doi.org/10.48550/arXiv.2106.00737

5. Smith, Craig, 2023, Hallucinations Could Blunt ChatGPT’s
Success, IEEE Spectrum, March 13

6. Wang, James; 2020, Improving at 50x the Speed of Moore’s
Law: Why It’s Still Early Days for Al, Ark Investments.
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Emotional intelligence (EQ) is

once again a topic. As employees
find themselves competing with
artificial intelligence, EQ is starting
to become more relevant than IQ.
But is it inevitable that the recent
advances in AI and robotics will
result in large-scale redundancies?

DOES ARTIFICIAL
NTELLIGENCE
HAVE EMOTIONAL
NTELLIGENCE?

by Dr. Nina Mohadjer, LL.M.

Phones, laptops, the internet, Siri, Alexa.

Who does not know all the devices, applica-
tions, and methods to get things faster, remem-
ber our choices, play our favourite music, and
make our lives easier? What everyone seems to
forget is that none of them is actually a human
who could remember our favourite music or our
favourite store.

While we might have a conversation with
Siri, we forget that Siri responds with predeter-
mined responses that are reactions to specific
words. We also do not consider the safety
of our conversation. Alexa mistakenly dials
contacts of phone books who can then record
private conversations (Fowler, 2019), or assists
in convicting murderers (Burke, 2019).We need
to examine whether AI can expedite repetitive
tasks only, or whether the fear of emotional AI
should alarm us that our world will be overtaken
by machines and AI.

EMOTIONAL INTELLIGENCE

Emotional intelligence, or emotional quotient
(EQ), is the ability to read and understand and
skilfully integrate your thoughts and emotions.

Based on Daniel Goleman (Goleman, 1995),
EQ is catalytic for other abilities and is defined
by self-awareness, self-management, internal
motivation, empathy, and social skills (Talks
at Google, 2007). To get a job, you need intelli-
gence quotient (IQ), but in order to keep a job
and move into more senior positions, you need
the four components of EQ.
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ARTIFICIAL INTELLIGENCE

Jake Frankenfeld defines artificial intelligence
(AI) as

The simulation of human intelligence in
machines that are programmed to think like
humans and mimic their actions.

(Frankenfeld, 2020).

Al is able to observe its environment and
detect problems, but needs to be fed with data
and trained to base future decisions on learned
patterns (Talks at Google, 2007).

Al is everywhere. It might not look like a
robot, but our everyday gadgets are based on
machines that are not able to form an inde-
pendent response based on consciousness.
Differentiating between different voice tones
and words, they rely on prepared sentences,
as they do not possess the main functions of a
human brain (Mueller, 2020).

I work in the legal tech business and started
in document review, which is one of the speci-
fied stages of the Electronic Discovery Reference
Model (EDRM, n.d.).

Originally it involved paralegals and first-year
law graduates. But soon lawyers with a high
aptitude of technology

Self-awareness recog- Human interaction started where
more detailed thinking was needed,

nises moods and
emotions. It gives the

developed new ways
to make review easier.
They used AI to elim-
inate  the clearly

ability to evaluate the meaning that Al applications became irrelevant documents
necessary confidence, co-workers of human reviewers and focus on “Hot

but remain realistic
about shortcomings.

controls emotions

and not their replacement, being
Self-management leveraged for their strength.

Docs”, those docu-
ments that did not
require a “click” only,
but made our legal

by regulating them — minds think in a “Iegal

through the prefrontal
cortex and “filters” (Brizedine, 2007).
Internal motivation is the inner vision of
growing, the aim to reach higher and to learn.
Empathy requires the ability to not only eval-
uate the audience, but to understand others’
state of mind and to connect to their emotions
(Big Think, 2012).

”

way”. Legals shifted
into a different direction: discussions with
and connections to IT personnel, and subse-
quently translating IT terminology to our peers.
Repetitive work was automated. Human interac-
tion started where more detailed thinking was
needed, meaning that AI applications became
co-workers of human reviewers and not their
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replacement, being leveraged for their strength
(Bhandari, 2016).
Legal tech was born.

EDUCATION AND UPSKILLING

Through the application of technology, the legal
world has gained the opportunity to expand its
field (Austin, 2016). While job seekers are worried
about job losses, instead focus should shift to the
opportunities that Al is bringing. Similarly to the
last industrial revolution, a new dimension is
added to the job market, enabling employees to
accept augmentation and make the human work
effective and efficient (White, 2017).
Brynjolfsson et al. (2018) express that
non-routine occupations will be computerised
and make human workers redundant. However,
this view fails to consider that specific aspects,

such as team management, human interaction,
EQ, and the general need of humans to interact
and be part of a group are not replaceable.
Routine tasks of eDiscovery, such as marking
system files as irrelevant or redaction of specific
words, can be replaced by computerisation
(Krovacs, 2016). At this point humans become
Al teachers and irreplaceable (Chamorro-
Premugzic, 2019).

GROUP EMOTIONAL INTELLIGENCE

Having group emotional intelligence (GEQ)
increases the team’s effectiveness by building
better relationships, increasing creativity and
decision making, which will lead to higher
productivity and higher performance, and
deliver higher results.

In order to evaluate and develop GEQ, three
levels, six dimensions, and subsequently nine
norms have to be analysed (Druskat, 2001).
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3 Levels 6 Dimensions

9 Norms

Group awareness of members

Interpersonal understanding

Group self-management

Individual Confronting members who break norms
Group management of members = =
Caring behavior
Group self-awareness Team self-evaluation
Creating resources for working with emotion
Group

Creating an affirmative environment

Proactive problem solving

Cross-boundary | Group social awareness

Organizational understanding

(External) Group management of external relationships

Building external relationships

Individual
While a thorough SWOT analysis of each group
member is essential before allocating positions,
it is important to understand that each group
member, particularly the group leader, needs
the right level of EQ.

Discussions of identity and personal
branding, in addition to acceptable internal and
external rules regarding respect, become impor-
tant (Druskat, 2001). Group members need to
understand that EQ is not about suppressing
emotions, but about learning how to recognise,
process, and channel emotions to benefit the
group as a whole.

Source: http:/www.eiconsortium.org/pdf/GEI_Technical_Manual.pdf

of the organisation’s growth. The group needs to
build external relationships, to evoke cooperation
and lead to efficacy (Druskat, 2001), while connec-
tions need to be intact between the group and the
main decision makers in the organisation.

What does this all mean for document
review? Document reviewers can automate
repetitive tasks, but need to understand the
importance of their work’s outcome within the
EDRM scope. As the last step of the EDRM cycle,
they have to understand how each individual’s
work, and subsequently the group’s work, affects
the law firm and the client,

e . . Y  which AI cannot do.

Group Open communication and
GEQ develops through group affirmative wording are Ethical Impacts
men‘lbers’ comfnitment to the last two aspects for We migh’s be able to commu-
continuous improvement . . nicate with Alexa and Siri,
and vision of growth. The a functional group with but do they actually have
team needs self-evaluation a GEQ. Group members feelings and understand
as a whole and a thorough our emotions? Could Alexa
SWOT analysis to evaluate the hav.e to feel a Strong. soon be someone’s best girl-
response to emotional threats environment, by feeling the friend? The ethical impact
(Druskat, 2001). o support, and see challenges of Al starts when machines

Open communication and . and robots know us better

as less threatening.

affirmative wording are the than our family and friends
last two aspects for a func- (Mueller, 2020), when facial

tional group with a GEQ.

Group members have to feel a strong environ-
ment, by feeling the support, and see challenges
as less threatening.

Cross-Boundary (External)

The last component focuses on the group’s
emotional position within the entire organisation
and how the group’s work fits into the big picture

expressions, our shopping
habits, our healthcare, and financial abilities are
not only recorded, but examined in such a way
that we could be reconstructed.

While document review might not need the
emotional aspect of AI, other areas need the differ-
entiation of facial expressions and the context
for voice recognition. In document review, the
brain makes the decision based on pre-dictated
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requisites (Gigerenzer, 2008). The reviewer reads
the text, and the application of Al eliminates the
document count and makes a preselection. Thus,
the human does not rely on a decision that they
cannot explain (Mueller, 2020).

In financial institutions, AI determines
whether a customer is a good investor based on
specific documents. This is problematic if the
financial condition of a client is different from
the machine-learned circumstances. These
cases would need human interaction.

In healthcare, AI is applied to robotics that
become carers of elderly people. Al also assists
in overcoming solitude and loneliness by
speaking to Alexa and Siri, but there needs to
be an awareness that Al is not an actual person
(Tufekci, 2019).

Thus, Al is not a problem, as long as the EQ
component is not imitated to become a key tool
for social control (Tufekei, 2019; Lee, 2014).

CONCLUSION

Davenport and Kirby (2016) state that humans
need to focus on tasks that are unique and
cannot be automated. Only repetitive tasks that
do not require additional thinking or emotions
could be done by AI (Diekhans, 2020).

As David Caruso mentioned, “It is very
important to understand that emotional intelli-
gence is not the opposite of intelligence, it is not
the triumph of heart over head - it is the unique
intersection of both” (Caruso, 2004).

Implementing the course of action, we can be
assured that clients will have questions and need
the emotional aspect, which only a human can
respond to, as robots do not have feelings. &3
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MAKE Al ACCESSIBLE TO EVERYONE!
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HOW PRODUCTIVE IS
GENERATIVE Al REALLY?

by Jacques Bughin




L

Generative artificial intelligence is invading the
corporate suite and boardroom, surrounding the
pros and cons of its use in the enterprise. The
first fundamental question is whether generative
Al is truly a game changer, as evidenced by basic
metrics such as productivity gains. We find that
itis, but that the benefits vary considerably from
case to case, suggesting that managers need to do
their homework to define their most favourable
position with respect to generative Al

Technology

F or Slidor, a French communication com-
pany created a few years ago, 50% of its
corporate graphic marketing presentation is al-
ready done by MidJourney.! This intensive use
of generative Al is also visible in the same pro-
portion for the codes written by Copilot within
GitHub.?

Needless to say, this extensive use of gener-
ative Al is invading the enterprise world at a
rapid pace. It may also have created its “I-phone
moment” in the process: while most digital tech-
nologies have focused on “routine” technologies,
new generative Al systems such as MidJourney,
Stable Diffusion, You, OpenAl’s ChatGPT, and
DALL-E are automating creative tasks such as
content image generation or software coding
that were thought to be largely isolated by the
first generation of neuronal AL

In recent scholarly articles in world-re-
nowned journals such as the American
Economic Review® and the Journal of Human

Capital® in 2018, star economist Daron
Acemoglu had already warned that
the traditional assumption that “high-

automation is not skilled workers are protected from

a zero-sum game.
Technology replaces judgement, problem-solving, and

tasks to improve
productivity and

automation because they specialise in
more complex tasks requiring human

analytical skills” might be a dubious
narrative. Powerful generative writing

tools like ChatGPT could replace

ultimately generate  certain types of writing (such as press

a bigger pie to enjoy. releases and blogs), could easily trans-

late into multiple languages, engage in

powerful dialogues with customers,

perform medical diagnostics, or debug soft-
ware code.

Does this mean the end of work, even
for highly skilled workers? We doubt it for a
variety of reasons.’® But the most fundamental
reason is that technology automation is not a
zero-sum game. Technology replaces tasks to
improve productivity and ultimately generate a
bigger pie to enjoy. In fact, several studies have
concluded that technology often creates more
jobs® than it eliminates and that companies that
adopt technology can end up growing faster
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GENERATIVE Al

than their competitors.” In other words, tech-
nology absorption is ultimately a win-win for
workers and shareholders.

Despite all the hype around GPT chat, there
are few studies® today that look at productivity
improvements in companies that use these
technologies. Here, we report on one such
possible study and draw important insights
for executives considering whether to invest in
generative Al.

THE EXPERIMENT

The experiment is based on the use of an
external tool, e.g. ChatGPT for context-
based information/dialogue (nlp) and Dall-E
or Stable Diffusion for content generation.
By focussing on some of the major tools,
we neutralise differences in tool choice as
a factor in productivity differences. We also
examined three contexts:

coding (with sub-activities

such as re-coding, debugging,

THREE MAIN INSIGHTS

Three main results stand out:

USAGE. “Business use is already

relatively high and is beginning to

take hold.”
Approximately 26% of respondents report using
the technology as part of their job, and about
16% already use it routinely, at least once a day.
Finally, 3% of respondents report having used
and abandoned it.
Let’s not forget that these technologies are rela-
tively new and this pace of use, at the enterprise
level, is relatively strong — in the range of three
to five times faster than the previous wave of
so-called Enterprise 2.0."° Second, the conversion
to an enterprise habit (16% to 26%) is also very
strong in a matter of months, which took years
for most Enterprise 2.0 technologies, except for
messaging and some collaboration tools.*

ADOPTION
LEADERS. “Curious
digital natives are the

and documentation), content Curiosity drives experi- drivers of adoption.*
generation (for media and mentation and then use, We correlated various indicators

advertising), and customer
interactions (social media,

while more conservative

collected on whether workers
used the tool or not. Although we

blogging, email, and customer workers tend to oppose can only explain less than 50% of
service). According to various technology, both because the adoption rate, we found that

observations,® these activi-
ties are the most used ones so

of the learning burden and

the drivers of adoption are (a)
age, (b) occupation, (c) curiosity,

far (except for activities such the fear that technology and (d) efficiency, in order of
as medical diagnosis, others could negatively impact explanatory power.

such as translation, customer
research, etc. are not yet
common), so we should see
some benefits from using
generative Al

We test the productivity gain compared to
NOT using generative AI. We also collect data on
the level of experience in using these tools, age,
occupation, perception of these tools (“enriches
work”, “impoverishes work”, “neutral”), and

»

the reason for use (“curiosity”, “peer pressure”,

&«

“fun”, “efficiency”).

their work and status.

Media and software profes-
sionals are more likely to benefit
from the technology, as these
industries have a history of
disruption through digitisation and are also
the most exposed to the threats and benefits of
generative Al, in all likelihood. Let’s not forget
that while low-code has simplified coding,
coding is still a complex activity that requires
time and effort. Al has been used for many
years to try to automate code generation, from
Amazon’s CodeWhisperer to IBM’s Wisdom.
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OpenAl is the next evolution for building simple
applications from natural language commands.'?

Age is negatively correlated with usage, asitis
with technology in general,'® while curiosity is a
significant driver of usage. The latter two factors
are more important than the scope of genera-
tive AI and are not without consequences. This
means that a digital divide can develop between
young, digital natives and other workers — and
the psychographic characteristics of workers:
curiosity drives experimentation and then use,
while more conservative workers tend to oppose
technology, both because of the learning burden
and the fear that technology could negatively
impact their work and status.

PRODUCTIVITY GAINS. “They
are real, but they take time to
unfold, both because of learning
and incentives.”
The productivity impact is the product of (a) the
users of the technology, (b) the share of activi-
ties where Al is applied, and (c) the productivity
gains in those activities.

For (a), our results show that 16% of workers
use it daily — and that the momentum for
expansion is significant — and faster than for
any previous technology. Regarding b), we find
that AI generative tools converge to account
for about 1/3 of the activities of workers who

use the technology every

day in their workflow. In

particular, this rate ranges

from 12% to 44% when it

comes to marketing activities

(including blogging and social

media communication); it is

about 23% to 36% when it comes to

coding (including documentation, code

testing, and debugging; incidentally, the

usage rate matches the GitHub report that

“46% of coding in Copilot-enabled languages

is done by the AICodex wizard“)."* Lastly, we

find that the time spent on content production

is between 23% and 41% (especially for special
effects, branded content, etc.).

Finally, we compile for (c) that the time
reduction for Al-assisted tasks is in the range
of 30% to 60%, which is consistent with some
general experiments,® but also with some
specific studies around GithubCopilot.*

Taking these three elements together, total
productivity at the firm level is between 1% and
4% at a minimum in the occupations covered by
the survey. This may not sound like much, but
again, it depends on how usage develops, and
this productivity gain is already higher than the
average labour productivity growth in Europe in
recent years.'

Outside of usage, the difference in produc-
tivity found ranges from 1 to 4, and correlation
analysis suggests that productivity depends on
the nature of the task (e.g., debugging versus
writing new code for software, a special back-
ground effect for content versus creating full
content, etc.). In addition, productivity accu-
mulates over time — it takes an average of 6 to 8
weeks to achieve stable productivity gains using
these tools (so-called learning effects), while
productivity is higher for workers associated with
companies that have been promoting the use of
AT for some time, including generative AI today.
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GENERATIVE Al

GETTING STARTED WITH
GENERATIVE Al

We are in a time of ownership of generative AI
in the enterprise. Some leaders are deliberately
choosing to limit its use, while other compa-
nies believe it should be unleashed and tested
among employees (see for example JPMorgan
vs. Morgan Stanley).

While this is one of the first (relatively
basic) studies reporting on productivity related
to generative Al, it confirms early studies of
different types of AI'Y that AI can be particu-
larly powerful and adds to the parallel evidence
that generative Al can provide significant gains,
at least in some industries and for some tasks.
As such, these technologies can deliver gains
that make the returns on investment attractive
enough to be considered part of any company’s
technology portfolio.

However, as in Gartner’s growth cycle, the
future may have some setbacks, so companies

need to weigh their play. We see at least three
unapologetic moves. The first is experimenta-
tion, as there is a learning effect to get the right
benefit from technology. The second is to study
use cases that are not problematic. These tech-
nologies can be used to improve the efficiency
of internal human resources communication, to
better predict customer reactions in commerce,
to speed up information retrieval in service
contracts, for the virtual representation of an
architectural project, an advertising campaign,
or for the redesign of a new website, etc. The
third is to work on the right framework for using
these technologies: they are still not transparent,
they are not always accurate, and they may
present biases and risks of copyright infringe-
ment. All of this suggests that technology should
augment human labour but is still far from
replacing it — and that the quality and proper
use of these technologies must be worked out at
the organisational level. Finally, as general-pur-
pose technologies have shown, technologies
can disrupt workflow productivity. Companies

26 THE EUROPEAN BUSINESS REVIEW JULY - AUGUST 2023



must study the disruptions and rein-
vent themselves accordingly.

This new AI moment may seem
a bit chaotic, but the evidence suggests that
the companies that are early adopters aren’t
necessarily taking risks — theyre aware of
the technology’s limitations, theyre working
on more explainable AI and source transpar-
ency, and they’re working internally to comply
with the recent AI law in Europe. They are also
preparing for new competition and advantages
— see how Salesforce launched EinsteinGPT as
part of its data cloud, improving the business
insights provided to its customers, and reacting
to Microsoft’s investment in OpenAl. g%
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WILL GENERATIVE Al DISRUPT
YOUR COMPANY AND YOUR

NEED FOR WORKERS?

As Stephan Kudyba explains, generative AI
affects companies in different ways....it all
depends on the data that they rely on.

T ——

(\ ( \\%\ 0

——/

by Stephan Kudyba

As the rollout of generative AI gains momentum,
the debate about its effect on the labour force is
intensifying. Automated document and code creation
and the production of innovative images has industries of
all walks on the edge, perplexed about how this technol-
ogy can be used to enhance operational efficiencies and
work productivity through reduction of time, and possi-
ble labour inputs.

Before we throw in the towel on the importance of
humanity, we've got to conduct a reality check on what
the process entails to use generative Al, and what the task
of operationalising this platform to be part of everyday
activities involves. The technology has introduced
dramatic functionality in disseminating user prompts to
access and process established data resources, creating
content corresponding to user directives, all in a matter
of seconds. Although this functionality seems cutting
edge, the reality is that versions of it have been in exist-
ence for years. The truly impressive elements of current
large language models (LLMs), however, is the speed and
processing capabilities of extremely large data resources.
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THE DRIVER OF DISRUPTION

The key element to determining how generative
AT will impact the viability of a company’s strategic
focus and the corresponding underlying workforce
relies on the data that it utilises to provide value to
its customers. Remember, Al gains its value by the
data it can access and analyse to produce output.
The platforms that have been released to the
marketplace so far access available data resources
that exist in the digital, open space and those
created by data gathering entities as well.
Organisations that largely rely on these data
can gain greater value from generative Al, since
it can process and produce custom output that
addresses worker and consumer needs quickly.
Unfortunately this increases a company’s expo-
sure to greater disruption from competitive
forces. The logic follows that LLMs can produce
creative output at a fraction of the time of
humans. Jobs that are grounded
in leveraging open data resources

initiative to work with generative Al providers to
optimise available data resources, adding addi-
tional data, to produce valuable web content for
their customer base in a fraction of the time it
previously would have taken.? This proactive
approach helps mitigate the potential disruptive

force that arises from simply relying on

open data resources (data on used cars)

to produce content for consumers Jobs that are grounded which is accessible to general users of
are atrisk, given thata general user  jp leveragi“g open cdata generative AL

base can access generative Al and
create content themselves.

resources to produce

Both of these examples describe the
exposure to the disruption of organ-

content for consumers isations that depend on open data
are at risk, given that resources. These disruptions can cause a

DISRUPTION ... THE a general user base

reduction in labour inputs for producing
custom content for consumers.

DRIVER OF INNOVATION can access generative However, the innovative reactions can
Al and create content cause increases in work in the form of:

This may be the reason behind

Chegg Inc. claims that ChatGPT themselves.

has disrupted its business recently,
as the company leverages available
online data along with expert input to produce
content that aids educational activities for
students.! Students may now look more to
generative Al themselves to create the desired
information. The response to this disruption,
however, has been a pulse of innovation, as
the company seeks to produce its own gener-
ative Al-based system and add proprietary
data resources and advanced interaction with
customers.

The driver of disruption and innovation is
alsoillustrated in CARMAX, who took a proactive

1 generative Al prompters to create custom

output
2 Editors of output that is created by generative Al

3 SME work groups that seek to optimize data
inputs to enhance information output.

THE NET CREATION OF WORK IF
INTERNAL DATA IS ESSENTIAL

A major task that must be examined at this junc-
ture regarding the effects on displacing jobs
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revolves around the operationalisation of LLMs
in organisations. LLMs have shown their value
in creating limited text- and code-based content,
where users need to edit the output generated.
This can no doubt replace more routine-based
job functions (e.g., creating blogs, preparing
marketing blurbs, producing code for a particular
application, creating images). However, the
process of operationalising generative Al as an
integral part of an organisation’s technical infra-
structure may actually introduce more work and
human input. Two potential tactics that have
currently evolved to address
this issue include fine-tuning

to operationalising LLMs, or in other words,
using generative AI technology for everyday
use to produce value to the company and to
the market it serves. These companies need to
devote significant work resources to organising
existing and real-time data that is integral to
creating credible output.

Consider the financial/investment industry
(e.g., Morgan Stanley) that is looking to leverage
LLMs to create custom information regarding
wealth management issues.* In order to create
credible content, generative AI must access and

process a multitude of
market data, including

and in-context learning. The key message to emphasise is data residing on the
The true balance of work  ghat generative Al can no doubt open market and data

creation verses disruption
is evident when organisa-

disrupt and reduce the human

produced  internally
through the work activ-

tions require not only open/ @lement in conducting basic tasks. ities of systems and
public data resources to  This may render certain jObS obsolete cmployees, where the

produce relevant content,
but data that is internal to

or may augment previous job roles to

currency or timeliness
of data is essential. Will

the organisation. Existing higher value creating activities. generative Al result in

generative Als have been
designed to leverage data
that is open to the marketplace, but not the
more sensitive internal resources of particular
companies. This introduces a significant hurdle

significant job reduc-
tion in this industry by
replacing the ability to produce credible wealth
management content? Or will the result be a
creation of work and corresponding labour
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inputs to accomplish new and augmented work
tasks to operationalise generative AI?
Organisations that intend on using generative Al as
an operational platform that requires the access of
internal and open/public data may be faced with
increased work involving the reorganisation of
internal dataresources (e.g., categorisation, storage,
naming, codification, etc.) to be accessed by gener-
ative Als. This involves data professionals and SMEs
or individuals with technical skills and domain
knowledge. Other, new work that is required entails
prompt engineers or individuals that have the skills
to optimise generative Al prompts to create desired
output. Additionally, this output has to be verified
according to relevance, accuracy, and timeliness,
which again requires SME domain knowledge of
content produced. These jobs are content editors.

THE DEGREES OF DISRUPTION AND
THE NEW EFFECT ON WORK

The key message to emphasise is that generative Al
can no doubt disrupt and reduce the human element
in conducting basic tasks. This may render certain
jobs obsolete or may augment previous job roles to
higher value creating activities.

Organisations that heavily rely on data
resources in the open digital market that are
re-bundled by generative Al to provide value to
their consumer base are at risk of disruption, as
generative Al can automate much of this. The
response in this case is to innovate and enhance
the value of content it produces to consumers.
Again, this is disruption balanced against inno-
vation, or the loss of some jobs and the creation
of others.

ABOUT THE AUTHOR

The last example illustrated involves the case
of companies who require the input of custom
internal data and operationalising LLMs in its
workflow. The balance for this sector seems to
favour an increase in work and human input in
the form of optimising internal data resources,
prompt engineers, and content editors to main-
tain a quality workflow which is measured by
the production of relevant, accurate, and timely
information.

Will the world experience dramatic reductions
in the need for the human element? Don'’t count out
the knowledge and innovation of individuals. &3
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COUNTDOWN TO CYBERSECURITY
IN THE QUANTUM ERA: WILL ~
~ BUSINESSES BE READY IN TIME?

Leaps in quantum technology and hybrld approache§ are shortening the
time to Q-Day, When adversaries can use quantum computing to break
cryptography and threaten data safety for allorganizations. It’s hard

to predict exactly when this'will happen. But given the pace of the /'

.r/..

developmeént of quantum computing, experts agree that compames

need to’start 1mplement1ng a post—quantum defense now.

= =
/——-r— e
by Tom Patters/an/& Layfa Converse’

,."/ / 7 i i /
/s f A -

® As of today, there are no large-scale quantum
computers available that could break cryptographic
algorithms, but we know they are coming. Due to the
time it takes to implement and promulgate a defense,
businesses should act now to counter this threat.

® European businesses should start by putting in
place a post-quantum security strategy, a migration
roadmap, and a course to crypto agility — the ability
to easily move from one algorithm to another. The
quantum threat makes crypto agility a recommended
choice for post-quantum cryptography transi-

tion. And, given that we expect these algorithms to
continue to evolve, being crypto agile even after that
is also important.

® European businesses waiting too long to complete
their migration could pay a high cost or even disap-
pear if they are unable to keep data safe and
protected.
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QUANTUM COMPUTERS WILL
CRACK ENCRYPTION - BUT WHEN?

Today’s hyperconnected world of trade and
finance stands on the trust that digital infor-
mation is protected and can be stored and
exchanged safely across the globe. However,
even as cyber-attacks become more sophisti-
cated and the security landscape more difficult
to navigate, a new and more foreboding threat
is on the horizon: quantum computers that have
the potential to break cryptography.

Quantum computers will bring many bene-
fits but also pose a serious threat to today’s
digital security due to their ability to factor
numbers into primes much faster than classical
computers.

How immediate is this threat? On January 4,
2023, a group of Chinese scientists claimed that
RSA encryption (the public-key cryptosystem
widely used for secure data transmission - see
inset box “Math problems affecting the real




world to know more) could be broken using
a quantum computer with only 372 qubits!, a
task that experts estimate classical computers
would take 300 trillion years. After 48 hours of
tension, when companies felt vulnerable and
unprotected, other international cryptogra-
phers discovered faults in the specifics of the
math. Despite the failure of this approach, it
highlighted both the international race as well
as clever new ways to use early-stage quantum
computers for decryption and emphasizes the
urgency to get ready.

YEAR 2030: AN ESTIMATE FOR Q-DAY

The error-prone quantum computers available
today do not have the scale to break encryption,
but this technology is advancing so fast that
things are expected to change soon.

An estimate from experts in post-quantum
cryptography (PQC), led by mathematician

Two proven algorithms — Shor’s and Grover’s —

provide the mathematical foundations for quantum
computers’ threat to current encryption. While
Shor’s algorithm could be used to target asym-
metric key cryptography, Grover’s could impact
symmetric key cryptography (see figure 7). Both
algorithms were developed in the 1990s when
quantum computers could only be envisioned in pen
and paper. Only recently have quantum machines
become a reality, posing a real threat to businesses.

m Impact of large-scale quantum computers

Public key Symmetric schemes
| (asymmetric) schemes and hash functions

RSA ECC AES SHA

Quantum attacks prevented
by increasing key and output
sizes respectively
(Grover’s Algorithm 1996)

Solved by a large-scale
quantum computer
(Shor’s Algorithm 1994)

rce: Accenture Research, Dec 2022

a via the cloud, deliver digital products
»:_u communicate with customers.

Professor Michele Mosca, suggested it would
take an average of 15 years before quantum
computers break the security.? The calculation
first emerged in 2015, so the estimate hits the
calendar in 2030.

In Professor Mosca’s® useful framework to
help organizations determine a plan, the urgency
to initiate the migration depends on a company’s
evaluation of { three simple parameters:
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A is shelf-life time: The number of years
business data must be protected.

B is migration time: The number of years
needed to safely migrate a business security
system.

C is threat timeline: The number of years
until large-scale quantum computers become
available.

This simple theorem suggests that if

:f_f_A+B > C, then businesses will be at risk.

The timeline for C is, therefore, not set in stone:
2030 could be too early or too late depending on
how fast quantum machines evolve.

Even if the threat seems unpredictable, busi-
nesses need to get ready now. Not only because
we see quantum getting closer, but also because
there is the real danger that someone can store
encrypted data today and then decrypt it when
such a quantum computer becomes available.
In fact, the uncertainty surrounding the precise
date makes it hard for businesses to discern the
right time to act.

How soon do we need to worry? Not wasting
any time, the Cloud Security Alliance* took 2030
as a valid date for Q-Day and set a countdown
clock. At of the time of publication, businesses in
the cloud have six years, 260 days, 16 hours and
30 minutes to migrate to quantum-safe security.

YEAR 2024: POST-QUANTUM
CRYPTOGRAPHIC STANDARDS

In all this ambiguity, only one thing is certain -
new crypto algorithms are needed to protect our
systems against the quantum threat.

Professor Mosca’s theorem published in
2015 formed part of the justification for the US
National Institute of Standards and Technology’s
(NIST) to begin identifying PQC algorithms
that could protect data following the advent of
quantum computers. After six years of careful
consideration and several rounds of competition,
the NIST® recently announced four candidate
algorithms for standardization (see figure 2).

W NIST PQC candidates for standardization

CRYSTALS-Kyber Lattice-based cryptosystem
CRYSTALS-Dilithium Lattice-based signature
FALCON Lattice-based signature
SPHINCS+ Hash-based signature

Source: National Institute of Standards and Technology, July 2022

Between now and 2024, NIST will continue to
assess technical considerations for the four
selected PQC algorithms while identifying alter-
native options in case advances in cryptanalysis
threaten their long-term viability. Lattice-based
cryptography is a favorite because no one has
developed a quantum algorithm that breaks
these crypto primitives - at least not yet.

WHAT’S THE CASE FOR
EUROPEAN STANDARDS?

Although the NIST is setting US standards,
its actions are of worldwide concern. In fact,
many global institutions are deeply involved
in and contributing to NIST standardization
work. In the EU, the European Union Agency
for Cybersecurity (ENISA) has developed guide-
lines and recommendations fully aligned with
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NIST. Still, the question remains whether the
EU will form one block or there might be coun-
try-specific differences. For the moment, certain
government agencies - e.g., Germany’s Federal
Office for Information Security (BSI) and the
National Cybersecurity Agency of France (ANSSI)
- stated they will support NIST-selected schemes
but might extend the list of standardized algo-
rithms with certain other algorithms.® Outside of
the EU, the UK’s National Cyber Security Centre
(NCSC) is following the NIST’s standardization
work closely. Its guidance for quantum-safe
algorithms will follow the outcome of the NIST
process, recommending specific algorithms for
representative use cases.’
Regulatory compliance
against national, supranational
and industry-specific security
standards will significantly
influence the right timeline
for each European business.

to easily change the

Nevertheless, some organ-  gejyances in cryptoanalysis
izations may wait (either . .
deliberately or inadvert- threaten the viability of the

ently) until they are obliged to
act. The ETSI Quantum-Safe
Cryptography specifications
and the EU’s Cybersecurity and Cyber Resilience
Acts will drive enterprise adoption of post-
quantum security.

adopted system.

NOW: BUILD AN ACTION PLAN
Even if fully published standards will not be

available until 2024, companies should not wait
until then to start on their PQC roadmap (see

W Timelines for risk mitigation

Setting a course for crypto
agility will allow businesses

encryption method in case

figure 3). Now that the initial recommendations
have been released, there are common practices
for businesses to follow, purchasing decisions to
be made, and expertise to be developed to avoid
future pain.

What to do then? First, build a well-consid-
ered strategy that appreciates the specifics of
your enterprise, risks and stakeholders. Second,
pragmatically and efficiently discover each
instance of vulnerable encryption to be updated
both in your enterprise and all the related
ecosystems and supply chains it interacts with.
Third, decide on a new crypto architecture.
Fourth, begin the multi-year process of testing,
implementing, and promulgating new quan-
tum-resistant security throughout
the extended enterprise.

A strong and proven strategy
helps businesses find the delicate
balance that’s needed between
moving ahead and taking care
to avoid introducing new risks.
PQC deployments should initially
run in parallel with current
encryption methods, using post-
quantum technology to add
security on top of existing crypto
systems (not dismantling them) where timing
and resources permit.

In the new paradigm that is urgently needed
to address the quantum security challenge,
crypto agility presents itself as the best alter-
native. Setting a course for crypto agility will
allow businesses to easily change the encryp-
tion method in case advances in cryptoanalysis
threaten the viability of the adopted system as
stated in Accenture’s latest piece, The race to

crypto-agility.?

( \ / 3
2023 P; 2024

* Set up post-quantum security roadmap
* Experiment with PQC algorithms

* NIST standards ready

» Switch to new PQC algorithms
* Set a course for crypto-agility

" 2030
{ 2030 —>

* Q-Day (uncertain date)

Laggards

Source: Accenture Research, December 2022
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.

LEADING EUROPEAN
ORGANIZATIONS ARE NOT
WAITING UNTIL 2024

Large European organizations across every
industry are working on their post-quantum
security agenda, not waiting until the release of
2024 standards to begin implementing solutions.

' Financial institutions  are first in line, since
RSA-2048 and higher are standards in the
conventional banking system. The Financial
Services Information Sharing and Analysis
Center’s (FS-ISAC) post-quantum cryptography
working group is collaborating with global
member institutions, including major European
banks, to start implementing quantum-resistant
measures as soon as possible.” According to the
World Economic Forum, Spain’s largest bank
has started implementing cryptographic agility
by developing “cryptography-as-a-service” to
enable the bank to move services over to post-
quantum cryptography.'

National governments are taking this threat

seriously. The US National Security Agency
(NSA) has already set itself a deadline of 2035,
and has specified guidance and timelines.!!
However, Europe is still behind in setting the
deadline for this critical infrastructure’s migra-
tion. The experimentation phase, however,
continues. The French Embassy in the United
States, for instance, recently transmitted its first
encrypted diplomatic message to Paris using
post-quantum cryptography.'?

The { high-tech industry is also moving fast,
since some devices that are produced today will
potentially still be operating 10 years from now.

The same logic applies to the autometive industry.
A connected vehicle lifetime of roughly 10 years
means thata car developed today will likely still be
on the road after 2032. One leading manufacturer
of automotive components'? started revisiting the
security of its vehicle component business almost
ayear ago, experimenting with PQC technology in
various fields such as in-vehicle payment service,
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vehicle to everything (V2X) and an over-the-air (OTA)
wireless solution.

The list of private and public organizations that
have begun working with PQC is growing. Some
industries such as

health, financial

services, communi- /According to the World Economic

cations, }fgh'teChé Forum, Spain’s largest bank has started
governmen an e . o oge
automotive are Impleme“tlng cryptographlc aglllty by

advancing faster, but
every single industry
needs an action plan.
As quantum machines
continue to evolve,
it is important to understand how they will impact
cybersecurity, and when the threat could potentially
materialize, based on each industry’s risk profile. &3

ABOUT THE AUTHORS

developing “cryptography-as-a-service”
to enable the bank to move services
over to post-quantum cryptography.
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DIGITAL TRANSFORMATION

IT and security teams have been
at loggerheads with each other for
far too long. In the age of digital
transformation, it’s time the two
groups set their differences aside
and increase collaboration.

BRIDGING THE GAP
BETWEEN IT AND '
SECURITY TEAMS:

y,

Four Tips for Better Collaboration

by Linh Lam

I n today's corporate landscape, the relation-
ship between Information Technology (IT)
and security departments often mirrors a tan-
gled web, marked by conflicting objectives and
strained interactions.

Yet, as digitalisation accelerates across all
sectors, amplified by the lasting effects of the
COVID-19 pandemic, it has never been more
crucial for Chief Information Officers (CIOs),
Chief Information Security Officers (CISOs),
and other digital technology leaders to align
their strategies for the greater good of their
organisation.

As we witness an escalating digital race in
every industry, the need to harmonise the diver-
gent missions of IT and security has become
paramount. So, what are the conflicting percep-
tions both teams have against each other? And
how can business leaders optimise this divided
relationship that has persisted for the last decade?

)

THE CONFLICTING VIEWS OF IT
AND SECURITY TEAMS

Traditionally, these two departments have
functioned as separate entities with distinct
roles. IT, under the stewardship of the CIO,
has primarily focused on the swift delivery
of digital services to maintain a competi-
tive edge and ensure customer satisfaction.
Simultaneously, the security team, led by
the CISO, has been dedicated to identifying
and mitigating potential security and privacy
risks inherent in these services.

This dichotomy often results in tension
within organisations. IT professionals may
perceive security teams as the "Obstruction
Bureau," while security professionals may view
IT teams as reckless, prioritising speed over
safety.
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Further complicating this relationship is the
evolving role of both the CIO and CISO. Both
are transitioning from being mere technology
specialists to becoming integral business strat-
egists. CIOs, once tasked with delivering IT
services efficiently and cost-effectively, are
now expected to spearhead digital transforma-
tion efforts and stimulate revenue-generating
innovation.

Similarly, CISOs are growing into business
leadership roles. According to a Gartner report,’
CISOs are now "key enablers of
digital business", responsible for

four key strategies that every business leader
should leverage to bridge this gap and elimi-
nate this divide.

OVERCOME THE "US AND THEM"
ATTITUDE

It is vital to nurture a partnership mentality
between IT and security teams. Both teams
need to understand the impor-
tance of each other, in order

balancing the associated risks IT professionals may perceive to get ahead of this “us vs

and benefits. They achieve this security teams as the
"Obstruction Bureau," while

by assessing, prioritising, and
enhancing an organisation's

them” mentality. Business
leaders must communicate the
necessity of each team to one

security posture. security professionals may another. For instance, the IT
Unless organisations care- view IT teams as reckless, team needs security to ensure

fully devise a strategic plan
that recognises and integrates
these evolving roles, they
risk instigating territorial disputes, budget
conflicts, and operational confusion. Here are

that the rapid development

prioritising speed over safety. . 4. ioyment of applica-

tions do not compromise the
organisation's cyber defences.
Conversely, security teams need to rely on the

www.europeanbusinessreview.com 39




IT department as a valuable source of cyber
risk information. Working closely with the IT
team will allow the security team to gain critical
insights into the organisation’s cybersecurity
and productivity needs.

It’s also important to recognise that effec-
tive cultural change often emanates from
the top. Thus, CIOs and CISOs must pioneer
efforts to foster open communication and
collaboration.

with business objectives, and the reporting
structure should facilitate this.

LOOK BEYOND ORGANISATIONAL
CHARTS

A PwC report? revealed that while 40% of CISOs
report to a CEO, 24% report to the CIO, and
27% report directly to the board. The reporting
structure can vary depending on the company
size, industry, and specific organisational needs.
While it is commonly believed that having both
the CIO and CISO report to the CEO promotes
collaboration and reduces friction, there is no
universal formula for success.

In some cases, it’s more practical to have
the CISO report to the CIO, because security
requirements should be the first consideration
for any IT initiative. Having CISOs report to CIOs
complements this consideration, and it also
ensures that the IT teams don’t miss out on any
security-related insights.

On the other hand, if the business is in a
highly regulated industry, such as financial
firms or retailers, reporting directly to the
General Counsel’s office makes more sense.

Regardless of which approach you choose,
the end goal should be to align risk management

INITIATE EARLY COLLABORATION

Conflicts often emerge due to the perception of
security as an afterthought, a final hurdle to be
cleared after the IT department has put in signif-
icant effort in developing an innovative software
or system. This view can lead to the IT team
feeling unduly delayed and frustrated by the
sudden intervention of the security department,
wielding their red pen with what may seem like
reckless abandon.

Conversely, the security team might feel as
if they are being thrust into a high-stakes situ-
ation with little forewarning, forcing them to
scramble to secure a vital new piece of archi-
tecture just days before its planned launch.
Scenarios like these breed resentment on both
sides and the resulting conflicts only serve to
harm the organisation they're both striving
to improve. It's the corporate equivalent of
building a house only to discover too late that
it's not structurally sound.

The solution to this issue is ensuring that the
IT and security departments work in tandem
right from the start. This means that from the
moment an application is ideated, through the
stages of architecture design, up to the final
review stages, both teams should be in close
collaboration.

By adopting this approach, the necessary
due diligence regarding potential vulnerabilities
and risk exposure can be completed upfront. As
a result, security becomes an inherent part of
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the resulting product or project, rather than an
afterthought. This process is encapsulated in the
DevSecOps approach, where security is inter-
twined throughout the development lifecycle
instead of being a final checkpoint.

Integrating security into

allowing them to work collaboratively with their

CIO counterparts, rather than in opposition.
With CISOs positioned as leaders in risk
management, they can provide vital insights
into potential risks and their impact on business
operations. This would not

the development process at Integrating Security into the only strengthen the organisa-
the outset can mitigate risks, development process at the tion's overall security posture

prevent late-stage disruptions,
and foster a more collabora-

outset can mitigate risks,

but also facilitate better
alignment between IT and

tive culture between the IT prevent late-stage disruptions, security objectives.
and security departments. It aned foster a more collaborative When CIOs and CISOs

can also lead to the creation
of more robust and secure

organisation's resilience and
credibility in the long run.

culture between the IT and
digital solutions, enhancing the security departments.

ELEVATING CISOS AS LEADERS IN
RISK MANAGEMENT

In today's complex digital landscape, the nature
of security demands has drastically shifted. The
role of the CISO must transform accordingly to
match the evolving demands of the digital age.

Security has transitioned from a purely
technical function to a more integrated compo-
nent of organisational risk management. Given
that cyber risk intersects with every facet of an
organisation, it is critical to treat it as a strategic
business function, rather than a niche tech-
nical concern.

Therefore, it's essential to empower CISOs
to function as central figures in managing risk
across the business. This involves giving them
a seat at the strategic decision-making table,
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operate on the same level and
from the same playbook, they
can collectively lead their
teams to bury past grievances
and work together effectively. This collaboration
is integral to the successful digital transforma-
tion journey of any organisation, enabling them
to navigate the complexities of the digital land-
scape more efficiently and securely.

In conclusion, the integration and alignment
of IT and security is a strategic imperative in
today's digital business environment. By fostering
a collaborative culture, promoting flexible
organisational structures, encouraging early
and ongoing collaboration, and empowering
CISOs as risk management leaders, businesses
can bridge the divide between these two crucial
departments. This, in turn, can enhance their
competitiveness, improve their resilience, and
ultimately drive their successinthedigital age. &3
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THE ART OF FUTURE
DESIGN — PART I:

Fram i n g, ASSQSSi n g ) Our desire to design a better future for those

coming behind must be guided by a new

1 H framework that considers the complexity of
an d I d e n tlfyl n g ayet unknown future and the different forces

Relevant Contexts T

I hroughout human history, people wake
by Kristine M. Kawamura, up to the fact that we are here for only a
Mario Raich, Simon L. Dolan, short “blip” in time. They may look up to a star-

ry night and ponder the vastness of space, the
greatness and smallness of their own lives. This
sudden awakening to the preciousness of time
inspires many to contemplate the meaning and
purpose of their lives; their placement in histo-
ry; their role in creating or at least influencing
the future; or the power of their own choices to
change direction, influence others, and contrib-
ute to the greater sense of meaning in the course
of human history. It leads many to recognise
that each one of us is a valuable yet momentary
hero or heroine, living our life in a human soci-
ety on a living, breathing, and changing planet.

Scientists and philosophers, too, explore
the meaning of life within their respective
disciplines and perspectives. We know from
quantum mechanics, for example, that all mate-
rial objects simultaneously exist as a wave and
a particle. This paradoxical mystery also applies
to the experience of being human beings. On
one hand, we flow (sometimes bumping along)
through the journey of our lives—growing,
learning, changing, and eventually, moving into
the great unknown. Simultaneously, at any one
moment, time stands still and the greater context
of our society and world is frozen in meaning and
experience. We live each moment embedded in
a specific society that is surrounded by a domi-
nating “Zeitgeist” (a term often described as

Dave Ulrich and Claudio Cisullo
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PESTELDG

the spirit of the age, the overarching mood of that specific
period that is constantly being created, and recreated, by
the overarching ideas, beliefs, and events of that time.)

Life, itself, comprises waves and particles, experiences
that are both individual and shared. Our moments in life
are the particles; our journey through life, the wave. With
life so short in the arc of the universe, our proposal is
that one’s life should focus on goodness—being our better
selves, contributing our strengths and values to create a
better world, and taking action to design a healthy, thriving,
and “best” future. Given the power that human beings
have to envision the future, act, and produce impact, we
see the value and responsibility for people of all cultures,
disciplines, and walks of life to create meaningfulness,
happiness, and even bliss for ourselves and others with
whom we walk our journey through life’s moments.

This is the first of a two-part article. In part I, we discuss
why we need a new framework to guide our efforts to design
the future. We describe the Future Design Framework
(developed by futurist Mario Raich, coauthor of this
paper), and its foundational concepts. The issues discussed
hereafter become of utmost relevance, especially in view
of the recent developments in artificial intelligence (AI),
for which some fear that it can possibly destroy humanity
(see: Delbert, 2022).

THE NEED FOR A FUTURE DESIGN
FRAMEWORK

Given that we don’t know the future, seeking to design
the future is simultaneously stimulating, presumptuous,
and terrifying. We can'’t see it, touch it, or fully antici-
pate its possibilities and risks. Human beings live within
an external, environmental context of forces, paradigms,
assumptions, and axioms. We also operate from an
internal, inner context that has been shaped over time. In
this paper, we describe the positive and negative interpre-
tations of the disruptive forces we face today and propose
longer-term possibilities that may arise from these forces.
We then present a model that portrays the complex, inner
life of human beings and suggest methods to harness the
potential capabilities that people may bring to the future
design process. We propose that understanding our outer
and inner contexts is a necessary process for future design
and for creating meaningfulness in our work and lives.

Proposed Planning
Elements

Limitless
Growth,

Political Efficiency,
Productivity
N-S,
Legal/ . Advanced- o
Regulatory Economic Emerging Exploitation
Divides
Worldview Worldview
. Socio- L
Environ- cultural/ o Domination
mental/ Demo- Capitalism (Male, white
Global graphic power)
Techno- Crisis and
logical Negative
Media

Environmental Forces for Change

Most business professionals, strategists, and innovators
are familiar with the process of analysing environmental
forces through the lens of PESTELDG, a nomenclature
that stands for, political, economic, sociocultural, tech-
nological, environmental, legal/regulatory, demographic,
and global forces. All of these numerous interconnected
forces characterise the present reality, which together
formulate the current worldview we hold both as we
perceive today and the future.

THE OTHER FORCES FOR CHANGE

Technology and Economics as a Force for Change

Several interrelated elements of a PESTELDG analysis attract
our attention. First is the advent of the Cyber-Age, which has
moved us into a world in which digital systems—operating
on their own, interacting with more conventional phys-
ical systems, human beings, and the environment—have
flattened, quickened, and connected our world. This era is
ripe with the potential transformation of business, educa-
tion, culture, and society. Given the potential of the fourth
industrial revolution to revolutionise the speed and scope
of the creation and destruction processes, it mandates new
regulations and changes in political systems and the role of
government. Second is the convergence of advanced technol-
ogies—especially virtual reality (VR), alternative reality (AR),
and Al—with their potential to alter our life and work, far
beyond anything we can envisoin or expect. Advanced tech-
nologies also present new avenues for value-creation and new
ways of working, living, and building relationships. There
are also inherent risks and threats. Leaders and organi-
zations may be unable to gather the full range of benefits
or mitigate against the extensive spillover costs associated
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with advanced technologies. When technology is used to
exacerbate polarisation, drive apart societies, and incent
racism, terrorism, and war, it simultaneously increases
anxiety and fear about the future threatens the destruction
of the very fabric of society we honour and value.

Most powerfully and dramatically, the Cyber-Age facili-
tates the possibility to change the paradigm of the economy
and economics and bring back meaningfulness into poli-
tics and the political-socio-cultural-economic systems
that gird our world. For at its core, the central question of
economics is to determine the most logical and effective use
of resources to meet private and social goals by providing
products and services that are valuable and meaningful, to
individuals, communities, and societies. Our overwhelming
drive for profit as a core element of
capitalism, however, has motivated
many leaders and organisations to
exploit the planet and resources,
creating spillover costs and negative
collateral impacts on society and
the environment. (For example, we
accept the harmful and damaging
impact of CO, on the environment.
We cannot even manage to gain
agreement from the multiple
stakeholders, in most industries
and corporations around the globe,
to work towards CO, neutrality or
to reduce their CO, levels, much
less acknowledge that we have a
climate change problem!)

The pervasive focus on profits has created profound
distortions in the meaning of economy. Economics is really
“economy in action.” The purpose of economics (along with
the application of resources and innovation processes) is
to provide meaningful products and services for individuals
and society, meaningful value creation, meaningful work,
and the sharing of created value (through work, education,
and economic development activities). Work, in fact, gives
meaningfulness to our lives and the opportunity to create
relationships—what research has shown to be the most
important basis for a healthy and happy life.

The Western Zeitgeist as a Force for Change

The Western Zeitgeist (“spirit of the ages”) has been
pervasive in nearly all our systems and primarily, the
movement to capitalism.

The poor decisions made
by parents and adults have
burdened young people
with a pillaged planet

and the responsibility to
“fix it.” These paradigms
have powerfully skewed
our perceptions (and thus
our decision-making) for
hundreds of years.

The capitalism mindset has been forged from
many forces:

Hundreds of years of limitless growth and
exploitation of resources have stressed the planet
and people, exacerbating a toxic relationship

with productivity and performance and widening
inequities and inequalities in our systems.

Societies of domination (white power) along
with the subjugation of people of colour,
native communities and cultures, and women.
The control of human beings through slavery,
marriage, and lack of opportunity has led to
inequity and inequality across the globe.

» The fake news in the social
media that spreads like

fire, with politicians taking
advantage of the tools and
content to manipulate us. All
this carries the promises of a
different future. But it is up
to us whether it will increase
the quality of life or become
a threat to humanity.

* The focus of the media on
bad news, constantly fueling
our worries and fears, as

we see crises everywhere:
financial crisis, political
crisis, social crisis, etc.
Whether real or perceived,
existing or not, crises and threats are increasing
our anxiety about living.

The lack of trust in traditional institutions such
as corporations, governments, and religions

has left people feeling cheated and betrayed by
their leaders.

The poor decisions made by parents and
adults have burdened young people with a
pillaged planet and the responsibility to “fix it.”
These paradigms have powerfully skewed our
perceptions (and thus our decision-making)
for hundreds of years. Thus, our current reality
as well as the one we project into the future
is based on biases and judgements cemented
not only in our own minds but also in our
communities, organisations, societies, and
institutions.
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The Inner Context as a Force for Change

As human beings, we need to develop the capacity to
overcome our limitations to perceive the reality around
us as well as transform the layered perceptions we hold
that have been “hijacked” by cultural and personal biases.
This will empower us to reimagine, redesign, and rein-
vent our systems and paradigms in our quest to design
our “best” future.

We believe there are three patterns that need
transformation:

1. Our tendency to view the world from the lens
of our reality; what we see mirrors our stored
memories, experiences, and perceptions influ-
enced by the dominating worldview (Zeitgeist),
biases, and even prejudices—all of which are
stored within brains and nervous systems. These
affect what we consider as possible and impos-
sible, acceptable and unacceptable as well as
our likes and dislikes and mental comfort zone.

2. Our human habit to project our past experiences
and present status into the future.

3. Our propensity to project our own experiences,
views, and preferences onto others, expecting
them to feel, think, and behave similarly to
ourselves.

How do we address these patterns and develop the
capacity to view and hold the future with empathy? By

adopting a hope-filled, growth mindset, making a coura-
geous commitment to learn and grow, and undertaking
the inner work to free oneself from these entrenched
patterns®. There are many paths to this journey, depending
on the individual. One may study human and social
history; choose to travel, study, and/or work locally,
regionally, and globally. One may develop relationships
with people from a wide variety of backgrounds, mind-
sets, and cultures—appreciating both similarities and
differences. One may also seek to develop a range of intel-
ligence sources, expanding their own capacity to learn,
connect with others, and collaborate.

AN IMPORTANT NOTE: DESIGN
THINKING ISN’T ENOUGH

Although design thinking may be incorporated when
designing the future, it may not be sufficient to address
the complexity of thought process, creativity work, and
transformation needed to achieve such a complex goal. In
a few words, design thinking is a problem-solving process
that focuses on solving the needs of a specific group of
people, which is usually an organization’s customers.* The
approach matches customer needs with what is technolog-
ically possible and converts this into a business strategy
that offers value and market opportunity. Design thinking
can be used by all types of businesses as no one can ignore
the changing needs and desires of their clients. Citing
Grubel: “Design thinking draws upon logic, imagination,
creativity, intuition and reasoning to explore the possibilities
of what we could create to enable the desired outcomes for our
end users.” The process involves five steps: 1) developing
empathy for the end user; 2) identifying the problem; 3)
using ideation techniques to create scenarios and solu-
tions; 4) prototyping solutions; and 5) testing solutions
with groups of consumers, users, and other stakeholders.

However, we see three critical weaknesses in
attempting to design the future with this methodology:

* Perception and bias: The team will implement
all the steps using the current perceptions
and biases of its members (and of the team
itself). People’s brains and nervous systems
are wired to recognise familiar patterns based
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on historical experiences and stored biases.
The ability to empathise with the future will
be based on the current reference frame and
perceptions of the future.

+ Change and time: The design thinking process
cannot address the fact that all inputs, outputs,
and the process itself will evolve through the time
and space involved in moving into the future.

« Selection and information bias: The group
will also be affected by selection bias and
information bias. The members selected to
be part of the group will most probably not
match the characteristics of future members
(who will have evolved given the environmental
disruptions we will be facing, such as the
human-Al-robot interface). Information bias
will most probably occur because key study
variables, ideas, and prototypes that will
be possible in the future will not be known
today—again affected by the lack of ability to
perceive the future with “new eyes.” Because
of defining shared values as part of the design
process, it will be difficult to “lift” above the
group’s individual values and perceptions of the
problem, solutions, and future possibilities.

We believe a new framework is needed for desgining
the future.

AN OVERVIEW OF
THE FRAMEWORK
FOR FUTURE DESIGN

Relationship
W with the Future

The Future Design Frame-

Reaching
HED work has been developed to
7 N build a relationship with the
future in three different ways.
Listening

o
e 1) To reach out to the future

from our current reality; 2)
To beckon, or call forth, the
future to enter the creative void; and then, 3) To listen to the
future when it appears in the design process. (See Exhibit 3)

to the

Future Future

Unlike a traditional lineary framework, the future design
framework is a sophisticated and circuitous (nonlinear)
methodology that can be used to systematically explore,
define, and create the future. It supports designers to utilise
skills of imagining, intuiting, and intelligent dreaming along

Attributes of Traditional and
R Future Design Methodologies

Simplistic and Linear Methodology

Fatalistic: believing in destiny; wait and see; “what is meant to
happen, will happen”

Wishing: using hope to project; magical thinking

Foretelling: predicting; a declaration that something will happen
Guessing: an assumption or assertion (a result or an event) without
sufficient information

Extrapolating: extending the past into the future (most common!)

Developing and Implementing action plans based on traditional
planning processes

with action research and active planning to dynamically inte-
grate both the direction and action over time and space.

The Future Design Methodology simultaneously
comprises three modalities of time and space: the actual
(and immediate context), the emerging future, and the more
remote future—all three of which are juxtaposed within a
world in great transition and a future that is in permanent
and dynamic transformation. (See Exhibit 5). The frame-
work thus provides a process that a) focuses on the desired
future rather than the (currently) expected one; and b) views
the emerging and future stages as dynamic rather than
static. Because the framework works multi-dimensionally as
well as cyclically, it allows us to cope with an ever-changing
future as well as to take meaningful action along the way. In

The Future Design Framework
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Systemic Exploration: finding out what may be ahead of us
through rigorous research, analysis, integrative thinking,

Future Designing: defining the desired future and ways to get
there; reaching out process

Imagining: active creation of the future; consciously shaping;
beckoning process
Intuiting: letting the future speak to us; listening process

Intelligent Dreaming; listening process

Future-based Action Research and Active Planning: developing
and implementing plans

short, the framework allows us to develop a “future design,”
which leads to the creation of both, or either, an emerging
future view and a remote future view.

Concept Foundation-I: Management by Traction
Framework

Atthe core of the Future Design Framework is the Managing
by Traction (hereafter MbT) Framework.® MbT is a simple
and effective way to move forward in a dynamic form
towards the selected direction. It acts as a simple feed-
back loop, building a dynamic and interactive relationship
between “direction” and “action.” MbT incorporates five
interdependent elements: 1) the context (an understanding
of the world in transition i.e., driving forces, enablers
and megatrends); 2) the MbT transformation framework
(including three mutual feedback loops between direction
and action: the actual, the emerging, and the future); 3) the
direction (the guiding star towards which we are pointing);
4) the action (the nonlinear steps taken in quest of the
direction within the changing context); and 5) the meth-
odology utilised to discover and "find" creative solutions.

The application of action and direction in a design
process, by themselves, are not new concepts. What is
new, however, is defining and utilizing them in light of our
turbulent environment; constantly changing players over
time and space; the dynamic regeneration of three mutual
feedback loops that are simultaneously changing and
interdependent; and, the application of a "pull" strategy, in
which the design process is pulling information and inputs
from a future that does not yet exist.

It is important to understand the relationship between
direction and action in MbT. With this process, the direction
becomes an active part of the action, which can, in turn,
continually influence and shape the identified direction.
Direction and action, therefore, operate in tandem, with
direction showing the way for the action, and action shaping

the direction based on the outcomes implied in the direction.

Once the direction is established, the actions take the
lead. The process continues as an interaction between the
direction and action with three mutual feedback loops
concurrently running (the actual, the emerging future,
and the future). Continual assessment of the alignment
between action and direction is required, in case correc-
tions are needed.

Concept Foundation-Ill: Seeking the Middle Way
between Dystopia and Utopia

What is critical in the journey is that we begin by embracing
“flaws,” differences, and points of conflict within the design
process and team. As we imagine collaborative groups of
people partnering with others from different communities
and societies working in the design process, we know that
we will see a wide variety of degrees of ideas and progress.
Such work in the creative void is necessary to the innova-
tion process. The all-encompassing partnership process is
based on many principles, including mutual respect, trust,
common ground, open communication, complementarity,
honesty, acceptance of the unknown, and willingness to
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walk through a transformation (and grieving) process.

These principles will be necessary to guide partner-
ships to navigate the journey through two overarching
emotional and creative-destructive forces:

» Dystopia:the imagined state or society in
which there is great suffering or injustice;
typically, one that is totalitarian, post-
apocalyptic; the after-effect of environmental
disaster, with characteristics such as
controlling, oppressive government, anarchy
or no government, extreme poverty, and
banning of independent thought;

» Utopia: the imagined place or state of
things in which everything is “perfect;” with
characteristics of peaceful governance,
equality for all citizens, a safe and healthy
environment, and education, healthcare, and
employment for all.

As we experience
today’s disruptive forces,
dystopia seems to prevail
as we experience fear
and anxiety (that is expo-
nentially spread through
social media). Utopia, on
the other hand, seems
more like a wishful dream we hold for the future of society.
The utopian-dystopian dilemma creates a vacuum between
the two opposing forces. We are pulled between competing
values such as love and hate, greed and generosity, good and
evil, individual and community, survival and transcendence,

Creative energy plus transformational
innovation inspiring entrepreneurship
can help us shape our world for
better or worse - a direction that
depends on our guiding purpose.

and differentiation and collective beingness. Within the
void lies potentiality, imagination, and creativity—all
sources of power to mitigate the lack of committed action
some people call fate.

For future design, we seek to travel the middle way
between dystopia and utopia. The middle way forms its
roots in Buddhist thought, which describes the middle
ground between attachment and aversion, between being
and non-being, between form and emptiness, and between
free will and determinism. The concept can be applied to
any dualism or diametrically opposed pair; in between
any two opposites lies emptiness.” This creative potential
is needed to develop and implement solutions that will
allow us to preserve and enhance life quality and solve
global issues that threaten the future of humanity. Creative
energy plus transformational innovation inspiring
entrepreneurship can help us shape our world for better
or worse—a direction
that depends on our
guiding purpose.

How can we moti-
vate others to follow the
middle way? Though
Max Weber said that
the sword, money, and
words are tools to moti-
vate people, we believe that more powerful inspirations
are imagination, dreams, and love. The future begins with
the ideas in our heads, the purpose in our hearts, the tools
in our hands, the values we share, and the dreams and
imaginings of the human spirit.
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Concept Foundation-lll: Context Matters

The future design process will be crafted from the complex
interplay of past, present, and future contexts (See Exhibit
6). Afterall, the present momentis notalone experience. As
we stand in the present moment, we are rooted in a greater
environmental context that has been built from past expe-
riences, paradigms, and concepts. As we view the future
from the present moment, it is a projected one, necessarily

The Complex Interplay of Past, Present,
and Future Contexts

Past History

| presere g 4

affected by the past and the present. Juxtaposed between
the time and space of the past and future, the present
moment is merely an arbitrary halt within the currents of
time, ripples in space, and heartbeats we ride, the moment
from which we dynamically project the future.

The context with which we perceive anything is always
relevant. It is dense, complex, palpable, ever-changing and
ever-being created. It can be continuously reimagined.

To easily understand the impact of context, think about
your own life! You are an individual who can be differentiated
by many attributes as well as skills, work and life experi-
ences, talents, and interests. You have also been influenced
ever since you were born by multiple systems, paradigms,
and axioms: the political, economic, and social systems of
your country; your cultural roots and values; your family’s
priorities, rituals, and values; the rules defining good behav-
iour, rewards, and punishments that are defined by your
family and society; and the assumptions that underlie every
perception as well as process (including the meaning and
application of the future design process!).

Context, too, establishes the foundation for our percep-
tions, including our individual mindset, worldview, and
overarching Zeitgeist. Context provides the container for

Source/Artist: Andela®

bias, spawns its development, and nourishes its perpetuation.
Unless and until the designer is able to lift out of his or her
bias, it serves as a concrete foundation in his or her nervous
system. As the firmament for a society’s worldview and
Zeitgeist, bias can rule and regulate the future design process.

Imagine how the designer’s perceptions and bias
towards advanced technologies can impact their imple-
mentation and use in the present as well as greatly
influence and control their role in the future. As we
stand on the edge of the virtual frontier, many people are
excited over the potential for artificial intelligence, the
metaverse, virtual reality, augmented reality, and other
Fourth Industrial Revolution technologies. They envision
the possibilities for creating immersive experiences across
sectors (technology, entertainment, education, and retail)
and within business functions (product/service develop-
ment, customer and employee experience), for providing
interactive sensory space for human beings and whole
communities in their daily tasks, for creating new and
increasing sources of economic value.

On the other hand, this is scary stuff! We are chal-
lenging the separation of human beings and technology,
somewhat like the separation of church and state. There
are huge risks and negative potentials from lack of control
as we seek to control human beings, mindsets, emotions,
consumer purchasing, decisions and the like. Such fear
will impact the range of potentialities born from these
advanced technologies. Perhaps positively? Perhaps nega-
tively? Time will tell.

The context set by science and philosophy is always
changing as well as we can see in the changing view of
the source of illness (arising from imbalance or God?), the
perspective of the earth as flat or round, or the relationship
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between the greater cosmos and divinity.’ Designer Johannes
Jorg writes that today’s cosmos tends to be free of divinity,
has no centre at all, and is almost infinitely larger than
anything that’s even possible to imagine.?® He also says that
our ongoing understanding of ourselves will dramatically
expand the boundaries of our inner cosmos, emphasising
the importance of introspection (beyond the more objective
avenues to knowledge such
as empirical evidence and
logical reasoning) to self-un-
derstanding. He writes, “It
seems to me that Western
culture in the beginning of the
21% century is facing a corre-
sponding cultural situation
regarding the inner cosmos.
Looking inside the human
intellect, one is faced with

The future design process
challenges us to move beyond
our traditional strategic planning
processes, intuition patterns,
and sources of wisdom. It is
designed to “push” (and “invite”)
people and organisations to work

while also evolving at ever-increasing speeds.
Additionally, we need to start with deeper insights
into the actual context of the past, present, and
future to both prepare for our journey and extend
our understanding of the future.

Arising from advanced technologies, increased
complexity in managing and governing
organisations, and
structures, processes,
tools, and instruments
become increasingly
incapable of adequate
application, we are
living in a state of
permanent transition.
Context (along with
contextual changes) is
becoming a driving force
of transformation. This

a similar, stubborn bias of
perspective as we look towards
the stars five centuries ago.”
This evolving view challenges
us to look at the biases we hold

beyond their comfort zone and
reframe intuition patterns—a
valuable capability in times of
permanent change.

will most likely lead to
growing disruption and
transformation in all
key aspects of human
life: society, economy,
business, science,

resulting from our greater
contextual understanding. If change is to happen, it must
start on the inside.

Whether we are talking about the past, the present, or
the future, context matters. Our views of the future have
developed over time, and its possibilities and risks defined
in terms of our current context and perception. Even the
very perception of context we hold is built on the systems,
paradigms, assumptions, and axioms that have been
taken to be true. A system (of thought as well as perceived
reality) built this way can be logical and rational; it can be
partially true or, in the worst case, totally wrong. We only
have to look at the great number of false “truths” about the
Covid-19 pandemic posted on the internet or perpetuated
by “fake news” channels to see this lived out today.

O 0000
SUMMARY OF FRAMEWORK TENETS

The Future Design Methodology rests on several tenets:

* When we are moving into the future, the unknown
is only continuing to grow bigger in scope

technology, education
and politics.®

The future design process challenges us to

move beyond our traditional strategic planning
processes, intuition patterns, and sources of
wisdom. It is designed to “push” (and “invite”)
people and organisations to work beyond their
comfort zone and reframe intuition patterns—a
valuable capability in times of permanent change.

The Future Design Framework supports these
needs by taking a complex and systemic view,
employing visual models so that insights are more
intelligent and communicable, and is developed for
collaborative work.

The end users—and other beneficiaries of

the design process—are the many diverse
communities and societies that span our globe
as well as their individual members who are all
seeking to live lives of meaning while walking
through transformations we can’t fully see or
understand.

Our ideation process must build evolution,
transformation, and movement into its core
and allow for the constant exploration of an
ever-changing context (including both the
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environmental/outer context and the personal/
inner context).

Prototypes must include possibilities yet not
envisioned, provide meaningful and equitable
impact, and integrate with advanced technologies
that are continuing to evolve from today to
tomorrow. Testing must occur at multiple levels—
human, robotic, and Al as well as individual,
relational, community, spatial, and all the
interconnections between the modalities.

The definition of the “problem” needs to be
examined as it will most assuredly be multi-
layered, interdependent, and complex. Should we
even be attempting to address the future? And
what are our goals? To define it? Control it? Learn
from it? Limit it? Or, co-create it?
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» Throughout all the design steps, we will need to access

the greatest aspects of our imagination, intuition, and
intelligence—surpassing the sole application of mind-
based processes. Our quest is to design the future
and to do so in a way that empowers and encourages
us to see our current paradigms and assumptions
that control our current views of the past, present,
and future. This process must allow us to see (and
cocreate) a future that does not yet exist—one that
cannot be built by simply reorganizing past data and
analysis processes. This process must also empower
us to simultaneously engage today’s current reality,
tomorrow’s emerging opportunities, and the future’s
constantly-changing possibilities.

This article is a reduced version of a forth coming chapter that
will be published digitally in a book entitled: The Future of Work
- An Anthology. My Educator (www.myEducator.com)
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LEADERSHIP

SOFT
SKILL

i

AS A PREREQUISITE FOR

ACHIEVEMENT IN THE

CONTEMPORARY WORLD

by Dr Anna Maria Rostomyan

Succeeding in today s world requires a
combination of functional, self-management,
special knowledge, and technology skills. How
relevant is emotional intelligence to this mix?

W e are living in very challenging and un-
certain times, where people have to be
equipped with a strong arsenal of diversified solid
psychological tools and skills to be able to navi-
gate through the current unexpected changes of
the modern world, especially during the pandem-
ic and all of its consequences in our world.

While speaking about skills, nowadays we not
only speak about the vitality of hard skills, such as
digital literacy, knowledge in your domain, and tool
skills learnt through vocational training designed
for tackling job-specific duties but also some “soft”
skills like communication and interpersonal skills,
emotion management and emotional intelligence
skills, which have the utmost power of making you
benefit from your relationships, both at work and in
your private lives.!

Emotional Intelligence (EQ) is believed to have a
number of positive features that have the potential of
changing our lives for the better and equipping you

with some major soft skills to handle life success-
fully alongside handling your very own emotions, as
well as the emotions of others. These EQ soft skills,
in fact, will undoubtedly help you succeed not only
in your personal relationships in your private life but
also both in academia and in the business sphere.

The term “Emotional Intelligence” (EQ/EI) is
very often nowadays used as one of the prerequi-
sites for success.

The term “Emotional Intelligence” has been
defined, by Peter Salovey and John Mayer (1990,
1993),>° as the ability to monitor one's own
emotions, as well as other people's emotions, to
differentiate between different emotions and label
them appropriately, and to use emotional infor-
mation to guide thinking and behaviour, as well as
manage their external outward manifestations in
interpersonal communicative interaction.

This definition was later broken down and
refined into four proposed abilities of emotional

"Emotional intelligence is the ability to monitor
one's own and others' feelings and emotions,
to discriminate among them, and to use this
information to guide one's thinking and action."

Salovey and Mayer, 1990
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intelligence (EI) by the American psycholo-
gist Daniel Goleman in his book “Emotional
Intelligence” (1995): perceiving, using, under-
standing, and managing emotions accordingly.*

Now let us have a closer look at these different
but correlated processes, one by one:

1. PERCEIVING EMOTIONS:

the ability to get emotional messages from the
outward world and to detect emotions in faces,
pictures, voices, and cultural artifacts. This
includes not only perceiving the emotions in
others but also the ability to identify one's very
own emotions. Perceiving emotions represents
a basic and grounding aspect of emotional
intelligence, as it makes all other processing
of emotional information possible. This is the
ability to realise how you feel at this or that very
moment of interaction.

2. USING EMOTIONS:

the ability to deploy emotions to facilitate
various cognitive activities, such as thinking,
feeling, communicating, decision-making, and
problem-solving activities. The emotionally intel-
ligent person can capitalise fully upon his or her
changing moods in order to best fit this or that task
at hand. Besides, one can also use his or her very
own emotions to have an emotional impact on
others through gestures, facial expressions, voice
fluctuations, mimics, eye contact, bodily move-
ments, posture, as well as such emotive words and
phrases as positive and/or negative intensifiers,
etc. that have the power of gaining an emotional
influence on the listeners (Rostomyan, 2022).°

3. UNDERSTANDING EMOTIONS:

the ability to comprehend emotive language and
to understand the emotions in others to be able
to preserve healthy relationships, which also
presupposes emotions and feelings. For example,
in the process of communication, trying to under-
stand the viewpoint of the other person, his or her
intentions, internal motivations, feelings, beliefs,
desires, preferences, etc. (Rostomyan, 2020).° It
also involves understanding the slight variations
between positive and negative emotions, and the

ability to recognise and describe how emotions
evolve in interpersonal interaction. This has
the potential of helping you build stronger
interpersonal relations based on thoughtful
appreciation, solid empathy, and genuine trust.

4. MANAGING EMOTIONS:

the ability to regulate emotions in both us and
in others. Here, the emotionally intelligent
person can tune in with the emotions, even
negative ones, and manage them to achieve the
intended goals in a particular manner. This also
includes managing the expressions of emotions
on the verbal and non-verbal levels for harmo-
nious cooperation and communicative conflict
reduction while undergoing very strong nega-
tive and positive emotions, since they have the
greatest potential of influencing our relationship
(Rostomyan, 2013).” At this stage, you can figure
out different strategies on how to deploy your
emotions to help you achieve a certain goal.

Understanding Using
Emotions Emotions
Managing Perceiving
Emotions Emotions

)

EMOTIONAL INTELLIGENCE

As we can see from the discussion above,
all of these aforementioned EI processes are
tightly intertwined and interlinked; they do not
exist in separation, so in our everyday life while
interacting with one another we are continually
experiencing and practicing them, which are
the groundings of our emotional experiences
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that help us understand ourselves, as well as our surrounding
world much better, which helps us adjust accordingly.

Nowadays, many scientists and practitioners often speak
about the significance of the interrelation of our EQ and IQ,
building up our intelligence through our higher cognitive
processes, as well as of the benefits of the harmonious flow
between therein, as well as the relevance of the concept of
WeQ in collective decision making, which also involves the
participation of emotions (Rostomyan, Rostomyan, and
Ternés 2021).* As the term “Emotional Intelligence” itself
denotes, it includes the notion “intelligence”, which once
again comes to prove that emotions can sometimes also be
of a rational character and that these two continually interact
with one another, providing us with very important pieces of
information (Rostomyan 2013, 2022).57
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As for the different components of Emotional Intelligence,
according to Daniel Goleman (1995), they are as follows:*

SELF-AWARENESS:

Self-awareness is the ability to recognise one’s very own
emotions, emotional triggers, strengths, weaknesses, moti-
vations, values, desires, and goals and to understand how
these affect one’s thoughts and behaviour. Being self-aware
will also help you in understanding others better and acting
accordingly. To raise your emotional self-awareness, it is
recommended to reflect on your behaviour and your feelings
from aside to understand why you are feeling or acting in this
or that way, because when you understand the cause, half of
the problem will be solved. Truly, if you are self-aware, you
can be more at peace with yourself and your surroundings.

SELF-REGULATION:

Self-regulationisthe ability to regulate and manage the internal
and external manifestations of one’s own emotions. Everyone

—including those with a high EQ —sometimes
experience bad moods and negative emotions
like anger, sadness, and stress, but self-man-
agement is the ability to gain cognitive control
over these emotions rather than having them
control you. Self-management involves mental,
psychological, as well as verbal and non-verbal
levels of managing the expressions of emotions
in your interactions. When experiencing very
strong negative emotions, one piece of advice
can be to calm down before responding to that
negative emotional trigger e.g. by counting to
ten before reacting. Yet this does not mean that
you always must inhibit or suppress your nega-
tive emotions. Sometimes you have to let them
flow and build relationships accordingly not
to harm your internal psychological state by
always suppressing them, since they can also be
constructive in establishing and building strong
relationships with your partners, both in busi-
ness and in private.

MOTIVATION:

Motivation is essentially what moves us towards
taking action in this situation or another. When
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we face setbacks and obstacles, checking in
with our motives is what inspires us to keep
pushing forward and not stop. Sometimes
outward impulses may motivate us, e.g. seeing
someone succeed, and sometimes our internal
emotional impulses, e.g. aspiration, inspiration,
will, longing, and desire to succeed, etc. can also
motivate us towards achievement and success.
To keep you motivated, you can remember all
the successes and achievements that you have
had so far or have a role model whom you'd wish
to take after. Motivation is the driving force of
ours towards accomplishments and we should
not get demotivated by failures, since, as they
say, “Failure is a step towards success” both in
our personal and professional lives.

EMPATHY:

Empathy is the ability to connect emotionally
with others and take into consideration their
emotions, feelings, concerns, doubts, aspi-
rations and points of view.

N\
/ N\

Self- -
Regulation Motivation
EMOTIONAL
\ INTELLIGENCE /

Ssc'lti:lilasl Empathy

essential for team harmony. Noticing and responding to
the emotional needs of the people you work with makes up
for a happy and satisfied work culture. To raise your empa-
thetic skills, you can try to feel in the skin of the other when
trying to understand their behaviour and actions. This can
also result in compassion towards others through feeling

and understanding their emotions,

Empathy is the highest form
of emotional intelligence,
where you tune in with the
other’s emotions, “feel your-
self in the other’s shoes” and
build your actions upon those
experiences. Empathy is also

All the aforementioned

EQ skills are, in fact, very
important “soft skills”
vitally crucial in handling
life, as well as promoting
us towards achievement
and eventual success,
closely interrelated to

and intertwined with

one another, ensuring

and giving value to our
peaceful and enjoyable
success in our lives both in
private and professionally.

where you not only understand their
emotions but also take action towards
lending them a helping hand.

SOCIAL SKILLS:

Under the EQ skill component of
social skills, we understand how we
manage our relations in our lives.
Relationship management is all about
interpersonal skills, that is, one’s
ability to build genuine trust, rapport,
connection, and respect with your
peers, relatives, friends, neighbours,
partners, and colleagues. Truly, when
interacting with one another, we have
to be skillful emotions readers to be
able to build long-lasting and harmo-
nious interpersonal relations, which
will strengthen our relationship
management skills. Therefore, while

trying to build a long-lasting trustworthy relationship, it is
highly recommended to pay attention to others’ emotions
and feelings as well. This will resultantly also be a ground-
breaking milestone towards success and achievement both
in personal and professional life (Rostomyan, 2022a).
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Allthe aforementioned EQ skills are, in fact, very
important “soft skills” vitally crucial in handling
life, as well as promoting us towards achieve-
ment and eventual success, closely interrelated
to and intertwined with one another, ensuring
and giving value to our peaceful and enjoyable
success in our lives both in private and profes-
sionally (Rostomyan, 2022a).°

Thence, in case we are aware of these afore-
mentioned processes, we will be more apt
in reading emotions and dealing with them
accordingly.

CONCLUSION

In life, we almost always experience some sort
of emotion or feeling. Moreover, our emotional
state may vary throughout the whole day.
Therefore, we need some soft skills to handle
life efficiently and to succeed in it by achieving
our goals accordingly.

The discussed EQ skills above are the main
pillars in one’s emotional intelligence, which is
sometimes even considered to be much more
important and helpful in achievements than
one’s IQ is in handling stressful life situations.

In today’s digitalised and globalised world,
there is a need for soft skills to be able to deal
with the challenges that the world imposes on
us, especially in terms of artificial intelligence

ABOUT THE AUTHOR

We need some soft skills to handle
life efficiently and to succeed in it by
achieving our goals accordingly.

(AI). Even AI machines are getting equipped
with EQ skills to better cooperate and interact
with humans, making human-machine interac-
tions much more enjoyable.

To sum up, although emotional intelligence
seems to come naturally to some of us, our
brain’s plasticity means we can indeed increase
our emotional intelligence with the discussed
soft skills, through training, with the help of
which we will be able to become more skillful
and proficient communicators, as well as
successful interactants and achievers in life. &3
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PSYCHOLOGY

In the midst of the razzmatazz surrounding AI, we hear a lot about its potential for the
recruitment process. But is it really the silver bullet that recruitment-tech start-ups claim?
Adrian Furnham advises caution.

WHY MANY MODERN

FAIL

by Adrian Furnham
s

I am a Professor of Psychology with a long-
time interest in psychometric testing. I
have published books on the topic (the latest
last year, Twenty Ways to Assess Personnel, Cam-
bridge University Press), and developed a num-
ber of tests sold to test publishers (e.g., High
Potential Trait Indicator).

Over the past three years, a number of
young entrepreneurs (perhaps half a dozen)
have contacted me to help them develop new
tests. They wanted to be part of the new, and
potentially very lucrative, Al-inspired wave of
talent management and person profiling. They
were small business start-ups —some with good
backing, others not.
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They had a lot in common and, as far as I can
tell, they all failed financially, like so many other
testing-tech start-ups. One main issue was that
they competed with the traditional tests on scal-
ability, candidate experience, and time and cost,
but neglected both evidence of validity, surely
the most central feature, and clients’ willingness
to invest in training the algorithms to suit the
business needs.

For well over 50 years, the test-publishing
“model” went something like this. Authors and
academics with ideas and theories devised tests
(usually of personality, motivation, and values).
Think of the famous MBTI, which apparently
is taken by somebody every 10 seconds some-
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rather scrape internal or external big data, mine
interview voice and video, use natural language
processing, etc.

Companies are attracted to using Al resumé-
scraping tools to “search and match” candidates
based on their hard skills, just parsing CVs and
looking at similarities with past candidates or
job vacancies.

where in the world. They then sold
these tests to the few test publishers
that existed. These publishers, who
might or might not be very sophis-
ticated or technologically inclined,
sold the published tests to institu-
tions and consultants, who used
them in various ways, often in the
process of selection. Paper-based
tests started to be replaced by elec-
tronic tests about 20 years ago, but
the model persisted.

It was a “nice little earner” for a
few, and the test-publishing world
was a small, quiet oligopoly, happy

The aim is to give
people a test online, and
the results are fed into
a smart algorithm which
spits out an accurate,
reliable, unbiased, and
valid score which can
easily and very simply
be used in the accept /
reject or rank-ordering
of candidates.

Young entrepreneurs, in particular,
were excited by the potential. There
were three aspects to this. The first
was the still-prevalent belief and
hope that selection could be much
more efficient and “scientific” with
the application of Al So, the aim is
to give people a test online, and the
results are fed into a smart algo-
rithm which spits out an accurate,

to potter on. There were rises and

falls in the enthusiasm for tests but social media
often made them more popular. Big American
publishing firms dominated the world. Many
still exist after 50 to 70 years.

Then the AI revolution sprang into action
with its ready-made solution for this field, as well
as numerous others. AI comes in two formats: a
simple scoring engine to dynamically improve
the algorithm (as opposed to a fixed syntax),
and also the more experimental approaches
that don't rely on self-report assessment, but

reliable, unbiased, and valid score
which can easily and very simply be used in the
accept/reject or rank-ordering of candidates.
The “white heat” of the new digital world!

The second was that one could “cut out the
middle men”. You don’t need test publishers
taking a big cut and controlling access to their
products (e.g., for the “necessary” training).
Consultants can now devise tests and sell them to
other consultants or to clients directly (B2B, B2C).
All sorts of people may want to assess themselves
and their friends—a potentially huge new market.
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The third was that tests could be
done on a mobile device, phone,

or even a smart watch. Indeed, all
have the advantage that they can
also be used to gather behavioural
data, which could supplement
what the testee has to say about
themselves.

Indeed, five years ago, a friend of
mine who started and ran the biggest
test-publishing company in Britain
sagely made the following predictions:

The Brave New World
was just around the corner.

Al-based methods have expanded the market
for “assessment”, and traditional methods
remain a very niche market. Things are still a bit
better for traditional assessments when it comes
to feedback for development, self-awareness,
coaching, and leader
selection, but this could

change very quickl. The basis for employee development

The various groups who approached me, from
four different countries, had many features
in common. All were groups of three or four
young, hungry, and very clever mainly (but
not always) men. They had met in business
school or consultancy businesses. They were
smart, super tech-savvy, hungry, and not risk-
averse. For most, it was not their first venture or
success. Indeed, they knew a lot about venture
capitalists and they shared a very similar goal.
Start-up to billionaire in a few years, because
the total addressable market (“TAM”, in the VC
world) is “huge”.

Some had done their homework more than
others, but all were shocked by the expensive,
lazy, and inefficient world of HR and recruit-
ment - something they had seen themselves
along their professional careers in large
organisations. They found that there were a
surprisingly limited number of tests that had
been around for 30 to 50 years and that people
wanted some new ones, as well as to know
which of the more established tests was the
most accurate.

What they wanted to say (and often did,
without much evidence) was that their new
tests had better psychometrics, particularly
predictive validity, because the research
sample size would be significantly larger,
allowing for some iterations while being used
to change the weighting
of questions, correlate
answers between tests,

Albased - scraping of  yyfll jn the near future be derived from and add data that was

Zoom coaching sessions
could produce a dynamic

profile that feeds into the

coaching session, and

you could replace the 360 with simulations.
Various smart young entrepreneurs

suddenly became aware of a very big oppor-

tunity to create value and to make money. The

testing world seemed absolutely ripe for disrup-

tion and digitalisation. And it seemed so easy.

the data yielded by wearable devices
bright-and-dark-side and not from psychometric tests.

never collected before.
They argued that their
tests reduced or avoided
“older method” arte-
facts or problems like
impression management (i.e., lying) because
of the way the tests were administered, often
over time.

They said that testees like them; there was a
good reaction from them, which meant a better
candidate experience. They tried to persuade
HR buyers that sexy new tests were good PR for
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the tester, being up to date and fairer, in a society
where discrimination bias had become more
widely acknowledged and challenged. And,
of course, they argued that there were many

process of selection and none had any real idea
of how the market for HR solutions functions.
They became obsessed by their PR and what
their super-designers could do, but they “forgot”

savings in terms of time, effort,
and cost. What more could the
HR world ask for?

They were certainly all clear
about the “schtick”. You hear
(without any evidence) claims like
“next-generation technology”,

The concept of on-boarding a
new technology in businesses
that have developed over
decades to achieve a
structured recruiting process

to find out what “their
clients” wanted.

Third, and most impor-
tant, in their rush to get
sexy-looking feedback,
they forgot the hardest bit:
collecting real evidence

“twenty-first-century generation”,

AN 13

“digs deeper”, “powered by neuro-

P N9

diverse choices”, “authentic” and,
not to be left out, “disruptive”.

today is not easy to accept,
science”, “state-of-the-art”, “has When the risk of breaking
less adverse effect”, “leads to more what they have is so high

- regardless of how many

that the test works, namely
by predicting behaviour.
Asserting validity is not
enough. Collecting anec-
dotes from old professors
and happy clients is not

They all came to me for the enefits it might possibly have. enough. Clients want proof-

same reason: they had come

across my name because of

academic papers, popular articles, confer-
ence talks, and workshops that I had run. They
wanted to know if I could develop tests for them
or advise on how existing ones could be applied
in business for the specific purpose of selecting
the people who “fit” the organisation, in terms
of both predispositions and preferences.

They all failed as far as I know, one spending $2
million of their investor’s money without gener-
ating sufficient traction to continue their journey.
And they did so for all the classic reasons.

First, they were not that clear about the true
cost of getting their potential clients to start
using a solution. The concept of on-boarding a
new technology in businesses that have devel-
oped over decades to achieve a structured
recruiting process today is not easy to accept,
when the risk of breaking what they have is so
high - regardless of how many benefits it might
possibly bring.

Second, most seemed to know very little
about the multiplicity of decision makers in the

ﬁ

as-you-go as much as hype.
The candidates deserve it,

and the courts may demand it.
When I told them about validity and how
you achieve it, some seemed surprised. I
explained that of the two tests I have sold to a

~
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customer, it was easy enough
to devise the tests, but it took
three to five years to collect
enough “real-world” data to
get the evidence to make the
claims that clients wanted, and

Asserting validity is not
enough. Collecting anecdotes
from old professors and
happy clients is not enough.
Clients want proof-as-
you-go as much as hype. The
candidates deserve it, and
the courts may demand it.

the reason for not using the
tests was only the channel to
reaching the testees and they
often failed at the same point.
In the development of their
businesses, they did not use

needed, to hear. It’s called “the

criterion problem” and itinvolves looking at the
relationship between test scores and actual job
performance over time. As much as the valida-
tion process of such relationships can be done
across all potential clients of such a start-up,
for the client the validity for their employees is
all that matters.

All were blinded by their own propaganda
- how the AI revolution has, could, and will
change testing. They all thought that testing
was a sleepy backwater where “swashbuck-
ling” disruptive experts could bring some sexy
science and “make a killing”.

So, the lesson is not “Don’t try to disrupt
or don't try to innovate.” The real problem
is that entrepreneurs often don't try to learn
from others’ experiences. They thought that

the so-called AI that would
have learnt over time from the many other
entrepreneurs who faced the same challenges
and failed. &1

| would like to thank a number of
entrepreneurial friends for their insights,
comments, and critique: Simmy Grover,
Robert McHenry, and Alexandre Gruca.
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\0‘% Most businesses were taken
comPletely off-guard when the COVID
cnsns hit. The absence of historical
data onsuch an event meant that the
epldemic ;’epresented uncharted

~ waters foiqus_gryone But what if we
. 3 look for s1mllari‘ues in a similar event




I he European economy declined by 6.1 per
cent in 2020' and, while recovery is on the
way, many economists and institutions do not ex-
pect a full recovery before the end of 2023, and
that is without taking into consideration the pos-
sibility of the appearance of virus variants.>*%>%78
Machiavelli, however, recommended never to
waste the opportunities created by a good crisis'.
But where can we find opportunities amid
the present (COVID) and any future crisis? The
answer requires us to address three questions.

First: since the only new is the past that

one ignores (H. Truman), were there

resilient businesses during the last
major (subprime) crisis?>%!

Second: if so, can one find general
explanations for those booming activi-
ties unrelated and thus independent of the
specific cause of a given crisis (be it massive
loan defaults or a pandemic)?

Third: and finally, does the existent data
for the 2020 COVID year confirm the same
opportunities of the subprime crisis
period (the years 2008 to 2014)?

If so, that would be another example showing
that (as Peter Drucker, founder of modern
management, said) behind any risk there is an
opportunity - activities which grow, not just in
spite of, but even because of recessions.

TYPES OF RESILIENT BUSINESSES

During the subprime crisis (the years 2008-2014)
there were indeed two types of resilient busi-
nesses. Some kept on growing, while others
even accelerated their growth compared to the
pre-crisis period (the years 2000 to 2007").

And that applies to industries whether they
were consumer goods, industrial products or
services (and there are 88 industries in the econo-
my'"), or to segments, thatis industry subdivisions
(and they total 615 in the economy™.
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Indeed, during the subprime crisis (2008 to
2014), some industries kept on growing, while
others even accelerated their growth.

An example of the former is Eurostat
industry 32, which grew yearly by 1.8 per cent
and covers 1) the manufacture of sports goods
(for outdoor and indoor), 2) imitation jewel-
lery (rings, bracelets, and necklaces), 3) games
and toys (including electronic games); and 4)

musical instruments (string or keyboards).

And an example of an industry which acceler-
ated its growth is publishing activities (code 58),
which changed from zero growth in the pre-crisis

m Main resilient industries across the economy (subprime crisis: 2008-2014)

years (2000-2007) to +1.2 per cent during the
subprime (2008-2014): books, magazines, and
newspapers, as well as other publishing activi-
ties, such as photos, engravings, greetings cards,
posters, and computer games.

Figure 1 indicates the sectors where most of
the resilient industries can be found, because
they grew and / or intensified their growth.

When an industry has only one type of resil-
ience, it is underneath a single column. When it
has both it is in the middle of the two columns.
And within brackets are some examples of the
products contained within each industry.

As per figure 1, some industries grew, but
did not accelerate, e.g., forage plants (maize,

Note: Brackets contain product
examples, not the complete list.
Source: Eurostat database.

Sector

Food in general

First: high growth crisis

Olive oil

Industrial crops (soya, hops, sunflower, fibre plants)
1
Cereals (wheat, rice)
1
Potatoes (and seeds)

1
Animal products (milk, eggs)
1

Resilience type

(including
agriculture and : 5 .
related) Fruits (pears, peaches, tropical fruits)
Forage plants (maize, root crops)
Food products (poultry, fish)
Food and beverage services (restaurants, catering)
Veterinary services
Consu- Pharmaceuticals
mers
Information services (web portals, news agencies activities)
Basic
needs Logis- Transport equipment (railway locomotives, ships)
Firms tics Warehousing (cargo handling)
Computer activities (programming and consultancy)

Outsourcing

Subcontracting in mining (an investment-intensive industry)

Leisure

Publishing (books, magazines, computer games)

Manufacturing of sport goods, toys, games, musical,
instruments, imitation jewellery

Motion pictures, videos, music

Pleasure

Leather (handbags, shoes)

Wearing apparel (leather clothes, outwear,
fur articles)
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root crops, etc.): 1.2 per cent growth during the
subprime and 1.4 per cent before.

Others accelerated, but did not grow, such as
leather products (handbags, footwear): from -6.2
per cent before to -3.1 per cent during the subprime.

And still other industries both grew and accel-
erated, such as olive oil: from zero to nearly 7 per
cent growth; or fruit, from 1 per centto 1.6 per cent.

In general, resilient

both consumers and companies; e.g., information
services (web portals, news agencies), with almost
6 per cent growth in spite of a -2.3 per cent slow-
down relative to the pre-crisis period.

Then, in times of uncertainty, firms opt for
outsourcing as a source of flexibility instead of
performing tasks internally, especially in invest-
ment-intense industries such as mining. Hence

the acceleration from -0.2 per

industries can be found first | general, resilient industries cent to +2.8 per cent.

of all in “Food in general”
(including agriculture and

can be found first of all in “Food

More leisure time explains
why publishing (from books

related activities); 1) they in ge“eral” (inculding agriCUIture to computer games) acceler-

are a basic need, 2) in crisis  and related activities)

people have more free time,
and 3) they are a source of comfort.

Then there are other essential needs which
cannot be postponed, either for consumers, such
as pharmaceuticals (3.2 per cent growth during the
subprime, representing a -1.5 per cent slowdown
relative to the pre-crisis period), or for companies:
everything related to logistics (transport equip-
ment with 0.3 per cent growth, and warehousing
with 0.2 per cent growth) and computer program-
ming and consultancy (1.2 per cent growth).
Further, there are still fundamental needs for

ated from zero to 1.2 per cent

growth. And the need for

pleasure is the reason that goods such as hand-

bags or shoes, in leather as well as imitations, and

wearing apparel (from fur skins to, again, leather),

is translated into superior performance with accel-

eration of 3.1 per cent and 2.4 per cent, respectively.

In short: 1) essentials, for consumers;firms,

or both (information); 2) flexibility; 3) free time;

4) comfort; and 5) pleasure. Those are the domi-
nant reasons for resilient industries.

But, while figure 1 indicates resilience in

terms of industries (in growth and acceleration),
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there is still another type of resilience, namely
within each industry, in terms of its subdivi-
sions and segments, and regardless of whether
or not the industry itself is in general resilient.
That is, independently of how the industry
performed overall during subprime, one can
find within its industries segments which
excelled, in consumer goods, industrial prod-
ucts, or services.

Food products exemplify segments within an
industry which was resilient and is a consumer good.

Chemicals and equipment repairs as indus-
trial products and services illustrate segments
within industries which on average were
non-resilient.

RESILIENT SEGMENTS:
EXCELLENCE WITHIN INDUSTRIES

The food products industry (meat, fish, bread,
fruit) grew on average during the subprime crisis
0£2008-2014 at 0.4 per centannually (1.7 per centin
the pre-crisis years of 2000-2007), but the industry
average value hides considerable variance.

Poultry meat, together with soups, sand-
wiches, and uncooked pizzas, all increased by
1.1 per cent during the subprime years, and fruit
and vegetables by 0.8 per cent.

But prepared meals and dishes, as well as all
types of juice (of fruit and vegetables) and ice
creams decreased by -1.4 per cent, -2.9 per cent
and -5 per cent, respectively (ice cream before

| *"‘nm's_.ﬁ \
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Q[N Beverages industry

Year rate Pre-crisis ’

Crisis period ‘

the crisis was increasing at 3 per cent). period =
's Increasing at 3 p )‘ ‘ of growth (2000 - 2007) (2008 - 2014)

Summarising, it can be said that within food Sl
products, four main patterns emerged during Industry average +1.5% 1%
the subprime.

: It ”,
. Thre.:e categories were “abandoned”: conven- Vermouths +2.9% +13.4%
ience items (prepared meals and dishes),
expensive pleasure products (seafood, smoked Soft drinks and bottled +0.8% +0.4%
. o . 0

fish), and specialities (patés and salami). Within water

h h i ht:
each category, cheaper Sl:letltuteS were soug t Spirits (whisky, etc.) +2.4% 0.0%
processed vegetables instead of dietetics;
poultry instead of beef and lamb; and so on. .

. . . Wine from grape +1% -1%

Essentials, such as grain mill products (wheat
and rice) held their ground, growing at a rate
of 0.8 per cent, as well as dairy products (milk, Source: Eurostat database
cheese) at 0.7 per cent.

And low pleasure- One can always find In short, one can always find

inducing products acceler- exceptional segments with an exceptional segments with an

ated their growth: macaroni,
noodles, couscous, etc. from

industry, regardless of whether

industry, regardless of whether
it is a consumer product, an

0.1 per cent (pre-crisis) to 0.4 it iS @ consumer product, an industrial good, or a service,
per cent (during the crisis). industrial gOOd, ora service, and independently of whether

Chemicals is an example
of a non- resilient industry

and independently of whether

the industry as a whole was, on
average, resilient or non-resil-

(it declined overall at 0.7 the industry as a whole ient during the subprime years
per cent per year during was, on average, resilient (2008-2014).

the subprime), with some
segments such as glues (plus

So the question is: how can a

or non-resilient during the firm use this information?

adhesives) and explosives subprime years (2008-2014).

(mostly used in construction
and mining) diving by -4 per cent and -6.2 per
cent, respectively.

However, within chemicals, the food-re-
lated segment of agrochemicals increased by
3.8 per cent, extracts and aromatic products
for perfumes and food grew by 2.6 per cent
and perfumes and toilet preparations (make-up
preparations, shampoos, toilet water, cosmetic
soaps) grew by 1.6 per cent.

Equipment repairs and installation is an
example of a non-resilient service, as its average
declined from the pre-crisis to the crisis from
+3.1 per cent to -0.4 per cent. But there is a single
exception in a segment whose growth acceler-
ated (from 0.8 per cent pre-crisis to 4.5 per cent
during the crisis), namely repairs which could
not be postponed at all: metal tanks, pipelines,
steam generators, and central heating boilers.

HOW TO FIND RESILIENT
BUSINESSES AND WHAT TO DO
WITH THEM

Figure 2 presents a very simple description of
the beverages industry, with four segments:
1) vermouths, 2) soft drinks and bottled water, 3)
spirits such as whisky, and 4) wine from grapes,
all with data taken from the Eurostat database.

The industry has other segments such as
beer, cider, fruit wines, etc., but to simplify let’s
focus on the four above.

As can be seen, vermouths is by far the
most resilient segment: its growth rate acceler-
ated from +2.9 per cent (pre-crisis) to +13.4 per
cent (crisis), although the industry declined on
average from +1.5 per cent to -1 per cent.
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And so a firm working in the beverages
industry has four basic options: 1) concentra-
tion; 2) entry; 3) becoming a supplier; or 4)
holding its ground.

If the company is operating in several
segments such as vermouths, spirits, and soft
drinks and bottled water, the sensible decision
is to concentrate on the first option, as it not
only benefits from the highest growth (+13.4 per
cent) but also exhibits the greatest acceleration
(+10.5 per cent). Thus the company’s strategy
should be focus.

However, if the organisation is specialised
in spirits, whose rate of growth during the
crisis is -0.2 per cent (a 2.6 per cent decline
from pre-crisis), it may consider the option of
entering the vermouth segment, since of all
the products, it is the most similar (and thus
synergetic) segment to spirits
(whisky, etc.).

Still, a wine producer
can become a supplier to the

The problem with crises is

and bottled water supplier would be to hold
its ground and maintain its operations in that
segment.

There are two reasons for this. First, the
segment grew during the crisis, although less
than pre-crisis (a slowdown from +0.8 per
cent to +0.4 per cent). And second, except
eventually in marketing (some distribution
channels, for example), there might not be
important synergies with the other industry
segments, and certainly not in operations and
manufacturing.

All these four options - focus, entry, become a
supplier or hold its ground - correspond to moves
within the boundaries of a company’s industry,
since here synergy is greatest in marketing
(channels of distribution, image, sales force, etc.)
and / or technological (manufacturing).

However what if, exception-
ally, no resilient segment exists
within a firm’s industry, or the
company lacks synergy to move

vermouth segment and thus not the lack of Opportlll‘lities, into it?
minimise the 2 per cent decel- |ut fai[ing first to recognise Then the option is to analyse

eration effect while benefiting
from supplying a segment

that they exist — and
(vermouth) growing at +13.4 then the absence of a

figure 1 before, search there for
the most similar and thus syner-
getic industry or industries and

per cent. methodology to find them. perform in it the same analysis

Finally, a soft drinks and
bottled water manufacturer
will not have great synergy with vermouths, so
it would be difficult to move into that segment,
but neither would there be a great need.
The best strategy for a specialised soft drinks

done here regarding figure 2.

A final point is that data
regarding the years of the subprime period
(2008-2014) should always be confirmed with
that of the COVID year, 2020, just as was done
for all the statistics in this article.
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CONCLUSION: CHRONOS AND
KAIROS, THE GODS OF TIME

Ancient Greeks revered two gods of time.

Chronos was the god of the everlasting, of
repetition, of the chronological sequence of
seasons and years, measured quantitatively.

And Kairds was the god of opportune timing,
of the specific moment where something special
happens, so this is measured qualitatively, not
quantitatively.

Thus the latter is the god of the ability to
adapt to and take advantage of changing, contin-
gent circumstances, of that special instant when
an opening appears which, if driven through,
leads to success.

But time is indeed composed of both gods.
There are the regular, “normal” times, with
incremental changes and evolution, which corre-
sponds to the growth periods in the economy.

And then there are crises, recessions, when,
rather than alterations, great disruptions occur.
Some activities keep on growing; others accel-
erate their growth. And consequently, the whole
structure of the economy changes, with great
opportunities appearing.

Tropical fruit? Reversed their yearly growth
rate, from -1.2 per cent in the pre-crisis period
(2000-2007) to +1.2 per cent during the subprime
years (2008-2014), in contrast to dessert grapes,
which went downhill by -3.1 per cent (from basi-
cally stable in pre-crisis to -3.1 per cent during
the crisis).

Sports goods? These improved their perfor-
mance by nearly 5 percentage points, while
kitchen furniture dived by -7.3 per cent (from 2
per cent growth pre-crisis to -5.3 per cent during
the crisis). And so on.

Thus, the problem with crises is not the lack
of opportunities, but failing first to recognise
that they exist - and then the absence of a meth-
odology to find them.

In either case, blame should not be directed
outwards, but inwards, since in the struggle
for survival, not to be competitive is almost to
be guilty™. &
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CLIMATE STRATEGY

As companies face rising pressures from
consumers, investors, and sustainability
reporting regulations, it is essential that
the entire C-Suite assumes responsibility
for climate action. Whether it’s the Chief
Communication Officer ensuring that
decarbonisation plans are communicated
transparently, or the Chief Procurement
Officer taking action on the carbon
footprint of the supply chain, the leader
of each business function plays a crucial
role in helping a company meet its
climate objectives.

CLIMATE
ACTION
IS IN THE
HANDS
OF THE
C-SUITE

by Renaud Bettin

A C-suite fully engaged in green initiatives sends a strong
message to stakeholders that a company is taking cli-

mate action seriously.

Gone are the days of Chief Sustainability Officers (CSO) as
the sole guardians of a company’s climate strategy. As COP28
approaches, businesses that maintain this outdated mindset will
struggle to implement an actionable and robust climate strategy.
Instead, a company’s full leadership team must take the initiative
and claim individual ownership of driving climate action within
their specific business functions.

Mobilising the collective intelligence and power of the entire
C-Suite gives companies a much better chance of overcoming
the enormous challenge of achieving net zero targets. A C-suite
fully engaged in green initiatives sends a strong message to stake-
holders that a company is taking climate action seriously, helping
to galvanise the whole company in achieving climate objectives.
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CEOS AND CSOS: SPEARHEADING
CLIMATE STRATEGY

For any company, change can have the most impact when
it is supported by leadership teams. CEOs have the power
to establish direction when it comes to taking action on
climate change. Exemplifying a strong commitment to
reducing emissions and prioritising sustainable business
strategies will filter down across the whole organisation,
inspiring employees to follow suit. This collaborative
ethos between employees and leadership promotes green
initiatives and impactful climate action.

CEOs are also responsible for making sure that the
company'’s climate strategy complements overall
business strategy. This is key to minimise pushback

from stakeholders, reduce potential distractions for
the CEO and their leadership team and nurture a trust-
worthy brand to internal and external stakeholders.

CEOs are also responsible for making sure that the
company’s climate strategy complements its overall
business strategy. This is key to minimising pushback
from stakeholders, reducing potential distractions for
the CEO and their leadership team, and nurturing a
trustworthy brand to internal and external stakeholders.

This is where Chief Sustainability Officers have a
vital role in helping to build a climate strategy - tracking
industry developments and adapting Environmental,
Social, and Governance (ESG) strategy accordingly. They
work on identifying areas for environmental improve-
ments throughout the business, measuring carbon
emissions and other metrics, and communicating with
stakeholders about company priorities.

By collaborating with the CEO, the
CSO’s role can more effectively
implement impactful climate —
strategies and educate the
entire business about
the important role
each employee plays
in terms of their
environmental

footprint. (—\/ ,\6;

—

CFOS AND CIOS: GETTING A GRIP ON
CLIMATE DATA

Chief Financial Officers (CFOs) are becoming increas-
ingly instrumental in helping companies stay ahead of
major global climate regulations. In the same way they
manage financial data, CFOs have the requisite skills
and knowledge to lead on extra financial reporting.

Thisincludesthe Corporate Sustainability Reporting
Directive (CSRD) in the EU, the Taskforce on Climate-
related Financial Disclosures (TCFD) framework in the
UK and the Securities and Exchange Commission’s
(SEC) proposed rules
on climate disclosures
in the US. Tracking and
auditing climate data is
vital to avoid reputational
damage and non-compli-
ance penalty charges.

CFOs are also key
decision makers when
it comes to investing in
decarbonisation  strate-
gies and allocating the
necessary resources to do so effectively. They, there-
fore, have an important role in building a strategy
to pursue long-term economic and environmental
benefits of investing in low-carbon initiatives while
alleviating potential short-term costs.

Whilst the Chief Information Officer (CIO) and IT
team might not be the first port of call when thinking
aboutemission reductions, they play a key role inimple-
menting a company’s climate strategy. Well-managed
data systems, in particular those that track carbon
emissions, are an essential ingredient of successful
decarbonisation. For example, strong visibility over
carbon emission data can help companies identify

emission hotspots and prioritise

areas to take action. CIOs
can also use this data

to accurately forecast
reduction scenarios,

/
in some cases

reducing emissions
by 15, to 20%.1

The unique -collab-

d | oration of CFOs

and CIOs to
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measure and report on extra-financial data, such as
carbon emissions, brings with it meaningful insights
which can source new opportunities for both financial
gains and impactful climate action.

CPOS AND CCOS: EXECUTING A
CREDIBLE DECARBONISATION PLAN

To this day, companies have made more noise
abouttheir net-zero pledges than climate action,

operations or allocating the necessary budget to imple-
ment decarbonisation.

The rising pressure of new sustainability regulations
and increased public scrutiny means that businesses
will have to transform their business models in order to
survive in the long term. This green transformation must
start from within and requires strong leadership and
joint responsibility across the C-Suite. &3

leaving them open to accusations of green-
washing and scrutiny from their stakeholders.
Reducing a company’s emissions means
acting on the emissions across the compa-
ny’s supply chain. This is where the Chief
Procurement Officer (CPO) carries a high

Reducing a company’s emissions means
acting on the emissions across the
company'’s supply chain. This is where

the Chief Procurement Officer (CPOs)
carries a high level of responsibility for

level of responsibility for a company’s carbon
footprint. By carefully considering emissions
criteria when choosing new suppliers, CPOs
can help companies work with their existing suppliers
to pursue carbon reduction initiatives, such as
improving energy efficiency or designing eco-friendly
products.

Avoiding greenwashing claims is particularly
important now that investors and consumers are
becoming increasingly sustainably conscious, in
particular surrounding new regulations such as the
EU Green Claims Directive, which proposes that busi-
nesses must substantiate environmental labels and
claims. The Chief Communication Officer (CCO) has
the key role of making sure that companies are trans-
parently communicating their progress and building
trust with well-informed customers. They are there-
fore also instrumental in shaping a company’s climate
strategy, helping to communicate climate action accu-
rately and avoid accusations of greenwashing.

It is clear that utilising climate data is needed
across all major business functions, whether this is
minimising the environmental footprint of supply chain

a company’s carbon footprint.

REFERENCE

1. Why Data is Key to Enabling Emissions Reductions. July 28, 2021.
CIO. https://www.cio.com/article/189038/why-data-is-key-to-
enabling-emissions-reductions.html.
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4

Although governments
around the world have
made commitments to
achieving net zero, it is
clear that more is needed
if these ambitions are to
be realised. Laurits Bach
Serensen of Nordic Alpha
Partners argues that
universities have a vital
role to play in developing
the required talent.

THE NET-ZERO BATTLE '
AN ARMY OF ECONOMIC
SUSTAINABILITY WARRIORS

by Laurits Bach Sgrensen

I his article is a follow-up on “Economic
Sustainability in a Time of Impact and
Regulation”. In the previous article, I argued that

there were three overall principles within the
economic sustainability logic:

The world is not rich enough to rely only on
government and regulation to lead the world to
net zero.

Heavy regulatory measures can create
ineffective solutions and an artificial market
environment.

The most efficient way to net zero is
Identifying and scaling the technologies and
companies that will drive the green transforma-
tion, not because it is green or subsidised, but
because it is better, cheaper, simpler to adopt
and more available (BCSA).

5

Having created the foundation for the battle-
ground and presented the mission towards net
zero in my previous article, I will now redirect
the focus and showcase how visionary economic
sustainability experts or warriors, equipped
with the right competencies and toolbox, are
able to drive and harness the power of free
market hyper-growth and rapid technology
transformation.

By now, it is well documented that the world
will not reach net zero through government
regulation or green impact funding alone®.

Neither will we become CO,-neutral by
going paperless, by not eating meat, or by
committing capital to various early-stage ESG
funds. The impact is simply not high enough,
relative to the capital deployed.
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. We can also factor in that, over the next three

" decades, we will welcome three billion people
to the middle-class income bracket, people who
will request middle-class goods such as ribeyes,
iPhones, and Teslas and, as a result emit, between
600 per cent and 2,400 per cent more CO, than the
lower-income bracket?.

I have spent the last 10 years working as both an
entrepreneur in green technology businesses and
as a fund manager, spotting and hyper-scaling the
transformative solutions that are accelerating the
green transformation based on the principals
of economic sustainability

developing and crystallising a methodical
approach and a set of models that could work
on a large scale which will all soon be available
in a book titled “Changing The Math”.

My proposition is that the same methods
can now enable others to spot early, and rapidly
develop, the technologies and solutions that
can lead hyper-growth. In a transformative
market, following this approach ensures that
one makes investment and strategic decisions
based on the principles of economic sustaina-

bility that hence have impact while being

financially viable and independent

Along the way, I learned that The main from subsidies.
the world is in no way lacking the . The toolbox is today the core
innovations needed to deliver net factor is that the DNA of private equity firm
zero. Neither does the world lack green transformation Nordic Alpha Partners’ value

seed or early-stage investment
capital. The problem is a lack

is based on hardware

creation model and invest-
ment approach. It is also why

of competences able to manage and hard technology, we are one of the very few
the complexity and intense o . o SFDR Article 9 growth funds
) o opexy ; which requires factories, rHcte S grominet

capital requirements in the in Europe.

difficult scaling phase for trans- complex supply Via our approach, we will
formative greentech companies, chains high levels of have reduced global CO,e emis-
resulting in a greentech Valley of ? . . sions by 1 million tons through
Death that unfortunately kills great Workl“g capltal- our investments in 20232,

greentech companies on their journey
to becoming real global successful compa-
nies making a real impact.

The main factor is that the green transforma-
tion is based on hardware and hard technology,
which requires factories, complex supply chains,
and high levels of working capital. This is very
unlike what most unicorns and transformative
companies have needed or relied on over the last
decades, and so it has left many executives and
boardrooms without a proper understanding of
the new dynamics.

Rapidly scaling hard tech vs software is a
completely different and substantially more complex
process. It takes longer and is a far more expensive
mission, requiring a different toolbox from conven-
tional growth, along with much more advanced
skills and capabilities at a much earlier stage on the
growth journey , compared to software for example.

The complexity of this toolbox is essentially
why, over the last 30 years, I have worked on

We have also successfully managed
to gear our own direct investment capital
with a factor of $3 per $1 invested*.

In Denmark alone, we accounted for
one-third of all publicly raised capital in the
last two years, illustrating how much appetite
there is for our management strategies and for
economic sustainability®.

However, before one can create the
volumes of traction needed for the tech solu-
tions to compete and become a viable option
compared to regulatory and policy-based
approaches, one needs a critical component—
and that is talent.

I don’t just mean experienced business
leaders, I mean “economic sustainability
warriors” with a dedication and mentality
towards leading market-driven transforma-
tions equipped with the weapons of logic from
Nordic Alpha Partners’ effective and method-
ical value-creation arsenal.
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THE POWERFUL MATHEMATICS
OF AN ES WARRIOR

The general language and logic of both corporate
thinking and the youth today is, unfortunately,
mostly based on offsetting or reducing individual
CO,e footprints, meaning that the solutions
look inward rather than outward.

It is great that CO, is on the

and, luckily, also unnecessary, if you look
at the maths behind the ES-warrior logic.
Let’'s exemplify the powerful logic based
on the maths of the five investments that
I personally have made in the last four
years: Re-Match, DyeMansion, Wiferion,
AquaGreen, and Spirii.
These five assets are all highly

conscience, but the problem is that My point is not transformative technology compa-
itis far from sufficient. Remember that we should nies, all of them today positioned
the three billion middle-class . . as the global leaders within
people that I mentioned earlier? StOP COHSIderlhg our their space and on track to

Even if every Danish teen- footprint, but that the either eradicate  polluting

ager decided to go vegan, it
would not move the needle
on Denmark’s overshoot® day
(the day Denmark uses up its
resources), which is the end of
March, putting Denmark in the
top five countries on the planet
in terms of resources spent.

The data from the overshoot -
day proclaims that if European and "
Nordic teens want to try and save the :
world via behaviour, they only need to adopt
the lifestyles of Jamaica, whose overshoot day is 20
December, making it the most sustainable country
in the world in terms of living within their means
and the resources that their country provides.

For all countries to adopt the consump-
tion levels of Jamaica is obviously unrealistic

massive effort and focus we
are dedicating to this type
of relatively ineffective
reduction has only little
effect on the world’s
actually reaching

alternatives or to technolog-
ically accelerate large-scale
transformations  within
electrification,  e-mobility,
sustainable manufacturing,
and recycling.
They are performing this
well, not because they are simply
green or sustainable, but because
" their solutions are “BCSA”, i.e., better,
: cheaper, simpler to adopt, and available
to support large-scale adoption.

Re-Match: Global technology and market
leader within recycling of artificial sports turf,
an industry that generates more than 15 million
tons of waste annually.

DyeMansion: Global leader within 3D print
processing, enabling large-scale industrialisation
of 3D print, and the sustainability transformation
of the $330bn plastic moulding industry.

Wiferion: (Recently acquired by Tesla) Global
leader within industrial wireless charging of
robots and forklifts, enabling the fast-paced adop-
tion of industrial electrification and, eventually,
EV charging which was recently acquired by Tesla.

Spirii: Spearheading the global e-mobility
transformation by offering a new standard of
highly flexible end-to-end charge infrastructure
platform. Spirii has just been named world’s
best greentech startup.

AquaGreen: Technologically pioneering wet
biomass circulation (sludge / manure), enabling
scarce phosphorus recovery, reduction of CO,
emissions and energy production.
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Tons of COe

My experience also tells me that it only takes
around five dedicated ES warriors to scale a
business from proven technology to true global
leader, meaning that these five companies are
home to a small army of around 25 ES warriors.

These 25 individuals are leading the battle for
Nordic Alpha Partners, growing the companies
consistently with a combined CAGR of +100 per
cent annually and accumulated CO,e abatement
reaching above 1 million tons in 2025.

m Tons CO, saved by 2025’

400,000

379,462

300,000 . I
200,000

331,084

I 293,485

100,000 I I
0

Re-Match DyeMansion Spirii AquaGreen
Portfolio Company

To put this into perspective, the total CO,e
footprint of a Danish person is 5 tons per year®,
and the average individual impact of an ES
warrior within these five companies is 13,676
tons of CO,e abatement, meaning that NAP’s
25 executives are offsetting the footprint of
68,380 Danish people in 2023. The abatement
effect of each NAP warrior within the above
companies will abate 42,000 tons annually by
2025, meaning that it will offset the footprint of
207,500 Danes by 2025.

https://www.facebook.com/ReMatchDK/photos

My point is not that we should stop consid-
ering our footprint, but that the massive effort
and focus we are dedicating to this type of rela-
tively ineffective reduction has only little effect
on the world’s actually reaching net zero.

Looking at Denmark as a whole, its 5.8
million citizens emit 30 million tons of CO,
annually. Using the figures from above and
projecting it forward, it should only require 700
ES warriors by 2025 to offset the entire footprint
of the country.

WORKING WITH THE
UNIVERSITIES TO ESTABLISH AN
ARMY OF ES WARRIORS

In Denmark, roughly 40.000 students are
admitted to a business academy degree or
professional bachelor degree programme
per year®, with the largest capacity being the
Copenhagen Business School.
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Institutions like this are the most important However, the skill set to manage and harness
p g
nesting and talent development platform for the power of greentech hyper-growth scaling
future ES warriors. and transformation stands in great contrast to
Looking atthe average impact maths the conventional and corporate business
of the five NAP investments that I theory that is being taught at Danish
run, the solution to offsetting business institutions.
Denmark is actually not that This is why Nordic Alpha
difficult, as we only need . Partners has initiated and
to edu(’:ate and co};lvert We at Nordic Alpha set up a cooperation with
700, or 2 per cent, of Partners fundamentally Copenhagen Business School,
ingl f th . CBS Climate Club, and al
fl)(r)1 f)O?)ln%lng ea;ugines: believe that our advanced the Telcr}rllr?isal IlJln;v:‘lsit; ?)(;
4 L]
students in Denmark methods of scallng should not Denmark, to ensure that
:;)1 enlist anc.l engigfe in Only be the source of NAP’s theﬂ'-clhzorlles? mo?}elrlst, and
e economic sustaina- N methodologies at we
bility battle. success and the benefit of NAP have developed and crys-
Even if we only investors, but that the sharp C;callized over the ;ast thrﬁe
generate 100 new ES . ecades are rooted into the
warriors annually from _.Weapons and tactics should next generation of leaders
CBS or Aarhus School of benefit everyone. and entrepreneurs coming out

A y of these institutions.

Why? Because we at Nordic
that will deliver the impact that Alpha  Partners fundamentally
will comfortably offset Denmark and believe that our advanced methods

lead to net zero. of scaling should not only be the source of

Business, it will only take
seven years to build the “army”
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NAP’s success and the benefit of NAP investors,
but that the sharp weapons and tactics should
benefit everyone.

DANISH ES WARRIORS MIGHT
BE A LARGER EXPORT
RESOURCE FOR DENMARK
THAN TECHNOLOGY

While Denmark has played a pioneering and
visionary role in green transition globally, and
despite DTU being one of the leading tech-
nology institutions, forefronting Denmark’s
export of patented green solutions, Denmark
has not been able to replicate the success of the
wind turbine.

Of course the Danish universities, the strong
early-investor environment, and Nordic Alpha
Partners will continue to create many new
greentech exports, but overall I believe that
Denmark could be exporting something that
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is far more valuable and hundreds of times more impactful
than the next Vestas — and that is the export of ES warriors.

Denmark is the perfect training ground for such a global
army. It has the tradition, the capital, the leading incumbents,
and fantastic technology and education institutions and a
great early-investment environment.

I believe every country can exceed the impact currently
generated through technology if that country starts to see
itself as a nesting place that creates the leaders of tomorrow
based on the ES warrior mindset and toolbox.

It does not necessarily have to focus on leading the country
to net zero, but instead focus on furthering the green transi-
tion across the world via a new export of intellectual capital.

Nordic Alpha Partners is looking forward to supporting
the Danish universities with the talent development
programmes discussed, enabling talents from all over the
world to deliver real impact and create global change. I am
also looking forward to soon release a book titled “Changing
The Math” focused on how to create, de-risk and manage
the complex dynamics of technology transformations,
effectively creating a new language and toolbox around
hardtech hypergrowth. &3
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experience spearheading venture businesses, value creation, exits, and IPOs. He holds an MSc
in Management of Innovation & Business Development from Copenhagen Business School.
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HEAVY (CARBON) FOOTPRINTS:

Can subscription shoes create a sustainable footwear industry?

by Patrick Reichert I n 2022, global footwear market revenue reached $381 billion, with
and Oscar Vosshage estimates that it will eclipse $450 billion by 2027.* But of the 23 billion
pairs of shoes manufactured every year, 90 per cent are believed to end
up in landfill.? And once in a landfill, it takes between 30 and 40 years for
just one pair to decompose, and a common sneaker midsole made from

Sneakers (or “trainers”, as they ethylene vinyl acetate (EVA) can last up to 1,000 years.?

are known in the UK) are big Wedged between rapid industry growth and mounting concern over
business - and leave a heavy the industry’s environmental impact, bids for sustainability riff on the
environmental footprint. basics: material innovation, clean-tech-enabled manufacturing, trans-
But new business models parent supply chains, and circular design models.

are looking to disrupt the Looking to crack the code of sustainable footwear, Swiss running
footwear industry and bring brand On*is the latest athletic apparel company to enter the race - with
sustainable change through one notable difference: its Cyclon product line will feature fully recy-
the combination of material clable shoes, made chiefly from castor beans, and is only available
innovation and product-as-a- via a monthly subscription. Through the combination of material and
service subscriptions. business model innovation, On believes it could be on the verge of a

closed-loop product life cycle, ushering in a truly circular and sustain-
able footwear market.
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THE SHOE YOU WILL NEVER OWN

For $29.99 a month, On's subscription model
allows consumers to send back their worn-out
shoes and receive new ones.

On’s Cloudneo uses an innovative material
called Pebax Rnew from Arkema SA (a French
speciality materials company), which is derived
from castor beans. Pebax Rnew can be modified

during processing to provide

5 ), .
The Cloudneo’, On’s first It takes between 30 and 40 years bounce in the sole, as well as

footwear under the Cyclon

comfort and support in the

product line, is engineered forJuSt one pair to decompose’ upper. In other words, it is
for approximately 600 km, and a common sneaker midsole the only material used in

the average distance a dedi- gy 5 (e from ethylene vinyl acetate

cated runner covers in about

the Cloudneo, thus reducing
complexity in recycling.

six months, translating to (EVA) can last up to 1,000 years. In addition to using

roughly two pairs per year.

DRIVING SUSTAINABILITY
THROUGH MATERIAL INNOVATION

Most footwear is made from problematic mate-
rials like nylon, synthetic rubber, and plastic.
They are shaped by energy-intensive processes
such as injection moulding, foaming, and
heating, and then bound together with environ-
mentally damaging chemicals.

this new material, On has
an internal life cycle assessment (LCA) team
working to quantify the environmental impacts
of the new programme. The On company esti-
mates that a pair of Cloudneos generates 20 to
30 per cent less carbon dioxide than the 18 kilo-
grams emitted by a typical pair of its shoes, but
the benefit could increase if the proportion of
recycled material rises over time.*
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CLOSING THE LOOP THROUGH
BUSINESS MODEL INNOVATION

Ultimately, On wants to achieve full circularity,
so that discarded clothing items are completely
reused to create new ones. Potentially by the
end of the decade,
On executives aim

Photo source: https:/www.facebook.com/onrunning/photos

By selling kilometres used rather than

Redesigning the way consumers “purchase”
shoes could be the key to closing the circularity
loop. According to Francois-Xavier Dosne, On’s
head of innovation business strategy, “The
hurdle to circularity [that’s] facing the industry
is that people are not sending shoes back to
recycle them... The subscription automates
that process.”

By selling kilometres used rather than shoes,
On shifts its sales incentive from selling as many
shoes as possible to making shoes last as long
as possible. This transformation can be likened
to Michelin tyres' performance-based model,
where the company focuses on maximising the
tyres' lifespan and efficiency rather than the
quantity of tyres sold.*

The subscription model offers customers
convenience and potential savings. With less
decision-making and hassle, customers can
focus on enjoying their shoes, knowing they will
be replaced when worn out.

CIRCULAR ECONOMY OR
SUBSCRIPTION FATIGUE?

The unique combination of material and busi-
ness model innovation could give On a leg up
in the sustainable-footwear wars. However,
competition is fierce,
with industry frontrun-

to bring back 90 per ShOES, On shifts its sales incentive from .. i Adidas and

cent of its products selling as many shoes as possible to
making shoes last as long as possible.

for recycling.” But,
as other brands have
explored this vision,
they've hit road-
blocks. For example, in 2018, Adidas released
the Futurecraft.Loop, a “100 per cent recy-
clable” performance running shoe. Yet soon
after its launch, Adidas publicly shared that
its Futurecraft.Loop pilot struggled (reaching
only a 10 per cent recycle rate), because
consumers wouldn’t send the shoes back in
time for Adidas to generate the next batch and
keep the circle in motion.?

emerging startups like
Allbirds, who are also
developing more sustain-
able shoes. In addition
to its Futurecraft.Loop
programme, Adidas teamed up with the NGO
Parley for the Oceans in 2015 to release the first
performance shoe with an upper made from
marine plastic waste and illegal deep-sea gill-
nets (fishing nets that are hung vertically so that
fish get trapped by their gills). In terms of pure
carbon footprint, Allbirds recently unveiled
MO0.0nshot, a sneaker with a net footprint of 0.0
kg of CO2 emissions. Rather than achieving this
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feat through controversial carbon offsetting,
the shoe relies on three materials that Allbirds
says are carbon-negative: regeneratively farmed
merino wool, a sugarcane-based EVA foam, and
a bioplastic made from methane by US startup
Mango Materials.'?

Faced with several sustainable-footwear
options, On’s subscription model risks only
appealing to power users or consumers willing
to pay a premium. Keep in mind that On's
assertion of "wearing the shoes out" involves
running an ambitious 25km per week - a signif-
icant commitment for many casual runners.
At 25 km per week, On’s Cloudneo would retail
at $180, translating to an economical $0.30 per
kilometre, well in the range of their closest
(non-sustainable) competitors, the Nike Infinity
at $0.23/km® and Adidas Fresh Foam at $0.26/
km.* However, any delay in reaching the 600km
lifecycle can turn into a costly affair. Each addi-
tional month drives up the cost by $0.05 per km,
with customers footing the bill.

Price per km to reach 600km

Month 1to6 7 8 9 10 1 12

$/km 03 035 04 045 05 055 06

Despite the initial hype, it’s important to
recognise that circular subscription models
are still in the early stages of experimenta-
tion. Nevertheless, circular subscriptions are
rapidly becoming commonplace across several
consumer goods categories. Mud Jeans has
launched its "Lease A Jeans" programme?’,
Swapfiets identifies as a “bicycle as a service”
company’®, and Fernish offers rentable,
maintained furniture. But given the rise of
subscription fatigue, it remains to be seen how
many subscriptions consumers are willing to
spring for. Nevertheless, the race for sustain-
able consumer products is on and may well be
shaped by transforming consumption habits
towards circular subscriptions. &3
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Society’s growing concern over climate
change has led to a surge in corporate
climate pledges. Thousands of companies have
joined the United Nations Framework Conven-
tion on Climate Change’s Race to Zero cam-
paign, committing to take rigorous actions to
limit their environmental impact. IKEA has
pledged to be climate-positive by 2030, the
BMW Group to be carbon-neutral by 2050, and
Unilever to reach net zero by 2030. The log-
ic behind these pledges is straightforward:

1 Long-term pledges lead to concrete invest-
ment in more sustainable practices.

2 Investors and consumers reward compa-
nies that contribute to the green transition and
penalise those that don’t.

Over time, pledges should create a virtuous
cycle, firms with strong sustainability perfor-
mance dominating the market. Yet recent
analysis of 25 major companies’ pledges' shows
that they are falling well short of their promises,
their ambitious-sounding commitments often
lacking real substance.

ARE BUSINESS-LED ENVIRONMEN-
TAL INITIATIVES SET UP TO FAIL?

Voluntary measures to reduce environmental
impact can often be explained in terms of
economic self-interest. Reducing compliance
costs, mitigating adverse stakeholder reac-
tions, or improving public image are among the
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reasons for going green. Unfortunately, these
reasons are countered by two strong economic
forces: the “tragedy of the commons” and the
“tragedy of the horizon”.

Tragedy of the Commons

Earth’s atmosphere is a

Green initiatives are often a second-
tier priority?, behind business imperatives such
as financial performance and talent manage-
ment. A 2022 IMD Executive Opinion Survey
of 4,097 C-level and mid-level managers across
63 countries shows that inflationary pres-

sures, geopolitical conflict,

common-pool resource: no ~ As the effects of climate change supply  chain  bottle-
one owns it; everyone has will be felt well beyond the necks, COVID-19, hybrid

access to it. If sustainably

work, and technology and

managed, it can provide for typical investment cYCIe horizon customer interaction are
many; a lack of sustainable oy that of top-management team all prioritised over envi-

management can be very
harmful to everyone. Put

tenure (the average CEO serves

ronmental concerns. For
instance, Cargill made

differently, when company for7 yeal's), current business and important commitments
A emits less greenhouse po[itica[ leaders have little reason on deforestation and supply

gases (GHGs), it contributes
to the sustainable manage-
ment of the “common” (i.e.,
Earth’s atmosphere), which benefits everyone.
But because only company A is paying for this
measure, it ends up competitively disadvan-
taged vis-a-vis its competitors that opt for less
environmentally responsible (and thus cheaper)
practices. As this trade-off between profitability
and sustainability could put company A out of
business, it has no incentive to bear the cost of
reducing its emissions. Since the same argument
applies to all firms, the “common” is no longer
sustainably managed. Which is the tragedy.

Tragedy of the Horizon

Popularised by former governor of the Bank
of England Mark Carney, the tragedy of the
horizon describes the conflict between compa-
nies’ tendency to focus on the short term and
the long-term vision required to follow through
on climate targets. As the effects of climate
change will be felt well beyond the typical
investment cycle horizon or that of top-manage-
ment team tenure (the average CEO serves for
7 years), current business and political leaders
have little reason to deal with climate risk now.
The temptation to pledge for the future but leave
the tough decisions to one’s successor is high.

The forces underlying these two tragedies
help explain why:

to deal with climate risk now.

chain GHG emissions.

Yet Jill Kolling, Cargill’s
vice president for global
sustainability, warned that meeting them ulti-

3

mately “depends on how our business grows”.

Greenwashing and the tendency
to change environmental targets if they are
not met are ubiquitous. A recent study using
data from Japanese organisations shows that
whenever a company fails to hit its GHG emis-
sions target it tends to change how that target
is defined (e.g., replacing a target regarding
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an absolute reduction in total GHG emissions
with one regarding reducing GHG intensity)*.
Likewise, when Cargill fell short of its objective
to be “net-zero” vis-a-vis deforestation by 2020,
it simply extended that target to 2030.

Organisations struggle to align

financial incentives with climate
pledges. A 2022 analysis of environmental,
social and governance-linked compensation at
S&P 100 companies shows that these compo-
nents tend to be vague, opaque, and easy to
manipulate, and warns that such compensation
could be “exploited by self-interested CEOs to
inflate their payoffs, with little or no accounta-
bility for actual performance”.®
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Although not all voluntary green initiatives
are doomed to fail, it helps to understand why
these two economic forces are hard to overcome.
Our interactions with hundreds of corporate
leaders reveal that many companies still struggle
to compensate for the additional cost often
associated with green production® (compared
to “browner” production). They tell us they are
ready to “get greener”, but that everyone has to
play by the same rules. More and more executives
believe that regulation is needed to ensure that
level playing field. Lucas Joppa, Microsoft’s chief
environmental officer, agrees: “If we are going
to achieve a net-zero carbon economy for real,
we will need everyone to act ... and that means
action can’t be voluntary. We need requirements
and standards that everyone is expected to meet’.




The question is how. Forces similar to those
described above are at play elsewhere, and while
climate change is arguably more complex,’” the
case of doping in sport offers an interesting lens
with which to explore the problem.

The Anti-Doping Movement as
an Inspirational Case

Consider the case of figure skater Kamila Valieva
in 2022 at Beijing. The

first female skater to  performance-enhancing drugs can
significantly tip the odds of winning,

complete a quadruple
jump at the Olympics,

decided to crack down on the Tour and found
hundreds of doses of doping products, revealing
large-scale, systematic, organised doping in
professional cycling. The result: a media furore
and public outrage. Anti-doping measures were
no longer a threat to the business of the Tour,
but a prerequisite for its survival.

While other doping scandals had compar-
atively less impact on the business of some
sports (e.g., track and
field), the risk of stake-
holder withdrawal and
its potential financial

she helped her team and can “create a market” where the impact, as well as the

event. But clouds gath-
ered when it emerged
she had tested positive
for a banned substance just days before the
games. Although reducing doping is socially
desirable, the case raises key questions. Will fans
and sponsors favour fair (and clean) competition
over spectacular (but “unclean”) performances?
If I, as an athlete, do not dope, am I at a compet-
itive disadvantage? Performance-enhancing
drugs can significantly tip the odds of winning,
and can “create a market” where the only options
are to lose or to dope - just like in the tragedy of
the commons.?

From Threat to Business to Threat to Survival

Although using substances to improve perfor-
mance has a long history (stimulants were used
to combat fatigue in China 5,000 years ago),
doping became controversial only in the 19th
century. The first modern doping regulation
was introduced in 1928. When controls came to
the world’s most famous cycling race, the Tour
de France, in 1966, riders interpreted them as
an “attack on their right to self-determination”.
Organisers also initially feared that anti-doping
controls would lead to less “superhuman”
performances, making the Tour less spectacular
and less economically viable.

The turning point for the business case for
anti-doping was the public backlash that followed
the “Festina affair”. In 1998, French authorities

just like in the tragedy of the commons.

were now taken seri-
ously by organisers.
The Festina affair, along
with other highly publicised doping scandals, led
to the creation of the World Anti-Doping Agency
(WADA) in 1999. This sudden acceleration of
the anti-doping movement provides interesting
insights into the fight against climate change. In
particular, the following three lessons on how to
“level the playing field” appear crucial:

Harmonise the Rules of the Game

The development and adoption of the World
Anti-Doping Code (WADC)’ is one of the great-
est-ever examples of successful international
cooperation. Before 1999, anti-doping policy
was fragmented and ineffective. Every sport
and country had its rules, and athletes could
be banned from one country or sport but able
to compete in others. Rapidly, WADA created
the Code, harmonising and coordinating anti-
doping policy across all sports and countries.
The Code and its list of banned substances and
methods have a “universal status”. More than 180
countries have ratified a UNESCO Convention
against doping in sport, enabling national
governments to align their domestic policies
with the WADC. WADA quickly became a global
standard-setter, developing “soft law”, including
recommendations and best practice.
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The speed at which sporting authorities harmo-
nised and coordinated anti-doping policies
worldwide is remarkable and suggests key
lessons. Like an athlete who, pre-WADA, was
banned in one country but could compete in
another, companies nowadays can relocate their
activities to countries whose envi-

ronmental policies are less strict.

not necessarily see similar improvements in
another. This diversity of ratings has also led to
“selective reporting” and cherry-picking.'?
Harmonising the rules of the game is crucial to
ensuring a “level playing field” for organisations.
The news that the International Sustainability
Standards Board (ISSB)* was
developing a “global baseline”

For instance, the introduction of Like an athlete who, standard for ESG reporting
carbon pricing in some countries pre-WADA, was banned raised hopes that it could unify

has led certain firms to transfer
production to countries with laxer

in one country but could
emission constraints, thereby compete in another,

these fragmented standards and
combat greenwashing. Although
it remains unclear whether that

increasing carbon emissions in compa“ies nowadays baseline will be universally

the latter and creating “carbon
leakages” (i.e., additional carbon

can relocate their

adopted and enable a “just tran-
sition”,  organisations should

emissions associated with trans- activities to countries take an active role in its devel-
porting goods back to the home whose environmental opment and implementation.*

market, or with the use of less effi-
cient production plants).

The current proliferation of
environmental, social and govern-
ance (ESG) ratings and reporting standards adds
a further complication. There is little consensus
between them, and research has shown that
agencies rate different items, use different
scales, apply different weights, and have their
own “rater-specific” bias.!! Firms trying to
improve their ranking on one rating may thus

Forward-looking organisations

pollmes are less strict. could review the current draft of

ISSB’s climate-related disclosures

and evaluate how they currently
fare. Managers could then use this information
to mobilise resources proactively, and to align,
incentivise, and promote change.

A further demonstration of organisations’
willingness to take meaningful climate action
would be the setting of local (e.g., industry-level)
standards. Conceptual work by the Nobel laureate
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Elinor Ostrom provides a useful, cross-contextual
template. Her eight “design principles™® offer guid-
ance on the successful, long-term management of
a common. See sidebar 1 for how these principles
were implemented by WADA for the Code.

Join Forces with Public Authorities

WADA’s hybrid public-private structure is both
unusual and interesting. To ensure autonomy
and impartiality, WADA is structured like
a typical foundation, but with equal deci-
sion-making power for sporting organisations
and national governments. This has ensured
the engagement of both, which has helped

restore the credibility of international sporting
competition with global audiences. This
hybrid structure leads to “greater internal and
external pressures to be impartial, transparent
and accountable than [for] private interna-
tional sports organisations”. It also limits
the geopolitical and sector-specific conflicts
of interest that could undermine the agency’s
impartiality and independence, and thus its
role as a “referee”.

National governments have notoriously strug-
gled to rally together to collectively fight climate
change. If the dial is to be moved significantly
in the right direction, the public and private
sectors must join forces. Public-private collabo-
ration can mean the coming together of private

SIS TSN The WADC, and Ostrom's eight principles for managing commons

Principle

The case of anti-doping policy

Define clear group boundaries

Match rules governing use of
common goods to local needs and
conditions

Ensure that those affected by rules
can participate in modifying them

Make sure the rule-making rights of
community members are respected
by outside authorities

Develop a system, carried out by
community members, for moni-
toring members’ behaviour

Use graduated sanctions for rule
violators

Provide accessible, low-cost means
of dispute resolution

Build responsibility for governing
the common resource in nested
tiers from the lowest level up to
the entire interconnected system

The World Anti-Doping Code (WADC) applies to all sports organisations that sign it (and
to the competitions they organise). More than 700 organisations are signatories.

» The same rules apply to all sports, despite big potential differences in career lengths,
income generated, professionalism, etc. A key reason for this is the importance of
harmonisation across sports.

* The Code is supplemented with additional regulations, including options for
exemptions in the case of illness or of a particular medical condition.

» The Code is revised periodically, and stakeholders have multiple opportunities to
contribute and make recommendations.
* Athletes have the right to appeal decisions, at the Court of Arbitration for Sport (CAS).

Although the WADC is a nongovernmental code, it has been implemented by
governments via the ratification of the UNESCO International Convention against
Doping in Sport.

WADA has a hybrid public-private structure, with equal power relations between sports
organisations and national governments (and an alternating presidency). Decisions
taken by its Foundation Board require an absolute majority of the votes of the
members present.

The WADC'’s sanctions system is circumstance-dependent (e.g., aggravating
circumstances, “no fault of negligence”, multiple violations).

Decisions can be appealed at the CAS (there is no limitation to the scope of review —
art. 13.1.1).

To ensure the reliable implementation of the Code, National Anti-Doping Organisations
(NADOs) were created. NADOs are the primary authority, at the national level, for anti-
doping programmes.
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capital and expertise with public resources
(e.g., for infrastructure investments). It can also
ensure regulatory frameworks and incentives
that spur innovation. Organisations such as the
International Finance Corporation, the World
Bank, the UN, the World Economic Forum,
and the World Business Council for Sustainable
Development are already attempting to do this
at the global level. Yet local public-private part-
nerships also offer fruitful opportunities. Swiss
Re, for instance, teamed up with the Nature
Conservancy and Mexican regional govern-
ments, developing a “nature-based insurance
solution™” to protect Mesoamerican coral
reefs. In the Melbourne Metro Tunnel project’®
a private consortium worked with the State of
Victoria to minimise the environmental impacts
of the new tunnel and help build the city’s
climate change resilience.

A 2020 review of more than 70 empirical
studies on how environmental regulations
affect organisations highlights the impor-
tance of combining mandatory and voluntary
rules.”” Voluntary programmes give firms
flexibility, but are often unlikely to drive signif-
icantly improved environmental outcomes
because short-term profits tend to trump envi-
ronmental targets. Compulsory regulations,
meanwhile, provide structure and have a strong
and positive influence on firms’ environmental
performance. When, in
1975, the US Congress
debated raising automobile

As companies transition to

; Embrace Transparency

WADA has been extremely quick and successful
in developing a coordinated approach to
doping, but that approach isn't foolproof. In
2016, WADA’s then president, Sir Craig Reedie,
declared that revelations of Russia’s state-spon-
sored doping programme
implied the “worst case of
system failure ... in the entire

fuel-economy standards®, sustainable business models, history of the anti-doping
many predicted it would systematic checks and balances movement”. That failure

lead to disaster. Yet when
those standards  were

are needed. We have financial

revealed the scale of the
challenge. But it also offers

raised, all car manufac- auditss and there is a case and a additional insights into
turers fell into line. None cdemand for sustainabﬂjty audits, potential stumbling blocks

had wanted to move first,
but the change spurred

leading to them producing

powerful, comfortable, efficient cars at a
reasonable cost. Firms that actively support
environmental regulation can make a real,
positive difference.

which would ensure transparency
technological innovation, and thus boost credibility.

on our road to sustainability.
Although the threat of severe
punishment disincentivises
athletes from doping, it is
less clear whether competition organisers and
national associations have much incentive to
test them. One research study shows that the
risk of customers and sponsors withdrawing
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their support in response to a doping scandal
encourages organisers to avoid testing athletes,
as this reduces the risk of uncovering doping
cases in the first place. The study does, however,
show that a “doping-free equilibrium” is achiev-
able if testing is publicly observed (even if those
tests turn out negative).

Could such increased transparency in turn
increase accountability regarding corporate
climate pledges? As companies transition to
sustainable business models, systematic checks
and balances are needed. We have financial
audits, and there is a case and a demand for
sustainability audits, which would ensure trans-
parency and thus boost credibility. Data and
technology can be leveraged to improve regu-
latory oversight and monitoring. For instance,
Amazon Conservation is using drones to
monitor, almost in real time, deforestation and
illegal logging.?? Data from satellites and sensors
could be combined to detect air pollution, and
smart contracts could be used to enforce sanc-
tions in cases of environmental damage.

STANDING ON THE SHOULDERS
OF GIANTS

Despite the successes of the anti-doping move-
ment, some critical voices ask whether the
cure is worse than the disease, and question
whether the Code goes too far.?® In a similar
vein, a 2022 report by The Economist on the rise
of ESG investing* reveals that dropping dirty
equity shares is not the best way of influencing
polluters, because of the abundance of private
cash willing to buy those shares.

Yet harmonising the rules of the game,
joining forces with public authorities, and
embracing transparency have unquestion-
ably been shown to counter the tragedies of
the commons and of the horizon in the world
of sport. And organisations can draw on these
lessons. BP’s Lord Browne played an influential
role in mobilising support for the European
Emissions Trading Scheme?®; and all organ-
isations have a role to play in supporting and
encouraging governments to act. According
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to a 2022 report from the Intergovernmental
Panel on Climate Change®, carbon emissions
need to shrink by 43 per cent by the end of 2030
if the threshold of the most dangerous levels
of warming is not to be breached. The lesson
from the development of anti-doping policy is
that improvements can happen fast if there is
the will. =3
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