KPMG

cutting through complexity

GOVERNMENT

Future State 2030:

The global megatrends
shaping governments

kpmg.com/government

KPMG INTERNATIONAL

MOWAT

T,
SEm e
iy
Tt e ;
o A,
W LR e
..I-..L| % 'H-“': -
L ‘I.' 5 - -' - .‘-.- L]
Sty >R -
: s \
¥ = il BT ] '
. - '
! ":,1 ‘-\'\. "; ‘
. —_—
el e, N
Ay | — My -
oy, — "
ral=- i o 'I,l
N e i
b - ]
x . .
- . l.
- P . Y
oy - ”
i :

i



About the
Mowat Centre

The Mowat Centre is an independent public
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evidence-based voice on public policy. It
undertakes collaborative applied policy
research, proposes innovative research-driven
recommendations, and engages in public
dialogue on Canada’s most important national
issues.
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Foreword

ajor global forces taking shape today will

significantly impact the business landscape for the

public and private sector through to 2030. While
global megatrends have been documented on a macro
scale, KPMG International wanted to delve more deeply
into the implications for national governments and public
sector policy makers and thus engaged the Mowat Centre
at the School of Public Policy and Governance, University of
Toronto, to conduct targeted research. \What we found will
help guide important conversations over the next few years.

The findings identify nine global megatrends that are most salient to

the future of governments and their core responsibilities of economic
prosperity, security, social cohesion and environmental sustainability.
While their individual impacts will be farreaching, the trends are highly
interrelated. Therefore, governments will need to consider and evaluate
their impacts both in isolation and in combination. We present possible
options for governments to consider using the core tools available —
policy, regulation and programs — as well as the strategies, structures and
skills that future governments will need to have in place to achieve the
characteristics of a ‘leading practice’ government in the future.

Our report suggests that appropriate strategies for future success will
include greater cooperation in the international arena, promoting behavioral
change in citizens and an increased focus on proactive measures to mitigate
the worst of the impacts. Governments will be characterized by a shift
towards becoming more integrated, outward focused and making better
and greater use of technology. Concerted capacity development in evidence-
based policy development and stakeholder management will be essential to
making the most of opportunities and managing risk in a changing world.

There is not a unique path that all governments should follow. While this
report is global in nature, the impact of each megatrend at the local level,
coupled with the needs of countries of varying sizes, different stages of
economic development, governance models and a host of other factors,
will invariably demand different approaches.

Future State 2030 is the first in a series of important conversations that
we want to have with government organizations over the next few years.
Ultimately, the report serves as an evidence-based summary designed
to stimulate thinking about the future. We are excited about the many
benefits that Future State provides and encourage you to contact your
local KPMG member firm to discuss how the global megatrends will play
out in your jurisdiction.

Nick Chism
Global Chair
Government & Infrastructure

Throughout this document, “KPMG" [“we," “our” and “us"] refers to KPMG International, a Swiss entity
that serves as a coordinating entity for a network of independent member firms operating under the
KPMG name, and/or to any one or more of such firms. KPMG International provides no client services.

rnational provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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Executive summary

The global megatrends impacting governments and
citizens alike into 2030

Demographics

Higher life expectancy and falling birth rates are
increasing the proportion of elderly people across
the world, challenging the solvency of social welfare
systems, including pensions and healthcare. Some
regions are also facing the challenge of integrating
large youth populations into saturated labor markets.

Citizen questions to government:

Will | have a pension when | am old and will it be
sufficient for me to live on?

How will we ever find enough jobs for our youth?

Rise of the individual Enabling technology
Advances in global education, health and technology Information and communications technology (ICT)
have helped empower individuals like never before, has transformed society over the last 30 years. A new
leading to increased demands for transparency and wave of technological advances is now creating novel
participation in government and public decision- opportunities, while testing governments’ ability to
making. These changes will continue, and are ushering harness their benefits and provide prudent oversight.

inanew era in human history in which, by 2022, more
people will be middle class than poor.’

Citizen questions to government:
What work will my children be doing by 20307

Citizen questions to government:

What is government doing to improve services for me?
And how will they keep me better informed?

How do | keep evolving my skills to ensure that they
are relevant?

How will government protect my privacy and security
in the information age?

Economic interconnectedness

The interconnected global economy will see a
continued increase in the levels of international trade
and capital flows, but unless international conventions
can be strengthened, progress and optimum
economic benefits may not be realized.

Citizen questions to government:
How will governments help us compete?

What is government doing to ensure that my bank
is safe?

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.



Public debt

Public debt is expected to operate as a significant

constraint on fiscal and policy options through to 2030 and
beyond. Governments' ability to bring debt under control and
find new ways of delivering public services will affect

their capacity to respond to major social, economic and
environmental challenges.

Citizen questions to government:

How will government (in developed countries) restore budgets
and ultimately pay down debt in times of slow growth?

How is government balancing the need to reduce debt
against the need to stimulate growth?

Why am | paying for previous generations’ excesses?

Future State 2030: 3
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Economic power shift

Emerging economies are lifting millions out of poverty
while also exerting more influence in the global
economy. With a rebalancing of global power, both
international institutions and national governments will
need a greater focus on maintaining their transparency
and inclusiveness.

Citizen questions to government:
How is government adjusting to a new economic world
order?

How will government manage foreign ownership of
corporations to ensure all benefits are received?

Climate change

Rising greenhouse gas emissions (GHGs) are

causing climate change and driving a complex mix

of unpredictable changes to the environment while
further taxing the resilience of natural and built
systems. Achieving the right combination of adaptation
and mitigation policies will be difficult for most

governments.

Citizen questions to government:
Is government doing enough to reduce carbon dioxide

(CO,) emissions in our country?

How will government help maintain affordable
insurances and asset protection for my home and
business as weather gets more extreme?

) Resources stress

The combined pressures of population growth,
economic growth and climate change will place
increased stress on essential natural resources
(including water, food, arable land and energy). These
issues will place sustainable resource management at
the center of government agendas.

Citizen questions to government:
How will government ensure that we have sufficient
water for our future needs as demand exceeds supply?

What is government doing to guarantee that my
children have sufficient food, water and energy?

Almost two-thirds of the world's population will
reside in cities by 2030.% Urbanization is creating
significant opportunities for social and economic
development and more sustainable living, but is also
exerting pressure on infrastructure and resources,
particularly energy.

Citizen questions to government:
How can government plan for infrastructure better
so that it is timely, effective and sustainable?

What is government doing to get rid of poverty in
my city?

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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The key changes indicated by the megatrends

egatrend pressures will necessitate numerous and varied changes.

Looking across the individual implications of the nine megatrends, both

in terms of what and how governments may need to change, key themes
emerge as summarized below. While these hold true globally, inevitably each
country will need to determine the relevance of these changes at a local level. For
more information, please refer to the detailed analysis starting on page 52.

Figure 1: Summary of potential key changes arising from the megatrends

What governments need to change?

Policy, including the expansion of:

® national governments’ engagement in international, regional and jurisdictional forums to address
interconnected issues

e the quantity and quality of evidence-based policy which uses high-quality data assisted by strong data
analytics.

Regulation, including shifts that seek to:

® encourage behavioral change among citizens to mitigate and manage downstream megatrend
impacts (where policy and program changes have been ineffective)

e enforce market practices to align with government policy priorities and choices, including
controls over the extent and form of any foreign investment.

Programs, including shifts that seek to: #

* minimize costs to governments by reducing unit costs/prices, reducing unit demand and/or capping
total demand for government services

e take a more holistic long-term view of infrastructure systems, encompassing both hard and soft
infrastructure.

La ¥ © 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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How governments need to change?

Strategy changes include greater focus on and use of:

® |ong-term planning and scenario exercises including long-term economic forecasts and critical
infrastructure renewal assessments

® behavioral insights to encourage people to act in ways that will reduce pressures on social
support systems

e outcomes and metrics to help ensure that funds are allocated to cost-effective programs

e flexibility and ‘paradigm’ thinking as part of policy and planning capacity to address unexpected
challenges and opportunities

e technology adoption that is flexible, affordable and timely.

® internationally integrated through active engagement with international partners or increased
cooperation with international institutions

¢ highly integrated through more connected-up policy arrangements within and across relevant
policy domains
¢ |ocally empowered with greater funds and authority given to cities to meet their responsibilities

* networked through meaningful collaboration with citizens, other levels of government, neighboring
countries, the private and non-profit sectors to sustain key areas of government service delivery

¢ flexible and adaptive in planning to facilitate greater risk taking and more timely responses to
unanticipated situations.

Skills needed include greater capabilities and capacity in:

e international awareness, including knowledge of global trends and their impacts, to factor into
decision-making processes
¢ financial sophistication with a deep knowledge of highly integrated international capital markets

e systems thinking to understand the potential benefits and risks of technology developments and
undertake effective technology road-mapping

e effective stakeholder engagement, including the use of new communication channels such as
social media

e risk assessment and change management to address complex risk issues.

PMG International Cooperative (“KPMG International ). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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ntroduction

Id is changing rapidly. Technology is connecting people
and across national boundaries and disrupting existing
s. Mounting public debt is limiting the scope of
act in a range of policy areas. Climate change is
juency and magnitude of extreme weather events.
point in human history, we live in a world where
in one part of the world can influence lives at the

s are already underway, KPMG International engaged and
e at the School of Public Policy and Governance, University
megatrends that will have the most significant

d, as well as the changes required to achieve
overnment in the future. Future State 2030 is
cutting observations on the policy, regulatory
eed to consider, as well as the strategies,

portant issues facing governments.
e larger forces shaping the policy

o have relevance for at
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While they are highly interrelated, the megatrends can broadly be grouped into trends
reflecting changes in the status and expectations of individuals, changes in the global
economy and changes in the physical environment.

3 KPMG International Cooperative (“KPMG International”). KPMG International p
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The good news

No government can succeed in its core functions without thoughtfully planning for, and responding to,
these trends. However, it is important to note that, as will be evident in the forthcoming sections, in
certain megatrend areas it is not just a question of the risks posed to governments but also the potential
for increased opportunities.

In fact, we believe that all governments will benefit from the explosion in available information and data
around the world. This growth in knowledge capital, coupled with advances in technology that enable
its rapid dissemination, has the potential to create unforeseeable changes in areas such as medicine,
engineering, transportation and agriculture. What's more, these changes are likely to occur at a far
more rapid pace than changes in the past several decades. Governments, therefore, need to be equally
prepared to take advantage of these opportunities and not focus solely on managing risk.

Understanding interconnectedness

As the research shows, the nine global megatrends are highly interrelated. While the individual
trends won't play out to the same degree in each country, the resulting consequences are inevitably
interconnected and reinforce each other in terms of impact.

This relationship is evident when considering, for example, the nexus of issues around changing
demographics, resource stress and climate change. Already many of the world’s natural resources,
such as water, energy and food, are under stress. With expected increases in the general population
and a growing middle class, a 50 percent jump in food production will likely be necessary to meet this
demand,® requiring additional water and energy consumption. Climate change, in turn, may further
exacerbate these resource pressures given its potentially devastating and irreversible effects which
include the potential for droughts and extreme weather events. Climate change may also impact the
global megatrend of urbanization, as the number of people displaced by climate change increases.

Considering the interconnectedness of the megatrend causes and effects, governments will need to
undertake a variety of responses to properly address the issues.

For example, with world food stress increasing — through both supply side stress (e.g. climate
change) and demand side factors (e.qg. rising world population) — net importing nations will need

to seek greater certainty over their food supply security through mechanisms like the introduction
of stronger regulation. Moreover, with stress events for both energy and food likely to be more
prevalent over coming decades — inclusive of their attendant price and volume shocks for national
governments to absorb, manage and, in many instances, fund via subsidy arrangements — these
resource stress issues will require expanded international engagements to secure the food supply.

Similarly, at both the regional and sub-national government levels where common water resources
are shared by multiple governments or multiple jurisdictions, the need for water supply security will
also require a combination of responses. These may include multi-national governance of shared
resources (e.g. the International Joint Commission’s role in managing fresh water in the US-Canada
Great Lakes), including agreements for resource sharing in times of duress, programs to build much
needed infrastructure and investments in technology to improve efficiency.

In short, the above demonstrates why it is critical that all governments adopt a holistic approach when
assessing the implications and subsequent responses most relevant to their jurisdiction.

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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' Case study >

The interplay between
air conditioning, energy and climate change

B =

With almost 90 percent of American households equipped with air conditioners,* the US
currently uses more energy for cooling than any other country. As the middle class continues
to grow and incomes rise, several developing countries in some of the hottest areas of

the world are poised to substantially increase their energy demand for cooling. As climate
change continues to put pressure on worldwide energy demand for air conditioning — causing
a 72 percent increase by 2100 according to the Netherlands Environmental Assessment
Agency® — this increase, in turn, will exacerbate climate change issues as air conditioners are
the major contributors of GHGs.

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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What about security?

In developing this report, increased security concerns through to 2030 were considered as a potential
10th megatrend, given its prevalence in the media and importance to governments as one of their core
responsibilities.

However, in keeping with the principles previously identified, security was excluded as one of the global
megatrends on the basis that it is evergreen, a constant force that governments must contend with. Still, we
believe that world security concerns will continue to play out as a significant influence in world affairs, although
itis equally clear that the nature of the threat is changing. For more information, please refer to the Appendix
on page 62.

Analyzing impact: Our approach

In assessing the impacts of the nine megatrends on the future state of government, we believe it is
important to look at two important dimensions — what governments may need to change, as well as how
they may need to change.

Of course, it is understood that any well-considered changes to government activity should be evidence-
based and aligned to the policy priorities of the government of the day. However, for the purposes of our
assessment of megatrend-driven consequences, KPMG has adopted the following taxonomies:
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What governments need to change?

Policy: Government policy objectives and service delivery aspirations achieved through the capacity to
deliver high-quality, evidence-based policy advice and/or to facilitate (non-regulatory) changes to national
and state laws (i.e. including tax law). For national governments, policy also includes any sovereign
commitments/alignments to international memoranda, treaties, agreements, etc.

Regulation: Government policy objectives and service delivery aspirations achieved through regulatory
means. This includes self-regulatory arrangements (e.g. as might be applied to certain industries or
professions) or licensing arrangements (e.qg. electrical) through to more formal regulatory arrangements for
key markets (e.g. equity and bond markets) or key industry sectors (e.g. financial and insurance sectors).

Programs: Government policy objectives and service delivery aspirations achieved through the specific

and purposed provision of program resources both recurrent operational expenditure and capital (capital
expenditure). This includes the diverse spectrum of government service delivery activities including borders,
defense, education, foreign affairs, healthcare, housing, human services, trade, immigration, infrastructure,
transportation, policing, etc.

How governments need to change?
Strategies: The shifts in leadership, vision and planning required to drive strategic change.

Structures: The shifts in organizational and delivery arrangements required to enable strategic change.

Skills: The shifts in capabilities and capacity to facilitate strategic change.
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KPMG has adopted the following taxonomies for our assessment of
megatrend-driven consequences:

How governments need to change?
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Demographics

igher life expectancy and falling birth rates are increasing the proportion
of elderly people across the world, and challenging the solvency of social
welfare systems including pensions and healthcare. Some regions are
also facing the challenge of integrating large youth populations into saturated
labor markets.
By 2030, the number of people aged 65 and older will double to 1 billion globally,® causing concerns with
overall labor market productivity and the ability of existing fiscal systems to withstand the pressures
of aging. In contrast, many developing countries are simultaneously experiencing a youth explosion,

creating opportunities for ‘"demographic dividends’ for governments that can overcome the challenges of
successfully integrating younger citizens into the workforce.

The evidence of change

By 2030, the world'’s population of people aged 65+ will double to 1 billion,” raising the overall
proportion of those 65 and over.

*13
Today 2030

o . 0 .
8 /0 of the population is 65+ 13 /0 of the population is 65+
A key contributing factor in population aging is From 2011-30, pension spending is forecast to grow
declining birth rates, as measured by the crude an additional:

1990-95 24.3
1.3% of GDP
@161 in developed
) countries.

2.20/0 of GDPin

developing countries.®

birth rate per 1000 people.®

1 million young people in India will enter the labor force
every month for the next 20 years."

it
90z | PARRTARAR ¢-om

Globally, 15-24-year-olds

make up 40% of the total
unemployed population.™

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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We are all —individually and
collectively —responsible for

the inclusion of older persons in
society, whetherthrough developing &
accessible transportation and i

communities, ensuring the availability =

of age-appropriate healthcare and |
social services or providing an

adequate social protection floor.”® |
Ban Ki-moon, :,;"

Secretary-General, United Nations m'r E

The consequences of demographics

An aging world Public pension systems Healthcare spending Youth bulges
under pressure increases

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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Implications for government

What governments need to change?

Aging world

Governments may need to:

C. M

Monitor and further adjust policy settings to accommodate the impacts of aging populations,
taking into account health, aged care, social and community-based care, pensions and accessible
infrastructure.

Institute pension reforms that address the burden of intergenerational equity, for instance,
raising the age of retirement, changing eligibility or changing the tax or service level profile.

Pay greater attention to instituting, changing or expanding social security and pension reforms
so that the burden of aging is both better funded and generationally shared as the situation
arises, for instance, adjusting national pension entitlement ages or increasing provision in
pension investments.

Youth bulges

Governments may need to:

_—

Develop and implement policies that encourage investment from employers, which leads to
job creation.

Focus on youth development through human capital investments that improve long-term
employability, for instance: vocational education, apprenticeships, training programs and
support for private sector firms to invest in staff training and development (e.g. tax incentives
for training expenditure).

Increasingly develop strategies to address and support youth employment. For instance,
increased investment in programs that get youth into employment (e.g. welfare-to-work,
programs that encourage job sharing and/or entrepreneurialism, etc.) in key economic sectors
that are generating employment opportunities.

How governments need to change?

Governments may need to:

i
)

Use reliable labor market information (including future demands of the forecast of skills by industry
and region) to implement evidence-based policies and programs to better align the demand and
supply of skills to meet the needs of employers.

Develop long-term plans based on robust evidence to balance the needs of current and future
generations, for instance, mandatory school leaving age or retirement age.

Engage in closer collaboration with the private and not-forprofit sectors to better provide or
bridge the gaps in social security and service delivery and develop innovative education, training
and employment opportunities for youth.

Increase effective collaboration across multiple government agencies to meet the challenges
posed by new demographic realities, for instance, co-location and integration of health and
social services to meet the needs of aging populations.

Ensure access to increased financial and actuarial higher-order policy skills.

Improve communication skills, including through social media channels, to garner buy-in from
citizens.

Ensure effective management of third parties (e.g. private sector and voluntary sector
engagement) to bring additional capabilities while ensuring that they consider the cost of
delivery and the quality of the outcome with an appropriate transfer of risk.

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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Old-age dependency ratio in 2030"

Ratio of population aged 65+ 1 Nodata ] 10-19.99 B 30-39.99 . 50 or more
per 100 population aged 15-64 [ Lessthan 10 ] 20-29.99 W 20-4999

=53 99T

One of the biggestissues facing governments in the first half of the 21st century is
intergenerational aging. lts management will require continuous monitoring and

policy adjustment. Itsimpact will place an enormous pressure on the pursuit of economic
productivity. Its neglect will destine a nation’s economic growth to years of duress.

Mick Allworth,
KPMG Partner

Case studypp

Youth unemployment in South Africa

South Africa’s youth population holds the key to the country’s development prospects over the next 20 years. The government's
National Youth Policy articulates a vision through which the country’s “democracy and its social development approach to public policy
creates an enabling environment in which the lives, work and prosperity of young people are placed at the center of the country’s
growth and development.”®Yet, with between 500,000 and 700,000 new labor force entrants each year for the past 10 years (in a labor
market of 16 million),® the government has struggled to capitalize on its ‘demographic dividend. Today, South Africa leads the world in
youth unemployment, with an estimated 60 percent of people aged 15-35" who are jobless.™

The South African government is implementing a number of initiatives across policy domains and sectors to counter this trend. For example,
government-funded public works initiatives have targeted youth participation by setting quotas (e.g. 40 percent for the Expanded Public
Works Programme, a funding initiative to increase the amount of service jobs across all sectors of government).’ To produce incentives for
the private sector, South Africa’s Finance Ministry recently proposed a subsidy that would encourage businesses to employ young people.

The government is also committed to providing youth with sufficient education and skills training. Currently, around half of all college
graduates remain jobless for at least two years after graduation.?® In addition to increased funding for improving schools throughout

the country and creating more vocational education programs, the government is encouraging work training programs for skill
development. For example, the Western Cape Work and Skills Programme connects youth with private companies such as supermarket
chains, hotels and food producers for practical trainee opportunities.?'

Moving forward, continued investments in education and skills training and scaling up of successful policy and program interventions to
promote economic growth will determine whether and to what extent South Africa will capitalize upon its demographic dividend.

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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ﬁ_lgbal meg_atre_ n_d #2
Rise of the individual

dvances in global education and technology have helped empower

individuals like never before, leading to increased demands for transparency

and participation in government and public decision-making. These changes
will continue, and are ushering in a new era in human history in which, by 2022,
more people will be middle class than poor.?? Middle class is defined as earning
between 10 United States dollars (USD) to USD100 a day.

Today, the global literacy rate is 84 percent,?® the status of women is improving, millions are being lifted
out of poverty and the internet provides a platform to anyone with a connection to be heard and to
mobilize. Still, concerns around stable employment, quality and cost of education and access to quality
healthcare remain. Inequality is also an issue for governments to carefully monitor. Overall, a focus on
investing in girls’ and women'’s education is also critical for eliminating poverty, lessening inequality
and driving economic and social development. For example, women’s wages, agricultural income

and productivity — which are all critical for reducing poverty — are higher where women involved in
agriculture receive a better education.?* Consequently, growing individual empowerment will present
numerous challenges to government structures and processes, but if harnessed, could unleash
significant economic development and social advancement.

The evidence of change

of the world's population will
be middle class.

Up from 27% in 2009.%

of the global middle class will
reside in developing regions.

Up from 58% in 2010.%

2010 I 58/
2030 I 30%

2009 mm— 27%
2030 I 60%

According to the International Monetary Fund
(IMF), just having as many women in the labor
force as men could boost economic growth by:?

in the US 1 0/
in Japan o

While inequality in education and health are declining,
income inequality is on the rise and

of the world resides in nations where income inequality is
increasing.”

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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7 5 0/ 50%
, 34%
of the global population has access to
a mobile phone.
In some countries, more people have
access to a mobile phone than to a bank
account, electricity or clean water.”

2012 2030

'S ORGANIZING PROTESTS
Social media has accelerated recent uprisings in
the developing world, playing a role in three main i SHAPING THE NARRATIVE
dynamics:® H

¥ PUTTING PRESSURE ON THE
INTERNATIONAL COMMUNITY

The consequences of the rise of the individual

. . |i| * |i|
Rising incomes, Rising income inequality ~ Education enabling Increasingly Faster dissemination
rising expectations  within countries leading empowerment connected populations of information

to potential for greater

through social media
social unrest

accelerates action

‘@ens are notjustdemanding technologically advanced interactions
with government, but also asking for a new voice.

John Herhalt,
Former KPMG Partner
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Implications for government

What governments need to change?
Developing country governments may need to:

@. e Address rising expectations for services from a more demanding, more vocal and more
@m  connected middle class through more transparent commmunications and mechanisms such
as tax increases or adjusted service eligibility in order to meet demand.

e Re-evaluate income inequality to ensure that all strata of society partake in the benefits of
rising economic prosperity.

Developed country governments may need to:

@. e Shift their trade policy orientations and industry assistance programs to better align with
= emerging growth opportunities such as increasing focus on new emerging middle class markets
(e.g. Indonesia and Myanmar).

How governments need to change?

Governments may need to:
Q‘ ¢ Develop a plan that addresses rising demands of the middle class, including increased demand
E—\-—l for services, transparency and two-way communication.
e Consider or reconsider progressive tax systems to better balance income inequality.

Establish or update new and/or enhanced structures that reflect middle class demands for
new and revised service delivery arrangements.

4,

¢ |ntegrate internal structures to focus on the efficient delivery of multiple services.

@ ¢ |mprove stakeholder management skills, particularly in the area of social media
communications, to better manage an engaged and demanding citizenry.

©2013 KPMG International Cooperallve (“KPMG International”). KPMG Interi MWMW i ork are affiliated.
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Middle class growth to 2030

Size of the global middle class as measured in millions of people

Share of global [T 2:5%  [Jl] 22-36% 3,228
middle class )
I 6e% [ 54-66%

Case studypp

A virtual middle class in India

Rising alongside India’s growing middle class of 300 million people is a ‘virtual middle class’ of another 300 million who, though still very
poor, are increasingly demanding rights, services and good governance.® \What's different about this new version of the middle class is that
its empowerment is not driven by a rise in income — historically the enabler of middle class expectations — but rather through widespread
access to affordable computing and telecommunications technology, which is facilitating connectivity, learning and political engagement.

The ubiquitous spread of mobile phones has been a key factor in this shift. Mobile phones arrived in India in the late 1990s, but were
unavailable outside major cities where waiting lists for landlines were still several years long.*® In a span of just 10 years to 2012,
however, the number of mobile phones jumped from 45 million to nearly 1 billion®® — yet only about a third of the Indian population
(366 million people) has access to a toilet.3” As mobile phone usage grew, so too did its functions. From healthcare text message
services to dissemination of best practices in agriculture and other fields, mobile phones are used to improve all aspects of daily life.

Cheap computing technologies are also being leveraged to deliver electricity to remote communities, where nearly 600 million Indians have
little or no access to power. For example, Gram Power Inc. provides shops, homes and telecom towers with Gram Power's smart meters.
Together these meters form a network that eliminates power theft and payment defaults, while optimizing supply and demand of power. As a
result, for less than 20 cents a day, the system offers rural Indians power to operate lights, fans, mobile phones and other home appliances.*®

As basic needs are increasingly met with the help of technology, lowerincome Indians have turned their attention to seeking social

justice, equality and a voice. The highly publicized tragic rape and death of a student in New Delhi in 2012 immediately ignited outrage

and demands for better governance across income levels in India, fueled by social media, which helped to draw national and international
attention. As a result of the protests catalyzed by social media, stricter laws have been enacted, rape cases have been accelerated through
a notoriously backlogged justice system, and promises to increase the number of women police officers have been made.
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__Global megatrend #3
Enabling technology

nformation and communications technology (ICT) has transformed society

over the last 30 years. ICT not only ushered in the information age, but ICT-

based technologies have also been instrumental in enabling the research,
development and growth of technologies in many other fields such as applied
science, engineering, health and transport. Consequently, we have chosen to
focus solely on ICT for the purposes of this report, as a new wave of technological
advances is now creating novel opportunities, while testing governments’ ability
to harness their benefits and provide prudent oversight.
The exponential growth in the volume and speed of access to information and communication has numerous
effects. It can generate new markets and challenge existing institutions. Unlike some other trends, there are
no clear indications of enabling technologies shaping the future of government more so in one region than
another. While developed countries may have greater access to many of these technologies at present, many
technological innovations provide ‘leapfrog’ opportunities for less developed countries to capitalize on new

and changing markets. For example, regions with no previous dense telecommmunications networks, such as
Africa, have benefited more than those countries which already had fixed-line telecommunications.

The evidence of change

Global internet L.

users in 2000; - 360 million

Global internet -1
oo [ 2.4 bition

The global value of the ‘app economy’ is projected to be

USD151 BILLION EUL

BY 2017.%

of the digital data in
the world today was
created in the last
two years.*!

Hon Hai/Foxconn (a major Chinese electronics manufacturer) plans to introduce 1 million robots
into its manufacturing processes in just three years.* a

SRR ENEd

=100,000

| | | | | | | | - . - .
== == == == == == == == == ==
Survival is less certain in a technologically-enabled Already, cyber attacks account for USD300 billion to
world, creating major challenges for governments in USDT1 trillion in global losses.*
the areas of economy and employment.

75 YEARS

Average number of years a
company spends in the
S&P 500 index*

15 YEARS
5 YEARS
| |
1937 2011 2025 USD300bn| USD1tn!

(KPMG PROJECTION)
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In the developing world, many things were just not possible before modern
technology —itis often about providing services that were lacking rather
than improving the quality of services which were already available.

Trevor Davies,
KPMG Partner
The consequences of enabling technology
010110 0§ 1 |
110011 [ § 0§ 0}
101000 I B .
NI
Transformation of Big data The boundary between what is Change of security and
communication considered public and what is policing to focus on dealing
considered private is blurring with cyber crime
New social A new future Transportation
service models for manufacturing transformations

Case study pp

Cyber security:
An emerging threat

The digitization of so many aspects of people’s lives and businesses presents an enormous opportunity for improved efficiency and
productivity, but it also presents a significant new type of risk in the form of cyber security challenges. Governments will face pressure
to protect their citizens, their own operations and the security of their nations from threats not seen before.

The European Union Institute for Security Studies predicts that “over the next two decades, the cyber sphere is likely to become an
arena of conflict and tension between states of all political stripes, not least among those for which cyber security is a key component
of intelligence and military strategy, and also between individuals or private companies.”*® This trend also exposes critical infrastructure
to threats from both enemy states and non-state actors in a new manner.“¢ Cyber actions can infiltrate nuclear plants or disrupt financial
systems.#” As the security dimensions of global internet connectivity become increasingly salient, the traditional neutrality and
stakeholder governance model of internet governance will need to change.*®

Implications and responses

* As threats easily transcend national borders, emerging cyber security threats call for international cooperation and information
sharing, especially during a crisis.*

e Most countries that have established cyber security as a priority have created some form of coordinating body to manage
responses, though the departmental responsibility varies.®
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Implications for governments
What governments need to change?

Governments may need to:

@. ¢ Think, plan and assess more rigorously the impact that enabling technology will have on a nation’s
[ ] economy, industries and markets, including the risks arising from an increased rate of economic,
industry or market obsolescence.

-~ ® | everage advancements in technology to develop evolved channels of service delivery that are
’%‘ integrated, quicker and more scalable.

e Address higher cycle rates of skills obsolescence with employment and workforce dislocation
consequences through re-skilling training programs.

Developing country governments may need to:

= * Consider how enabling technology can provide ‘leapfrog’ opportunities that can bypass
‘ﬂf-" intermediate technologies and/or legacy systems.

How governments need to change?

Governments may need to:

¢ Plan for new and emerging technology impacts:

ny

y —X
-

— positive impacts require a plan for skill development in new and emerging areas such as the
‘app economy’

— negative impacts require a plan for employment skills obsolescence and workforce dislocation.

e Use big data to extract value out of existing data assets to better inform and target decision-
making, service delivery, etc.

¢ Use new and emerging technology, including social media, to communicate both to and from the
citizenry.

e Position themselves as an early adopter of technology rather than a follower, thus requiring a
commensurate shift in risk appetite.

Consider structures that facilitate the early adoption of proven technology as a priority.
For instance, making the Head of Technology a senior post.

@ e Emphasize training for government executives to increase their awareness of new technologies
and innovations.

e Ensure access to leading thinking on new and emerging technologies, technology trends and
the relevance to governments, for instance, investing in research institutes attached to leading
universities.
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Global heatmap by year of mobile 4G (LTE) deployment”

2009 2016

Note: LTE is Long Term Evolution, a 4G mobile communications standard (source: Oxford dictionary).

Case studypp

Aadhaar:
Unique Identification Authority of India

In India, the Unique Identification Authority is leading a significant effort to use biometric information to create unique and secure
government records for its citizens. The goal is to create a 12-digit secure identification for at least 600 million Indians within five years.%?
The impetus for the effort is the tens of millions of Indians without any formal registration document or birth certificate who can use the
new Aadhaar unigue identifier to access government services or other core services like mobile phones and bank accounts.

However, during its next phase, the Aadhaar program may also be able to act as the foundation for a deeper modernization of Indian
public services, if the public sector chooses to embrace the opportunity. For example, Aadhaar numbers are being used as the basis for
managing direct cash transfers to the poor,® and removing administrative barriers to access a range of other social and private services
(such as telecommunications and banking).%®

If the Indian government is successful in integrating Aadhaar with a wide array of government programs, the benefits to government
and society would be substantial. A 2012 study found that the internal rate of return to government on its investments in the scheme
would be just over 50 percent in real terms.%®
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Global rpg_gatrend #4
Economic interconnectedness

he interconnected global economy will see a continued increase in the

levels of international trade and capital flows, but unless international

conventions can be strengthened, progress and optimum economic
benefits may not be realized.

For governments, the trend toward further economic interconnectedness brings significant potential and a
major push toward global free trade could shift 650 million people out of poverty over a 10-20-year period.®’
However, there are also new challenges as economies are increasingly connected to risks beyond national
borders. These risks not only move quickly, they also defy the scope of national regulation, demanding
international cooperation. As the trend toward increased economic interconnectedness is expected to
continue, governments throughout the world will need to ensure that they have the policy frameworks in
place to capture the benefits of trade and manage the risks.

The evidence of change

Global trade as a share of GDP
increased from:®

Global Foreign Direct Investment stocks have

QUINTUPLED

|
|
|
Global growth in trade is :
projected to continue at | asashare of GDP,
~ 40° i .
~40% QR : from approximately 6% to 30%.%°
|
0/. |
|
0
|
|
ANNUALLY
N
|

1980 2011 through t0 2030.%

~ 63%

1980 201

Asia’s share of global

exports is expected to 0
NEARLY DOUBLE TO 0

of reciprocal trade agreements currently in force
by 2030." have been introduced since 1990.%

The consequences of economic interconnectedness

& b

\

Trade and investment Increasingly complex Declining barriers Greater risk for international
continue to trade and investment to trade (economic/financial)
increase growth relationships contagion events
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Implications for government
What governments need to change?

Governments may need to:

Manage the interconnected risk (contagion) related to the financial sector and market failures
while continuing to encourage growth in trade relationships.

@. ®
Y

\\\ ¢ Align their national regulatory regimes and systems with international regulatory regimes.
= V.,

Be more fully aware of the economic impacts arising from interconnectedness, such as tax
regime ‘arbitrage’ and the increasingly global markets for:

— high-end skills and labor
— research, innovation and new technologies

— capital investment flows.

How governments need to change?

Governments may need to:

( e |Implement strategies to enable better, broader and quicker alignment of national regulatory
B.'.'"‘-! regimes to international regulatory regimes, and national market supervisory norms to
international market supervisory norms.

Developing country governments may need to:

—=_ e Update their structures such that they are consistent with internationally professional regulatory

= .
mEEE regimes.

Hi
l}.

@ ¢ Develop increased skills for aligning national policy based on international agreements.

= J| FY e

141

w
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Participation in regional trade agreements (RTAs)"”

World Trade Organization (WTO)
Participation in goods and services RTAs

0 1 - 0

“ No part of our interconnected
world is immune. The crisis is
global, and the way out must also be
global. By working together, we can
make the whole of our policy actions
more than the sum of their parts.®

Christine Lagarde,
IMF Managing Director

|l|
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Case studypp

Deeper integration:
The Trans-Pacific Partnership

The Trans-Pacific Partnership (TPP) is a trade agreement currently under negotiation between 11 countries on both sides of the Pacific
(Australia, Brunei, Chile, Canada, Malaysia, Mexico, New Zealand, Peru, Singapore, the United States and Vietnam are currently
members, with Japan having recently received approval to join negotiations). The TPP represents the largest ‘regional’ trade agreement
currently under negotiation, though it is not the only one currently in progress — member countries are also involved in the Pacific
Regional Comprehensive Economic Partnership, the Pacific Alliance and agreements with the European Union.%® If Japan and South
Korea were to join, as some predict, member countries would represent 40 percent of world GDP and about 27 percent of current
world exports.% |t is a demographically and economically diverse group of countries, with GDP per capita at purchasing power parity
ranging from USD3,000 in Vietnam to USD60,000 in Singapore.®”

The 29 chapters under the TPP negotiation would liberalize trade and goods and services as well as investment well beyond what

has been achieved in other previous trade agreements.® In addition to tariffs on goods, the agreement would cover services and
investment, and traditionally domestic policy areas such as government procurement, intellectual property, agriculture, environmental
issues and telecommunications.® Regulation of patent protection for pharmaceuticals, for example, see interests in stronger patent
protection balanced against interests in access to more affordable generic pharmaceuticals to manage healthcare costs.”®

The TPP is an ambitious agreement whose impact could have even larger influences on the shape of economic interconnectedness
over time. It involves a clear effort to expand the international trade rulebook, and it is open-ended with a goal of expanding membership
over time.”" If, as expected, the TPP launches further growth to a larger trade agreement with broader coverage through the region, it is
expected to increase world trade by 12 percent by 2025.72 The results could be more significant if the groundwork leads to a renewed
investment in the WTO framework.
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Global megatrend #5

Public deht

ublic debt is expected to operate as a significant constraint on fiscal and
policy options through to 2030 and beyond. Governments’ ability to bring
debt under control and find new ways of delivering public services will affect
their capacity to respond to major social, economic and environmental challenges.
As KPMG International research has shown, contrary to widespread belief, today’s public debt problems
did not simply emerge out of the global financial crisis and the stimulus spending that followed. Most major

economies had already amassed sizable debts before 2008 and were posting budget deficits in the five+
years preceding the global financial crisis.” This position made the road back to prosperity a much longer one.

The evidence of change

Public debt in developed
countries has ballooned
over the past half decade.”

If current trends
continue, global
levels of net public
debt are setto reach.

98%

of GDP by 2035.75

Net debt-to-GDP ratios
(% of GDP) have increased:

|
|
|
|
|
|
|
|
|
|
|
|
2007 2013 I
(Estimated) !
Status quo projections for 2035 would

see net debt rise to an average of:" By 2030, population aging will drive up health and

pension spending by a projected:

_133% of GDP in the Eurozone 4 40/
" 0 of GDP in developed countries
213% of GDP in the US

0
386% of GDP in Japan 3.2 /0 of GDP in developing countries.”

The consequences of public debt

I N A

J)

Increasingly Increased Reduced capacity Population aging Limited potential
important exposure to to address future exacerbating to meet growing
international and global market international public debt demand for new
intergovernmental risks economic/fiscal services
fiscal relationships financial shocks
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Implications for government

What governments need to change?

Governments may need to:

@. e Particularly in the developed world, focus on restoring government balance sheet health

through surplus or balanced budget settings and improved fiscal sustainability settings once
world economic growth levels have stabilized. This will inevitably involve both a revenue and
expenditure-side assessment.

Have tighter and greater control over expenses.

Improve fiscal measurement so that separate structural budget settings are readily identifiable
from other budget measures. For instance, budgets that are required for nation-building
infrastructure or debt retirement.

Put in place independent mechanisms for fiscal policy settings that balance the sovereignty term
of elected government against the balance of prudent medium to long-term fiscal planning. For
instance, the ‘Fiscal Compact’ requires Eurozone member states to place key fiscal restraining
limits into their national constitutions in order to better ensure balanced budgets and the
adherence to debt ceiling protocols.

How governments need to change?

Governments may need to:

=
i

—_—

- .- ..
)
EEEEEE

¢ Implement intergenerational cycle fiscal sustainability initiatives, including:

— the preparation of periodic intergenerational reports
— the preparation of periodic national infrastructure priority plans

— the establishment of an insurer-of-last-resort provision.

e Establish independent fiscal advisory bodies that advise political leaders and focus on the

quantum of spending, thus enabling governments to focus on the quality of spending.

@ e Ensure sufficient financial understanding and awareness for political leaders.

Governments need to demonstrate a greater commitment and capacity to control
their own finances and to live within their means. Itis not about the size of government
spending or the extent of social welfare or the level of entitlement spending that a

nation’s citizenry wishes to embrace. It's about the affordability of that embrace.

Nick Baker,
KPMG Partner
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General government gross debt in 2013”

Percent of GDP
] No data B 50-75%
[J Lessthan25% M 75-100%
0 25-50% Il 100% or more

Note: While net debt was used previously in this chapter, many governments do not post these figures.

As such, we have used gross debt here.

“ It will take decades to lower
public debtto where it was
before the crisis or, in any case, to
levels that do not expose countries to
risk. But the taskis notimpossible and

good shortcuts are not available.”

Carlo Cottarelli,
Director of the IMF's Fiscal Affairs Department
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Case study pp

Public debt
in the United Kingdom

By the time the global financial crisis began in late 2008, the UK had already posted seven consecutive annual budget deficits. Public
finances quickly deteriorated further. Net public debt soared from 38 percent of GDP in 2008 to an estimated 86.1 percent in 2013.

Like so many advanced economies, stimulus measures and financial sector support “prevented the worst case scenario, but ... also
extended the time frame over which imbalances would be unwound.”&

Significant challenges remain. Net-debt-to-GDP ratios are not set to peak until 2016 when they will reach 93.2 percent of GDE according
to IMF estimates.®' Debt interest payments will continue to squeeze program expenditure. Between 2011/12 and 2017/18, the share of
spending devoted to servicing central government debt is forecast to rise from 7.4 to 10 percent.®?

Until now, the UK has benefitted from low borrowing costs. However, interest rates remain sensitive to the reversal of quantitative easing
and reduced investor confidence. Even a 1 percentage point rise in interest rates in 2013/14 would, by 2017/18, have added an extra
8.1 billion Great Britain pounds (GBP) to yearly debt servicing costs (see Figure 2).% Fiscal consolidation is needed while rates are still low.

Figure 2: The projected impact of rising interest rates on debt servicing costs
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Yet important steps have been taken towards achieving fiscal sustainability. Recognition of growing pension liabilities caused by
population aging has seen a number of reforms. Mandatory retirement ages have been abolished. The eligibility age for state pensions
has been raised.

The creation in 2010 of the Office for Budget Responsibility (OBR) signals a greater commitment to improved fiscal planning. The OBR
is charged with producing independent economic forecasts and long-term assessments of the health of public finances. It has already
been credited with depoliticizing the economic analysis used in the budgetary planning process.
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__Global megatrend #6
Economic power shift

merging economies are lifting millions out of poverty while also exerting

more influence in the global economy. With a rebalancing of global power,

both international institutions and national governments will need a greater
focus on maintaining their transparency and inclusiveness.

Driven by trade liberalization, economic reforms and freer movement of capital and technology from

the developed to the developing world, emerging market economies (which include China, India, Brazil,
Russia, South Africa, Mexico, Indonesia and others) are becoming increasingly important players in
international finance.?* This shift in economic power has not been without its challenges. As nations have
acquired more wealth, many have also experienced growing inequality within their borders.

The evidence of change

Developing countries
will be home to 440 of
the world’s fastest
growing cities,
generating

47%

of global GDP growth
through 2025.%

Developing countries
will account
for an estimated

57%

of global GDP by 2030.%

By 2030, China and India will account for v

phiditidit

of global GDP.¥’

Over the next five years, acquisitions of foreign
companies by Chinese firms are setto

370/0 ; double,

Today, developing
countries account for

of global trade.
by 2020 they could

89
| |
quadruple
‘South-South’ flows make up roughly half of that total.® _
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Emerging powers ... are ]
no longer policy takers.
These countries now increasingly
influence the pattern and scope of
International trade, creating new
supply and demand pulls and flexing
their influence in international
organizations.®

Pascal Lamy,
Director-General, WTO

i |, 3
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The consequences of economic power shift

' =

The ‘global south’ Emerging Innovation as the Increased consumption
as the engine multi-polar source of base driving economic
for growth world order sustaining growth opportunities
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Implications for government
What governments need to change?

Governments may need to:
@. e Foster a greater understanding of a nation’s economic comparative advantage in a
s  post-power shift world.

\.\\ e Adopt a different approach to regulating financial capital flows and investments to reflect
= the shift:

— from publicly owned multi-national corporations investing in foreign countries to
government-owned corporations undertaking direct investments in another foreign state.

¢ Develop clear policies supported by regulation related to foreign-government ownership of
key national assets and resources.

Developed country governments may need to:

.\\ e Focus on new and emerging markets and market access, including possible trade agreements,
= trade visits and the establishment and/or expansion of trade offices in a range of new countries.

How governments need to change?

Governments may need to:

¢ Review how to manage direct foreign investment of their national assets.
e Consider how to assist in adjusting the national economy in a post-power shift world.

e |mplement strategies to attract inward investment, including favorable tax and business
policies and education for key skills.

— Broaden their participation in international trade agreements, including bilateral and multilateral

mmmsms  trade agreements.

@ e Build up skills in medium to long-term economic modeling and scenario analysis of
comparative economic advantage in a post-power shift world.

Some developing country governments may need to:

am_ Set up foreign investment review boards.

“ I'm convinced that the essence of globalization today provides the
world with many more opportunities than risks ... However, if these
positive forces of globalization are to benefit everyone, we have to create a new
balance of power:in world trade, in the consumption of resources, in education,
inthe fight against AIDS and in state finances. To putitin a nutshell, we need a
global economy which complies with the rules of a fair regulatory framework.*

Angela Merkel,
Chancellor of Germany
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Economic growth of BRIC countries in 2030

Developed countries: BRIC countries:
@ Real GDP 2010 @ Real GDP 2010
~ Real GDP 2030 @ Real GDP 2030

@ russn

EU 27 ||

us

Case studypp

China in Africa

Between 2000 and 2011, trade between China and Africa has grown in value from USD10.5 billion to USD 166 billion.* As a result,
China has now overtaken the US as Africa’s largest trading partner.®* In the same period, China has also substantially increased its aid
to the continent, committing roughly USD75 billion and equaling nearly a fifth of the total flows reported by Western governments.
Finally, while a large part of this foreign investment has been directed to natural resource extraction, in the last decade there has been a
broadening towards more investments in telecommunications, construction and banking.®

The expansion of China into Africa has served its political and economic interests — namely securing energy and other resources for its
booming population — but has also been essential to providing Africa with much-needed technology and financial resources.®” However,
some have criticized China for importing oil and raw materials while flooding Africa with inexpensive textiles and clothing that are
endangering the survival of African manufacturers.%

The Forum for China and Africa Cooperation (FOCAC) has helped promote a more trusting and mutually beneficial relationship between
the regions. Through FOCAC negotiations, China has allowed Africa an increasing amount of products into China duty-free, especially from
least developed countries.®® The 2013-15 FOCAC action plan also includes agricultural cooperation and technology transfer initiatives.'®

A report on Sino-African relations from the Centre for Global Development (CGD) explains that China's actions in Africa have been
shaped by its own experiences of development.'® For example, Special Economic Zones, which have been used successfully in
China, are an approach the Chinese are now helping to replicate in Africa. CGD asserts the importance of such South-South learning
experiences cannot be overestimated.'?

As the relationship between China and Africa intensifies, a key issue in many countries will be improving governance. For instance, in
some countries with weaker institutions, infrastructure projects financed by the Chinese are not always subject to competitive bidding
and specifics on the nature and terms of financial assistance are frequently opaque at time of signing.’® Enhancing transparency in
China'’s African operations will be necessary to maintain goodwill and promote stronger ties in a continent of rising economic strength
and opportunity, and one which will be increasingly courted by other emerging powers in the coming decades.
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Global megatrend #7
Climate change

ising greenhouse gas emissions are causing climate change and driving a
complex mix of unpredictable changes to the environment while further taxing
the resilience of natural and built systems. Achieving the right combination of
adaptation and mitigation policies will be difficult for most governments.
The complexity and uncertainty associated with climate change often paralyzes government action at the
national and international levels. However, combating climate change will require unprecedented levels
of multilateral cooperation to prevent the worst effects of rising CO, levels in the next century. This will

also require immediate efforts to ‘climate-proof’ communities for the effects of climate change that are
already locked-in.

The evidence of change

Emission levels are too high— I By 2050, costs of extreme weather ! Adapting to a 2°C warmer world by
already 14% higher than the | could reach up to 1% of world GDP | 2050 will require investments of
estimated emission levels | per annum.'®

|
required to meet the 2020 goal.™ ! USD70-USD100 BILLION PER YEAR."®

I
I I
I I
CURRENT | :
CO, LEVELS | |
oo m 1 USD720 MILLION, @&
L CO, LEVELS | !
TO MEET !
2020 GOAL | |

: : usp70B! usD100B!
1 1

With a warming of 2-3°C: With a warming of 3-4°C, up to

200 MILLION PEOPLE

The Amazon rainforest  Irreversible melting of 20-50% of species could become permanently
could dry up. the Greenland ice would be at risk of displaced due to rising sea levels,
sheet could occur. extinction.'” flooding and droughts.!®

' =50 million

THE DEVELOPING WORLD WILL SHOULDER  LOCAL MITIGATION EFFORTS ARE
INCREASINGLY IMPORTANT

75 800/0 Cities account for
|
of adaptation costs, with East 60 = 80 /o

Asia "f‘"d Pacific regions . of energy consumption and are
carrying the highest costs. responsible for the same portion
of global CO, emissions."
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All'across the world, in every kind of environment
and region known to man, increasingly dangerous
weather patterns and devastating storms are abruptly
' ng-running debate over whether
eisreal. Notonlyisitreal,it's here, -
iving rise to a frighteningly new global

e o phenomenon: the man-made natural disaster."
=

b Barack Obama,

S y 44th President of the United States

The consequences of climate change
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Unpredictable, dramatic The challenge of global Pressure to adapt to A greater role
ecosystem impacts cooperation ‘locked-in" effects of for cities

global warming
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What governments need to change?

Governments may need to:
e \Nork more vigorously internationally to set targets and carbon pricing and subsequently
implement actions to hit agreed targets.

e Allow a greater role for cities through local policies or programs to address climate change
impacts.

e Recognize the increased imperative to reduce carbon usage at national levels through policy
(e.g. carbon trading system), regulation (e.g. carbon taxing and/or pricing signals) and/or
programs (e.g. promote carbon reduction behaviors).

e [nstitute long-term plans that include mitigation strategies for increased extreme weather
events.

— This will be particularly important for the world’s ports, which are responsible for handling the vast
maijority of world trade and will be particularly at risk for storm surge damage and rising sea levels.

e Further reduce their economic reliance on carbon, for instance, investing in renewable energies.

How governments need to change?

Governments may need to:

e Design long-term plans for climate change that include:
— strategies for reducing their economy’s reliance on carbon

— mitigation strategies for increasing extreme-weather events, particularly in coastal megacities
that are especially susceptible to rising sea levels

— where necessary, strategies to address the displacement of people caused by climate change,
including the need for intercountry resettlements.

e Actively participate in international and regional forums focused on carbon pricing and reduction, etc.

(IQ 2013 KPMG Intéﬁonal%peraﬁve (“KPMG International”). KPMG International p{ovides no clie_{icesan-d is a Swiss entity with which the independent member firms of the KPMG network are affiliated.
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Projected CO, emissions in 2030
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Case studypp

City of Rotterdam’s
climate adaptation initiative for climate change

Historically, Rotterdam’s advantage has been its location on the delta of the Meuse and Rhine rivers, making it home to Europe'’s
busiest shipping port."® However, with 90 percent of the city sitting below sea level, Rotterdam faces significant obstacles to stay afloat
in the face of sea-level rise and flooding brought on by climate change.”* The city is turning this challenge into an opportunity to become
a global leader of water and adaptation innovation through its mission to become ‘100 percent climate proof’ by 2025. Rotterdam is
steering its climate adaptation initiatives with public engagement, cutting-edge research from its local institutions and subsidies to
incentivize ‘green’ practices among its 600,000 occupants. A central objective is the 50 percent reduction of harmful CO, emissions by
2025."5

To that end, sustainable transportation policy has given cyclists right of way in traffic, with separated paths to privilege bicycles."®
In an effort to support rooftop gardens, which absorb CO, and rain, and reduce the urban island temperature effect, the city offers
a 50 percent subsidy for their construction. Since 2008, there has been an average of 40,000 square meters of rooftop gardens
constructed per year."”

To control the future effects of extreme flooding the city has invested in a range of innovative rainwater storage solutions. For instance,
a newly built parking garage incorporates a 10,000 cubic-meter underground rainwater store."® Another solution involves stratified
public squares that serve both as community centers and water stores during heavy weather. New floating communities on the
waterside near the coast are not only architecturally innovative but also attractive to new businesses.'®
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Global megatrend #8
Resource stress

he combined pressures of population growth, economic growth and climate
change will place increased stress on essential natural resources including
water, food, arable land and energy. These issues will place sustainable
resource management at the center of government agendas.
By 2030, significant changes in global production and consumption, along with the cumulative effects of
climate change, are expected to create further stress on already limited global resources. Stress on the

supply of these resources directly impacts the ability of governments to deliver on their core policy pillars
of economic prosperity, security, social cohesion and environmental sustainability.

The evidence of change

The population is growing and so is the middle class:

II 0%

INCREASE
2010 2030

40%

Estimated global gap
between water supply
and demand by 2030.'

in food production will likely
be necessary to feed this

more demanding population.'®

TooAY
2030 [

The International Energy Agency
projects an approximate 40% increase
in global energy demand by 2030.'2

DRIVEN BY Economic growth Population growth Technological

advancements
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If nothing is done we will run
out of water faster than we
will run out of oil.'?

Both growing demands and unstable production patterns due to
climate change will cause global food prices to double
between 2010 and 2030.'%

(=]
S
N
About
more people will live in areas of water
stress by 2030 in a business-as-usual §
scenario.' o N
=200 million
é
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T
Food and agricultural Increased Energy demand Competition for Increased risk of
pressures water demand on the rise metals and minerals resource nationalism

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.

43



44 Future State 2030:
The global megatrends shaping governments

Implications for government
What governments need to change?

Governments may need to:

e Establish better data and monitoring both of demand side and supply side metrics related to food,

Ceo
@ water, energy and other mineral resources.

e Collaborate with supply side resource producers, suppliers and stakeholders to address supply
security (for food, energy, water, etc.) and drive supply side efficiencies in extraction/production
and distribution.

¢ Collaborate with demand side users and stakeholders, particularly citizens, to address demand
level management and drive other demand side efficiencies.

e Adopt horizontal policy and planning approaches to identify efficiencies given the highly
interrelated challenges of food and agriculture, water and energy.

e Actively participate in international and regional forums related to food, energy and water (for
those countries that have sharing agreements of water resources with neighboring countries)
to avoid hoarding and the need for emergency national reserves of key resources.

\.\\ ¢ Employ heavier enforcement of legislative/regulatory control should current tactics prove to be
= an ineffective tool in managing resource stress.

2 ° Build additional public infrastructure to support climate change efforts, particularly as it relates
%’ to the challenges of water security (i.e. clean water production and water storage capacity).

How governments need to change?

Governments may need to:
_Q - e Ensure that rules and protocols around the sharing of resources across net importer and
Y exporter countries in times of stress are established well before the situation arises.

¢ Develop strategies for both reducing demand and increasing supply of resources.

= e Actively participate in international and regional forums to address the interrelated issues of
EnEnEn resource stress.

¢ Implement new and revised models of collaboration with resource suppliers including
cross-government and/or the private sector.

@ Hone public-private sector relationship engagement and management skills to better deal
with food suppliers, etc.

“ Sustainable peace depends as much
on sustainable development as it

does on arms reduction, conflict resolution

and security measures. This is because the
root causes of conflict can so often be traced
back to inequitable access to development

opportunities and to natural resources.'®

Renata Lok-Dessallien
UN Resident Coordinatorin China
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Projected global water scarcity in 2025
] Not estimated B Approaching physical water scarcity

[ Little or no water scarcity [l Physical water scarcity
[ Economic water scacity

Case studyp

The Guarani Aquifer

Lying underneath an area that spans parts of Brazil, Paraguay, Uruguay and Argentina is the Guarani Aquifer System, a hydrogeological
reserve potentially containing enough freshwater to supply the world's population for 200 years.'?® At 1.2 million square kilometers, the
Guarani is currently the source of drinking water for 15 million people, primarily in Brazil.'?®

Given projected increased demand for water and stress on supply in the region, the aquifer represents an essential strategic resource
that requires careful management.™° Karin Kemper, a water resource specialist with the World Bank has described the Guarani system
as “a striking example of an international water body threatened by environmental degradation. Without better management, the
aquifer is likely to suffer from pollution and rapid depletion.””® The need for four countries to cooperate and coordinate management of
this shared resource makes such protections all the more challenging.

Spurred on by assistance from the World Bank’s Global Environment Facility and the Organization of American States, the four
countries that share the Guarani Aquifer have taken significant steps towards a multinational governance model to manage the long-
term sustainability of the aquifer. This effort represents a positive example of cooperation efforts beginning before pollution or depletion
reach critical levels.”? In 2010, the countries signed the Agreement on the Guarani Aquifer, institutionalizing a cooperative governance
model that includes regional, national and local elements.'®

The need for multinational governance approaches will only increase in importance as resource stress pressures accelerate over the
coming decades. If the Agreement on the Guarani Aquifer is to serve as a model, it will need to continue to evolve in the face of changing
circumstances. In particular, enhanced efforts to monitor and manage the impacts of agriculture activities on the ‘recharging’ of the aquifer
will be essential to future success.'* Furthermore, the new risks and challenges posed by climate change could place stress on the
Agreement and other multinational governance arrangements such as Canada-US shared governance of the Great Lakes.™®
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__Global megatrend #9
Urbanization

Imost two-thirds of the world’s population will reside in cities by 2030.%

Urbanization is creating significant opportunities for social and economic

development and more sustainable living, but is also exerting pressure on
infrastructure and resources, particularly energy.

While most urban growth will occur in developing countries, ensuring growing cities are properly
managed will also be a priority for governments in developed countries as they strive to maintain
competitiveness in the face of growing global competition. One of the greatest challenges that policy
makers around the globe will face will be monitoring the process of urbanization and managing growth
sustainably while ensuring adequate access to housing, water and energy for all citizens. Equally
important will be awareness of the social and service-oriented impacts of urbanization, both positive (e.g.
efficiencies of serving more concentrated populations) and negative (e.g. rural-to-urban dislocations, loss
of family cohesiveness, homelessness and stresses that enhance needs for mental health and other
types of services).

The evidence of change

of all urban growth in the next
20 years will take place in
of the world’s population will Africa and Asia.’®

live in cities by 2030.
Up from 50% in 2013."

2013 IS 50%
2030 I 60%

The top 600 cities by GDP growth:'

b.

Are home to just over Generate USD34 trillion, or Are projected to nearly double
20% of the world’s more than 50%, of global GDP. their global GDP contribution
population. to USDG5 trillion by 2025.
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The number of megacities (population 10+ million) will increase from:'®

20 TODAY =) 37 IN 2025

One building = two megacities

Global infrastructure costs to keep pace with 1 billion people currently live in city slums.

urbanization have been estimated at USD41 trillion P ®
between 2005 and 2030."' * w * w *

If insufficient action is taken to combat urban
poverty, this figure could double by 2030.'2

fnl =200 million

The consequences of urbanization

J B

ﬁ%ﬂm

Urban growth driven Interrelationship between Large-scale urban Urban poverty pressures
by developing world built environment and infrastructure needs including growing populations
natural environment living in informal settlements
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What governments need to change?

Governments may need to:

Develop integrated, long-term infrastructure plans for cities and regions that:
— consider a 50+ year view of population/urbanization growth
— are multi-faceted, multi-disciplined and integrated in terms of their formation and focus.

Better manage urbanization through balancing hard and soft infrastructure. For instance,
whether people drive:

— from home to work, requiring greater investment in transportation
— work from home, requiring greater investment in technology.

Ensure that city population growth aligns to economic growth and government service delivery
capacity.

Put into practice a fully empowered jurisdictional model whereby the government jurisdictional
level that has the responsibility and accountability for service delivery also has the constitutional
rights to taxation revenue mechanisms, which are commensurate with that responsibility.

Develop service delivery models that take advantage of the efficiencies gained from a greater
concentration of people and address the social challenges arising from urbanization.

How governments need to change?

Governments may need to:

Devise a long-term master plan that aligns transportation and utilities infrastructure, and a range of
services such as education, health and municipal levels of services.

Ensure that, for each level of government, the resource demands of their jurisdictional
responsibilities, rights to revenue and incentives are aligned.

Formulate cross-jurisdictional and cross-governmental planning forums and mechanisms that
support integrated planning.

Developing country governments may need to:

Build up robust city management skills in areas of economics, planning, infrastructure and
transportation, etc.

Growth and urbanization are intricately linked and go hand in hand,

but policies atthe national, state and local level need to be aligned and

supportive of urbanization if national governments want to harness
the true potential of urbanization for boosting shared prosperity and
eradicating extreme poverty.
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The 20 largest cities in 2030™

Urbanization from 1980 to 2030 i _ ,
(population in millions) wm O Slowgrowing @ Rapid growing

-
Istanbul

Los Angeles-
Long Beach-
Santa Ana

14

Mexico City
22

‘Shanghai

Manila
17

Kinshasa
18

Séo Paulo _
Buenos Aires
14

Case studypp

San Francisco Bay Area

The challenges and opportunities presented by urbanization have led to a heightened interest in smart growth: an urban development
concept that places human and social capital and environmental interest at the heart of building prosperous communities. While numerous
cities have eagerly embraced the concept in the last several years — from New York City to rural towns in Xinjiang, China — the San Francisco
Bay Area has positioned itself as a leader in this new wave of urbanism.

In the most recent showcase of the region’s commitment to smart growth, the nine-county Bay Area has come together to devise the
‘One Bay Area’ initiative — an integrated long-range transportation and land-use/housing plan to support a growing economy, provide more
housing and transportation choices and reduce pollution.™*

Effectively accommodating the region’s growing population, which is expected to increase from 7 million inhabitants today to 9 million by
2040, has been a key driver of the project.’*® However, according to the plan’s developers, the explicit focus on sustainability can be directly
linked to California’s ambitious environmental goals, which aim to reduce GHG emissions to 80 percent below 1990 levels by 2050. These
goals are enshrined in state law, which, through the Sustainable Communities and Climate Protection Act of 2008, require the Bay Area to
eliminate GHG emissions from cars and light trucks by 7 percent per capita by 2020 and by 15 percent per capita by 2035.6

ICT has played a crucial role in facilitating these targets and contributing to smart urban development. For example, every parking space
in San Francisco allows residents to monitor available spots through a mobile phone application, leading to reduced carbon emissions and
congestion while also generating useful traffic data that can inform future development.™’

Through its newest experiments with converted streetlights, San Francisco is also working toward a digitally integrated network of city
operations and infrastructure in which services are organized around real-time data sharing. In one pilot currently underway, streetlights
will be used to remotely read city-owned electric meters and transmit data from traffic lights and cameras. A second pilot will test ‘adaptive
lighting’ that can be dimmed or brightened in response to sensors that register pedestrian activity or traffic volume.'®

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.



© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity wi mber firms of the KPMG network are affiliated.







52 Future State 2030:
The global megatrends shaping governments

Conclusion:
Analysis of megatrend impacts

he research results clearly project a challenging future in which

governments across the world will need to take action to address

megatrend-driven risks and capitalize on megatrend-driven opportunities.
Governments can choose to either stay the course and attempt to deliver on core
responsibilities within the current business model, or they can adapt and adjust to
the new operating reality that is emerging as a result of the nine megatrends.

Successful jurisdictions will adapt. Their governments will look different in 2030
than they do today through well considered actions, taken sooner rather than
later. They will be the ones that continue to deliver for their citizens.

In presenting the high-level business impacts to governments, our analysis
finds that — on a global basis — certain areas emerge as being more pervasive.
A summary of these trends is presented below.

What governments need to change?

C. Changes in policy include:

@R 1. The growth in the engagement of national governments in international, regional and

jurisdictional forums where many of the interconnected and difficult issues confronting
governments will need to find voice and resolution.

Certain megatrend consequences are more global in terms of their scope and thus better
managed from an international co-operative perspective, which links in to national and sub-
national government priorities.

For example, while there have been ongoing efforts to coordinate global responses to combat
climate change, these will need to be accelerated to prevent the most devastating impacts of
rising CO, emissions.

2. The growth in the quantity and quality of evidence-based policy that governments will need
to have access to and which is also more deeply anchored in high-quality data and assisted
by strong skills in data analytics. This shift features in virtually every assessment of what
governments will need more of in a future state.

While many governments already have access to experienced and high-quality policy makers
and professionals, future governments will need to marshal and develop added skills that require
greater breadth of policy domain thinking and increased focus on the long-term versus the short-
termism and political expediency that currently dominate the decision-making process.

This shift is also driven by the long-term nature of the megatrend challenges which requires
governments to take a more deeply considered and well-evidenced path in order to find optimal
solutions and best comprise pathways. Fortunately, governments have already started to move
in this direction. For example, there has been a concerted effort to collect data on the issue of
intergenerational aging, from country-specific intergenerational reports to comparative studies
from the IMF and the Organisation for Economic Co-operation and Development (OECD). Today,
governments are using the available data to implement well-considered policy, regulatory and
program shifts and monitor the downstream impacts of an aging population.
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As the world becomes ever more multi-polar
and interdependent, multilateral solutions
are needed to fight the risks and reap the
rewards of integration.'*

Kemal Dervis,
former Head of the United Nations

\\\ Changes in regulation include:

= 1. Regulatory shifts that seek to encourage behaviors or behavioral change in order to mitigate
and manage downstream megatrend impacts where policy and program changes have been
ineffective.

While many governments already have these types of regulatory mechanisms in place, they are
likely to become more commonplace across a growing number of countries and governments may
need to shift from ‘informing’ and ‘advising’ to ‘banning’ and ‘penalizing’.

Examples of regulatory mechanisms in this area can vary significantly and cover a wide range of
actions:

e restricting or rationing water, food and/or energy (including electricity and fuels) during stress
events

¢ phasing out higher energy consuming technologies with more energy efficient ones, or cars of a
certain age to improve air quality and safety

e prohibiting the use of plastic bags that are not bio-degradable

e requiring construction (commercial and residential) to meet particular standards of engineering,
energy efficiency, water conservation, etc.

2. Regulatory shifts that seek to enforce market practices to align with government policy
priorities and choices.

Regulation abounds in many free market economies in order to establish and maintain prudent
market and key industry regulation, including controls over the extent and form of any foreign
investment. Governments may need to consider changes to existing regulatory frameworks
following shifts in investment and asset ownership approaches (for example, emerging from
certain developing world economies).

Regulation may also be an appropriate tool when addressing issues that are complex (e.g. resulting
from the interplay of multiple trends) or life-threatening, thus demanding stronger responses to
protect the interests of their citizenry.

For example, future regulation may be essential to protect against foreign sovereign states that
target the food producing or energy and resource assets of countries via direct asset ownership as
a first-line strategy to secure food and/or energy supply chains.
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'ﬁ.{" Changes in programs include:
7 1. Program shifts that seek to minimize a growing cost burden to governments by reducing unit
costs/prices.

This may be achieved in a number of ways, from the introduction of greater cost competition
between service providers to drive down unit costs, through to the introduction of co-payment
or co-contributory arrangements in areas such as healthcare (e.g. payments of pharmaceuticals).
For example, the UK government has updated its financing system for higher education —
which requires graduates to contribute more towards their education —to ensure its long-term
sustainability.°

Where possible, governments may even transfer the cost burden completely. For example,
governments can introduce universal whole-of-working-life pension arrangements to fund
retirements, thereby reducing the long-term aged pension burden for government.

2. Program shifts that seek to minimize a growing cost burden to governments by reducing unit
demand and/or capping total demand for government services.

This may be achieved in a number of ways, from preventative measures which treat the underlying
drivers of unit growth, through to implementing shifts in eligibility and entitlement which forcibly
cuts total demand to an overall level that the government assesses as being sustainable.

3. Program shifts that seek to take a more holistic long-term view of infrastructure systems,
encompassing both hard and soft infrastructure.

For example, governments in countries facing rapid urbanization, and consequently congested
roadways and transportation systems, will need to consider how best to balance citizens who
commute via transportation and those who telecommute. This may include greater investments
in technology to enable connectivity required for flexible working arrangements.
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Greater focus on and use of:

1. Long-term planning and scenario exercises: As many of the challenges and opportunities
brought on by the megatrends are long-term in nature, governments must adopt a long-term view
in their responses.

For example, prudent financial planning can be strengthened by incorporating long-term economic
forecasts and old-age dependency ratio projections. Infrastructure plans should take a 50+ year
view of population growth and factor critical infrastructure renewal assessments into the budgetary
planning process.

2. Behavioral insights: Behavioral insights can be used to encourage people to act in ways that can
proactively help mitigate or lessen the impacts of megatrend consequences.

For example, changes to food labeling can encourage healthier lifestyles, pricing signals can be
instituted to decrease water and energy consumption and building codes can be altered to improve
insulation, recycle water and/or enforce the use of carbon friendly materials, etc.

3. Outcomes and metrics: Ongoing program evaluation will help ensure that funds are allocated
to cost-effective programs. Evaluations should be supported by robust data collection practices,
guided by clearly defined outcomes and metrics, and allow for a consideration of alternative
program or service delivery options.

For example, to ensure the effectiveness of social programs, governments will need to pay
greater attention to results if they want to ensure that public funds are truly yielding a return for the
taxpayer.

4. Flexibility and ‘paradigm’ thinking: Governments must exercise continuous flexibility
and adaptability in their policy and planning capacity to address unexpected challenges and
opportunities in an evolving economic order. While continuous improvement and total quality
management (TQM) are ever present, governments will also need to consider strategies which
encourage out-of-the-box thinking and the pursuit of paradigms.

For example, overthe-counter service delivery models have either been replaced, or are rapidly
being replaced, by online and mobile communication service delivery models. These solutions not
only yield a more accessible and functional service, but are also cheaper and faster.

5. Technology adoption: Governments must overcome traditional barriers to technology utilization
that have too often promoted lock-in, high costs and slow adoption.

For example, governments will need to adopt new technologies in transportation, energy and
infrastructure to promote a lowercarbon future that can adapt to the pressures of climate change.

Technology has great potential to transform the delivery of public
services. [t will not always deliver massive costreductions, but it
can allow for much better results at similar costs.

Alan Downey,
KPMG Partner
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Shifts towards becoming more:

1. Internationally integrated: To ensure strategic alignment in an increasingly complex and fluid

global economic environment, governments may need to pursue structures that include:
e active integration with international partners, or
¢ increased cooperation with international institutions.

For example, as cyber threats are quick to go global, governments will need to work together
to address emerging cyber security threats. This includes establishing formal communications
channels that enable quick and clear collaboration, particularly during a crisis."

. Highly integrated: There will be a need for governments to better establish and implement more

highly integrated policy arrangements within and across relevant policy domains.

For example, as many resource stress issues are interrelated (such as the usage of water for
mining, food and energy production) or in some cases conflicting (such as the use of land for food
agriculture versus bio-fuel production), governments may need to institute multi-disciplined, multi-
sector and multi-jurisdictional arrangements.

. Locally empowered: \While much of the world lives in cities, local governments frequently lack

the funds and authority to meet their responsibilities. National and other sub-national levels of
government will need to work with local authorities and other partners to disentangle roles and
responsibilities to better position cities to properly address key challenges in their jurisdiction.

For example, local governments in cities such as Rotterdam are best placed to implement
programs that minimize and mitigate potentially serious climate change impacts that may not apply
to national governments on a whole.

. Networked: Meaningful collaboration with citizens, other levels of government, neighboring

regions and the private and non-profit sectors is essential to mobilizing the necessary knowledge,
capital and resources required to sustain key areas of government service delivery.

For example, various government departments and third parties will need to work together to
meet rising demands for integrated delivery in human and social services such as income security,
employment assistance, social housing, aged care and child welfare.

. Flexible and adaptive: Failure and change are essential to innovation, but it is important to ‘fail

fast’, learn lessons quickly and move on. Governments will need to be flexible and adaptive in
their planning to ensure they can facilitate greater risk taking and be responsive to unanticipated
situations, and learn from other jurisdictions.

For example, governments can build flexibility into their structures by taking advantage of virtual
teams and matrix approaches (rather than static and hierarchical organizations) to quickly marshal
resources to address specific challenges, particularly those that are more short-term in nature.

We need better and stronger, international and regional (and
national) requlatory mechanisms and controls ... provided
they're putin place to monitor the right things.

Mick Allworth,
KPMG Partner
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Greater capabilities and capacity in:

1. International awareness: Traditional domestic policy areas will increasingly take on
international dimensions, requiring government practitioners to incorporate knowledge of global
trends and impacts into their decision-making processes.

For example, the heightened global competition for people, business and resources as a result
of the shift in economic power means that national policy makers will need to be increasingly
aware of emerging international trends and strategies.

2. Financial sophistication: As governments struggle to do more with less, they will need
superior technical knowledge of financial administration and budgeting to ensure prudent
fiscal management, effective long-term planning and management of outcomes-focused
procurement strategies.

For example, the internationalization of capital markets — which can shape borrowing power and
tax revenues —is driving many governments to strengthen and harmonize both their financial
reporting alongside new reporting requirements for their firms.

3. Systems thinking: \While horizontal and vertically integrated structures and cross-functional
teams are one piece of the puzzle, the other is an ability for public servants to understand the
systemic interactions of policies and trends. In many instances this will require cultivating
partnerships between specialists and those skilled in integrated thinking.

For example, to build a regulatory framework for a disruptive technology such as 3D printing,
governments will need both a detailed understanding of the technology and an ability to
understand its potential societal and economic impacts.

4. Effective stakeholder engagement: \With the many and varied challenges facing governments
over the next two decades there will be an increasing requirement to institute more substantial
and varied stakeholder engagement and management strategies. Governments will also
need to explore greater use of new media, including social media, to engage in two-way
communication with a more demanding and vocal citizenry.

For example, sensitizing populations to governments’ fiscal challenges in many developed
countries will be critical as governments seek to realize debt consolidation strategies.

5. Risk assessment and change management: \\Vith a large array of complex risk issues to consider
and an equally demanding need for better implementation of ongoing change management
activities, governments will need to prioritize higher order risk management and change
management skills.

For example, the global financial crisis demonstrated (inter alia) the consequences of
inadequate risk assessment in an interconnected global economy. To address the subsequent
fallout, including a greater focus on provisioning strategies to better manage risks by setting
aside reserves for shock events such as economic downturns or environmental disasters,
governments will need strong risk management skills.
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Responding to megatrend impacts

The nature of the global megatrends — particularly the relationships between them, and consequently, the
resulting implications — demand a combined and coordinated set of responses. Each government will need
to craft country-specific changes to their business priorities and policy settings such that those changes are:

¢ readily aligned to existing country policy priorities
e commensurate with the risks and opportunities that specific megatrends engender for the country

e synergetic to the economic, societal and cultural aspirations of each nation’s citizenry.

Figure 3 illustrates the framework steps that KPMG recommends governments undertake when
addressing the significant implications resulting from megatrend impacts.

Figure 3: Framework for responding to megatrend impacts
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Source: KPMG International, 2013.
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Understand the problem caused or opportunity provided by each megatrend.

Measure each megatrend impact:

e directly in terms of the:
— cost to government (i.e. revenue attrition or expense pressure) or

— opportunity for government (i.e. improving service delivery economy, efficiency or
effectiveness).

¢ indirectly in terms of the whole nation and the key responsibilities of government:

— economic prosperity

security
social cohesion

environmental sustainability.

Identify and assess the range of policy, regulatory and program shifts that can:

¢ slow or extend the timeframes over which megatrend impacts could be absorbed,
accommodated or dispersed

¢ mitigate the magnitude of the megatrend impacts on both the direct cost to
government or the indirect impacts to the broader nation, economy and society

¢ take most advantage of the opportunities provided by any megatrend consequences.

Prioritize efforts on the policy, regulatory and program shifts that deliver the highest, risk-
adjusted return. This requires an assessment of the long-term costs to government under
changed policy setting scenarios. It is also predicated on a view that early intervention and
adjustment/adoption today will realize greater benefits (economy, efficiency, effectiveness)
than delaying such changes to future years and future generations. This applies both to risk
transference, treatment or mitigation actions as well as opportunity adoption actions.

Execute selected policy, regulatory and program shift options by appropriately
resourcing the strategies, structures and skills (capability and capacity-building) needed
to deliver them.

Continue to monitor and adjust initiatives as appropriate.
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As governments respond proactively and responsibly to the challenges brought on by megatrend impacts,
opportunities to improve policy, regulation and program service delivery outcomes through improved and expanded
strategies, structures and skills will present themselves. Moreover, the value propositions arising from such
endeavors have the potential to shape the characteristics of the future state for the better.

The comparative examples in Figure 4 below provide a salient and positive perspective of what is possible.

Figure 4: Characteristics of a ‘leading practice’ future state

TODAY: Characteristics of typical constraints

facing some governments today

Policy is subject to the vagaries of political expediency,
trial-by-media and vested interests

FUTURE: Characteristics typical of ‘leading
practice’ governments in the future

Policy is strongly evidence-based and directly
focused on the national imperatives and priorities
of citizens

Fiscal sustainability settings for budgets are well
intentioned but often fall short in practice

Fiscal sustainability settings for budgets are well
instituted and routinely achieved in results

Government is reactive in addressing the issues of
the day

Government is proactive in addressing the
problems of tomorrow

Policy solutions are flavored by short to medium-term
thinking

Policy solutions are seasoned by medium to
long-term thinking

Performance and results are talked about

Performance and results are acted upon

Government-centric service delivery
(how governments want to provide it)

Citizen-centric service delivery
(how citizens actually need to receive it)

Program service delivery and operational design suits
government needs

Program service delivery and operational design
meets citizen needs

Policy design is considered separately from
operational delivery

Policy design is considered together with
operational delivery

Economy (financial) metrics can dominate
considerations of efficiency and effectiveness metrics

Economy (financial) metrics are equally assessed
alongside efficiency and effectiveness metrics

Key programs exist which may unintentionally
entrench entitlement and/or generational dependency

Key programs exist which intentionally entice
and/or facilitate citizen self-reliance

Government services delivered predominantly
through uncontested bureaucracies

Government services delivered predominantly
through ‘market tested’ leading service providers,
alliances and partners

Government is a slow to medium technology adopter

Government is a medium to fast technology adopter

Service delivery models and service channels are
slow to implement and cumbersome to change

Service delivery models and service channels are
quick to implement and easy to change

Large project implementation is often over budget,
over time and under delivered in terms of quality and
function

Large project implementation is frequently on
budget, on time and meets both quality and
functionality targets

Regulation is frequently cumbersome, out-of-date or
fails to adapt to a rapidly changing raison d’étre

Regulation is robust, necessary, sufficient and
able to anticipate emerging global and national
regulatory needs

Significant assets and capital are planned, managed and
reported on an agency or silo basis

Significant assets and capital are planned, managed
and reported on a whole-of-government basis

Governance is misaligned to an entity's objectives and
risk aversion is the substitute for risk management

Governance is fit for purpose to an entity’s
objectives and risk management supports
appropriate risk taking

Source: KPMG International, 2013
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Ultimately, governments will need to
evolve the way they do business, in some
cases drastically, to govern in a world
characterized by these pervasive and
interconnected trends. They will need

to look at what may need to change,

as well as how, but most importantly,
governments will need to manage change
through strong leadership, superior teams
and a clear and compelling vision to 2030.
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Appendix:

A view on secunty

As noted previously, security was not identified by the Mowat Centre as one of the global megatrends
most salient to the future of governments. However, it is recognized that security will continue to
influence the global landscape through to 2030. In particular, we believe that global megatrends such
as the rise of the individual, enabling technology and resource stress and, to a lesser extent, changing
demographics, are impacting the nature of security threats, thus demanding alternative responses by
governments.

The data supports this view and conflict around the world has been on the decline since the mid-1990s,
as illustrated in Figure 5 below.'®?

Figure 5: Conflict around the world from 1946-2010
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However, armed violence is on the rise. The OECD estimates that approximately 740,000 people die annually
as a result of armed violence (including crime and interpersonal violence) and over 66 percent of these fatalities
occur in societies that are not affected by war.'s®

The internet and new technologies will inevitably increase the risk for cyber threats. Already, cyber
attacks account for USD300 billion to USD1 trillion in global losses, with hackers stealing as much as one
terabyte of data per day from governments, businesses, militaries and academic facilities.”™ In line with
governments’ growing concern for cyber threats, a recent survey showed that 80 percent of executives
and IT professionals from around the world feel that nations are at a greater risk from cyber attacks than
physical attacks.'®®

Social media also plays an important role. Terrorists use popular channels such as Facebook and Twitter
to recruit and gather intelligence.™® Civil unrest — such as the recent uprisings brought on by a growing
middle class in the developing world — spreads faster than ever as individuals can connect more quickly
and more broadly with like-minded individuals around common issues, using social networks to share
grievances, organize protests and disseminate information with a global audience.

Conflict over scarce resources — further exacerbated by an increasing population and climate change —
and oversized populations of unemployed youth will also be an increasing risk to governments.

These and other changes in world security concerns require governments to consider various options to
address the evolved nature of the issue. These responses may range from changes to government policy
for armed forces to greater use of social media and data analytics.
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