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The 100-year-old auto industry 
business model is facing 

unprecedented technological 
disruption, starting with the 
very definition of the market 

itself and the impacts of future 
autonomous, shared and 

electric mobility. 

The automotive revenue pool will grow and diversify with new services, potentially 
becoming a $1.5 trillion market in 2030 according to McKinsey & Company. However, 
the discussion on new technologies such as autonomous driving suffers from highly 
fragmented regulatory approaches in key markets – the US, EU and Asia – leaving the 
international industry frustrated and progress slow. This snapshot offers insights in the 
state-of-play and expected developments in these three epicenters – current policies, 
priorities, barriers and opportunities. 
 

Autonomous vehicles (AVs) will likely have an impact that extends far beyond the 
automotive industry, into sectors such as insurance, tech, logistics, cybersecurity, 
delivery services, public sector infrastructure and tourism, to name a few. In 
addition, many tout the safety, economic and environmental benefits of AVs as 
part of the solution to existing transportation challenges. With that acknowledged, 
the other reality remains that there is a whole range of consumer and societal 
issues to be addressed – ranging from artificial intelligence-related ethics to 
impact on local jobs before the advantages AVs offer can come to fruition.  

On a regional basis in particular, the delta between the current and future state of 
AVs is quite clear – with stark differences in approaches to regulation and policy as 
well as in adjacent industries’ awareness and understanding of the looming AV 
challenge. So what is the state of play? Where are the main differences, 
similarities, opportunities for learning and best practice sharing? Who is actually 
leading the global race right now?  
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A Sudden Turn of Events: Increased Opposition to 
Chinese Acquisitions in Germany 
 
Only a few months ago, Chinese bidders seemed to be announcing the purchases of venerable German 
firms almost on a weekly basis. By mid-November 2016, Chinese companies announced or completed 
German acquisitions worth a record €11.3 billion (US$12 billion), almost eight times the level of 2015, 
according to Bloomberg data. Until recently, none of them faced any opposition from the public, 
politicians or regulators. Deals included the sale of the incinerator specialist EEW to Beijing Enterprises 
for €1.8 billion and the takeover by China National Chemical of the time-honoured machinery maker 
KraussMaffei for just under €1 billion. And finally, with the purchase of a €4.6 billion stake in the robot 
manufacturer KUKA, Chinese buyer Midea gained access to one of Germany’s high-tech jewels. For a 
long time it appeared that Chinese investors were welcomed in Germany with open arms — a mistaken 
view, as it is now emerging.  
 

 

For a long time it appeared that Chinese investors were welcomed 

in Germany with open arms – a mistaken view, as it is now 

emerging. 

 

 

A prime example of what might be understood as a sudden policy 
shift is the case of Aixtron, a struggling semiconductor equipment 
manufacturer based in Herzogenrath in the state of North Rhine-
Westphalia. Until recently, the company attracted little notice 
except among industry experts and specialists in German equity 
markets. That changed overnight. In a surprise move at the end of 
October 2016, the German government revoked its approval for 
the planned takeover of Aixtron by the Chinese firm Fujian Grand 
Chip Investment (FGCI). It is now considered a near-certainty that 
U.S. intelligence services were behind the deal being blocked.   
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INDIA AND THE UAE: 

From Trading Ties to Strategic Partnership

Strong Historic Ties
modern-day ties between India and the Uae’s seven emirates (abu dhabi, 
dubai, ras al-Khaimah, sharjah, Fujairah, Umm al-Quwayn and ajman) have 
roots dating back centuries before the Uae’s formal establishment as a nation-
state in 1971. Pearls, the emirates’ most valuable export prior to the discovery 
of oil in abu dhabi in the 1950s, were historically exported to India, with goods 
such as textiles and rice coming the other way. 

Building on these historic links between the Uae and India, there is now 
extensive co-operation in terms of trade, commerce, economic, and people-
to-people relationships. These are transforming into strategic partnerships 
for the six countries of the gulf Co-operation Council (gCC), which are 

This partnership is being promoted at an offi cial level. In January 2017, India and the Uae signed 14 
memorandums of understanding (moUs) during a state visit to India by abu dhabi Crown Prince 
mohammed bin Zayed al nahyan. The moUs, which cover a range of strategic areas including defence, 
infrastructure and energy cooperation, are intended to reinforce, deepen and formalise a signifi cant 
bilateral relationship. India is already the second largest destination for Uae oil exports, while two-way 
trade between India and the Uae stood at Usd59.6bn in 2015, a threefold increase from 2006. Indian 
Prime minister narendra modi has forecast that it will reach Usd100bn by 2020.

As India seeks to cement its status as a leading world power and major 
emerging economy, the UAE’s signifi cance as the commercial and 
logistical gateway to global trade and investments between Asia, Europe, 
Middle East and Africa could be key. For the well-informed investor, 
substantial opportunities exist to develop an India-UAE nexus, but 
associated risks must also be understood and managed e� ectively.

There are already signs 
of a new South-South 
collaboration taking place 
along the ‘Southern Silk Route’

      Much of the industry  

has realised that, in order 

to regain trust and, even 

more importantly, to future 

proof themselves against 

the next banking scandal 

or economic shock, they 

need to go beyond simply 

ensuring that they comply 

with the growing roster  

of regulations.
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Beyond compliance:

Financial services firms are working 
hard at changing culture

An	example	of	the	regulatory	response	is	the	UK’s	Senior	Managers	and	
Certification	Regime	(‘SMCR’).	One	of	the	strictest	personal	accountability	
frameworks	in	regulated	financial	services	around	the	world,	it	will	radically	
change	the	way	in	which	senior	management	operates.	Business	leaders	will	be	
watching	with	interest	as	its	reforms	are	rolled	out	across	banking,	insurance	and	
investment	firms	in	2016,	and	extended	across	all	other	parts	of	the	UK	financial	
services	industry	in	2018.

Much	of	the	industry	has	realised	that,	in	order	to	regain	trust	and,	even	more	
importantly,	to	future	proof	themselves	against	the	next	banking	scandal	or	
economic	shock,	they	need	to	go	beyond	simply	ensuring	that	they	comply	with	the	
growing	roster	of	regulations.	To	do	this	they	need	to	look	at	changing	their	culture,	
the	DNA	of	their	firms	by	asking	“what	are	we	here	for?”,	“what	are	we	made	of?”	and	
“how	do	we	do	things?”.

The risks have never been greater 
As	leaders	understand,	changing	culture	is	not	easy;	there	are	many	forces	that	
favour	the	status	quo	even	when	the	need	to	change	is	apparent.	Whilst	the	
UK’s	Financial	Conduct	Authority	has	called	off	its	thematic	culture	review,	it	

Regulators	and	governments	are	responding	to	the	continuing	concerns	of	politicians,	economists	and	
the	public	and	regularly	challenging		practices	and	behaviour	within	the	sector.	Firms	consequently	are	
investing	heavily	in	actions	to	drive	cultural	change,	against	a	challenging	economic	background.	

The global economy has moved on from the crash of 2008 but the banking 
and broader financial services industries are still recovering from the 
shock. As recent events demonstrate there is a sense of fragility. 
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In just a few years, FTI Consulting has grown to become one of the 
pre-eminent multi-disciplinary consulting firms in the world, helping 
clients to anticipate and overcome complex business challenges 
in areas such as forensic investigations, litigation, regulation, 
reputation management and business restructuring. 

We have been a trusted advisor during some of the most 
memorable events in recent history, including landmark celebrity 
legal cases, international crises, and disputed presidential elections.

Given the nature of our work, our professionals have lived and 
worked behind the scenes, and behind the headlines, for nearly 
three decades. We’ve been integral to our clients’ success but 
often invisible to much of the outside world. Yet our experience and 
expertise enables us to offer valuable insights into a range of critical 
business and economic issues.

Our experts write on a wide variety of issues, just a few of which we 
are pleased to republish here. We hope you find their insights as 
informative, thought-provoking and enjoyable as we have. 

 
Kevin hewitt
chairman 
Fti consulting, EmEa

Welcome
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A Global Race for Autonomous Vehicles:  
Views from the united states, 
Europe and asia 
autonomous Vehicles (aVs) have the potential to revolutionise 
manufacturing, logistics and transit, and have far-reaching 
implications for the future of urban design and green technology 
– yet complex regulatory environments can slow down such 
innovation. in June 2017 our global strategic communications and 
technology experts in the united states, europe and asia reviewed 
the policies, priorities, barriers and opportunities surrounding aVs 
in these key regional markets.
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a GloBal Race foR autonomous Vehicles: VieWs fRom the united states, euRoPe and asia

The automotive revenue pool will grow and diversify with 
new services, potentially becoming a $1.5 trillion market 
in 2030 according to McKinsey & Company. However, 
the discussion on new technologies such as autonomous 
driving suffers from highly fragmented regulatory 
approaches in key markets – the US, EU and Asia – leaving 
the international industry frustrated and progress slow.

autonomous vehicles (aVs) will likely have an impact that 

extends far beyond the automotive industry, into sectors 

such as insurance, technology, logistics, cybersecurity, 

delivery services, public sector infrastructure and tourism, 

to name a few. in addition, many tout the safety, economic 

and environmental benefits of aVs as part of the solution to 

existing transportation challenges. With that acknowledged, 

the other reality remains that there is a whole range of 

consumer and societal issues to be addressed – ranging 

from artificial intelligence-related ethics to impact on local 

jobs before the advantages aVs offer can come to fruition.

on a regional basis in particular, the delta between the 

current and future state of aVs is quite clear – with stark 

differences in approaches to regulation and policy as well as 

in adjacent industries’ awareness and understanding of the 

looming aV challenge. so what is the state of play? Where  

are the main differences, similarities, opportunities for 

learning and best practice sharing? Who is actually leading 

the global race right now?

unitED statEs 
the us auto industry, despite the global economic turndown 

in 2009 and flattening sales in 2015-2016, remains one of 

the nation’s largest sectors in terms of not only jobs (roughly 

8 million in direct and indirect employment) and GdP 

percentage (historically 3-3.5%), but also in terms of R&d 

(upwards of $300 billion spent since 2014) and of course 

capital investment (over $200 billion a year). its relevance to 

the economy, to the us as a global trading partner, and to the 

everyday life of the majority of americans remains inevitable.

at the same time, few beyond that industry would argue 

that the momentum behind one of the biggest shifts this 

sector has ever faced – autonomous driving – comes 

largely from outside the biggest auto oems. companies like 

Google, tesla and uber, whatever their scale, short history 

or expertise in mobility, have done more in the past decade 

to make aVs a tangible possibility than the traditional car 

manufacturers.

among many other dynamics, this disruption in vehicle 

innovation has put in place a uniquely american pattern of 

simultaneously intense competition and surprisingly flexible 

collaboration – with companies flocking to Google and tesla to 

learn about electric vehicles (eV) and aV technology, and old-

line oems like Gm investing in start-ups like lyft. the resulting 

industrial tensions have also created a curious environment 

in which, arguably, regulation and policy are even further 

behind consumer and industrial reality than is typical, despite 

considerable efforts (see Regulation, below) on the part of 

both traditional and non-traditional players in mobility.
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specifically, the fact is that in some sense, literally tens 

of thousands of nearly autonomous vehicles are on us 

roads right now – in the form of teslas that at the touch of 

a button can essentially self-drive, and in Google’s quietly 

ubiquitous camera cars helping it map the physical world. 

hundreds of thousands of other vehicle models, while not 

quite as capable, incorporate significant elements of aV 

technology, including multiple cameras and sensors. the 

other fact is that worldwide, over a million people die each 

year in car crashes. Yet the us has been incapable, to date, 

at the federal level, of clarifying or implementing a usable 

framework for testing and assessing aV driving – leaving 

states to decide for themselves how best to address the 

rapidly growing pool of aV enabled cars.

to this gap, the recent us election has added a new layer 

of uncertainty, given the new administration’s very public 

focus on growing traditional manufacturing jobs within 

its borders – including those within the auto industry. to 

oversimplify only slightly, just as aVs and other mobility 

technologies are accelerating, a pressing political debate 

has erupted over jobs, which itself likely will be used by 

oems as leverage to change both existing and future 

regulations. this same debate also has potentially 

strengthened the essential distance between centres of 

innovation such as silicon Valley and Washington dc. one of 

the outcomes is a perhaps unprecedented mix of corporate 

paralysis in the form of “wait and see” approaches to 

political and policy risk, and surprising action – such as 

nevada’s decision to make self-driving long-haul trucks 

legal in that state.

regulation

federal and state governments are interested in 

encouraging the technology (because they like the idea 

of safer roads and improved mobility) but their natural 

tendency is to create rules and regulations to ensure that 

the vehicles are safe, do not compromise privacy and 

security, etc. lacking federal rules, states began a few years 

ago to pass legislation and adopt regulations to ensure the 

safe testing and deployment of aVs. in 2012, california’s 

legislature passed a law directing their department of motor 

Vehicles (dmV) to establish regulations to ensure the safety 

of aVs. the dmV issued testing regulations then proposed 

deployment regulations that were essentially unworkable – 

this is problematic given california is home to the talent that 

is needed to develop the vehicles and software.

california is not alone. more and more states are requiring 

manufacturers obtain a special permit prior to commencing 

testing aVs in their state. over the course of the past few 

years, dozens of states have introduced bills looking to 

regulate the testing and deployment of aVs. some states 

have taken more of a hands-off approach and manufacturers 

have been slowly gravitating to conducting their testing in 

these states.

fRom the Point at Which 
a caR is definitelY safeR 
than a PeRson, theRe’s 
at least anotheR tWo 
oR thRee YeaRs afteR 
that BefoRe ReGulatoRs 
alloW it to Be the case. 
Elon Musk, CEo and produCt arChitECt of tEsla, inC.

late in 2015, Google sought an opinion from the national 

highway traffic safety administration (nhtsa) on dozens 

of issues relating to compliance with the agency’s federal 

motor Vehicle safety standards (fmVsss). nhtsa said 

it lacked the authority to provide exemptions from the 

standards and that rulemaking proceedings (which tend to 

take years) would be necessary to amend the standards.

desperate to do something about the rising number of 

highway fatalities (largely a result of distracted driving) 

and in response to pleas from the industry that the federal 

government do something to preempt state actions, 

nhtsa last year issued its federal automated Vehicle Policy 

(faVP). the faVP calls for manufacturers to submit a safety 

assessment letter (sal) as evidence that the vehicle is 

safe for testing on public roads. unfortunately, nhtsa’s 

faVP (a voluntary guidance document) has not been 

implemented and so state regulators like the california 

dmV are in a quandary about how to proceed. and with the 

new administration and its slowness to get up and running, 

there is a great deal of uncertainty about how nhtsa will 

proceed. it is unclear if or when nhtsa will finalise the sal 

or whether manufacturers will actually follow the guidance 

(it is after all, voluntary). absent federal certainty, states are 

left to regulate independently.
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what’s next for the us?

Because nhtsa lacks the statutory authority to exempt large 

numbers of aVs from having to comply with fmVsss which are 

based on old requirements referencing controls that may not 

exist in aVs (e.g. steering wheels, shift levers, brakes pedals, 

etc.), congress started last year to hold hearings on the topic. 

hearings continue to take place and there is now legislation 

being drafted that may give nhtsa more flexibility to grant 

manufacturers exemptions that will allow them to test or 

deploy more than a few thousand aVs annually.

EuropEan union
europe’s automotive industry is among the world’s biggest 

producers of motor vehicles providing jobs for 12 million 

people and accounting for 4% of the eu’s GdP. although the 

sector represents the largest private investor in research 

and development (R&d) worldwide, 80% of the growth in 

the sector is expected to occur outside the eu. moreover, 

the sector is under heavy scrutiny following the ‘dieselgate’ 

scandal. Given the new business and ownership models, 

digitization and decarbonization pressures, the industry 

needs to reinvent itself and create a new paradigm for 

europe’s mobility ecosystem.

to that end, autonomous vehicles have made it to the 

eu’s priority agenda and all major european automotive 

oems are actively developing, adopting and/or scouting 

for these new technologies. this creates a key opportunity 

for the industry and gives new momentum following the 

‘dieselgate’ and related emission investigations.

regulation

navigating the eu in this area turns out to be perhaps even 

more challenging than in the us, which is why the eu might lag 

behind with a broad roll-out of self-driving cars. the european 

discussion is complicated due to three key factors, which is why 

some member states1 choose to push ahead on their own:

•	  first, european roads are bound by the united nations’ 

1968 Vienna convention on Road traffic limiting self-

driving cars to no more than 10 km/hr. While a review 

process to update them was recently completed, eu 

countries still need to translate these new rules into 

national laws.

•	  second, three different european commissioners 

(responsible for digital, transport and internal market 

portfolio) are each leading separate conversations to 

discuss the technology. as per henry Kissinger’s famous 

question, it remains unclear what eu number to call to 

discuss the issue.

•	  third, no firm conclusions have been made on topics 

such as liability, data flows and privacy, cybersecurity 

safety and ethics. Worth noting, the debate on connected 

cars still prevails over autonomous vehicles, feasibility of 

which is often questioned by eu officials under european 

driving conditions with complicated city centers.

Given the absence of eu-level regulatory clarity, individual 

member states are left to regulate independently. eu leaders 

seek to remedy the situation through multi-level dialogue with 

governments and industry, including via initiatives such as the 

‘Gear 2030’ high-level Group (composed of the european 

commission, member states, industry, trade associations, 

insurance sector, and other stakeholders), the unece 

platform or eu-Japan dialogue, the amsterdam declaration 

on self-driving cars as well as the eu’s strategy to promote 

free flow of data and to digitize industry as part of its effort to 

create a digital single market. the most concrete achievement 

to-date is a master Plan on cooperative intelligent transport 

systems (c-its) published in november 2016 that seeks 

to facilitate the deployment of c-its services by 2019. the 

commission also supports a countless number of R&d 

projects under the horizon 2020 research framework.

the futuRe of moBilitY 
in euRoPe is connected 
and automated. 
robErto Viola, dirECtoratE GEnEral for CoMMuniCations 
nEtworks, ContEnt & tEChnoloGy (dG ConnECt),  
EuropEan CoMMission 

most recently, the european commission also initiated 

a “letter of intent” signed by 27 eu member states and 

norway and switzerland aiming to intensify cooperation on 

connected and autonomous driving. member states will 

thus identify actions to be undertaken in the next months 

and intensify accordingly their cooperation on testing of 

autonomous road transport in cross-border test sites 

(focused particularly on data transmission, connectivity, 

safety and liability).

1  Germany and the uK have emerged as pioneers among member states,  
followed by the netherlands, france, and sweden.

a GloBal Race foR autonomous Vehicles: VieWs fRom the united states, euRoPe and asia



ExpErts with impact: Reflections on the WoRld of Business, technoloGY and Politics      13

what’s next for Europe?

Plenty of work remains to be done before 2020/2030 

(when a potential roll-out of fully autonomous driving 

systems is expected by the eu) to eliminate uncertainty, 

cost and bring policy in line with technological progress. as 

an immediate next step, the european commission plans 

to initiate an inventory of all cross-border activities and 

related policies between member states, appoint contact 

persons for other member states and the commission to 

work with, and finally prepare a full-fledged strategy for 

autonomous vehicles based on recommendations up to 

2030 that should be provided by the GeaR 2030 by the end 

of summer 2017.

striking the balance between all interests in this highly 

politically sensitive area will be a big task for the eu. europe 

will seek to protect jobs while creating conditions for future 

success and enabling the sector’s transformation and 

delivering on significant consumer benefits.

asia (sElEctED countriEs)
sinGaporE 
the singapore government has identified the deployment 

of autonomous vehicles as one pillar of its “smart nation” 

strategy and the committee on the future economy (cfe)2 

encourages the government to promote more R&d in 

self-driving vehicles, highlighting aV technology as a key 

innovative urban solution in e.g. port operations. the new 

initiative builds on singapore autonomous Vehicle initiative 

(saVi), launched in 2015, to provide a technical platform 

for industry partners and stakeholders to conduct R&d and 

test-bedding of aV technology, applications and solutions.

unlike some other countries where private-sector tech giants 

or automakers are driving the research and development 

of autonomous vehicle technology, it is the singapore 

government that is taking the lead in the innovation challenge. 

there are ongoing efforts where the singapore government, 

together with foreign and local firms and research institutions, 

conduct trials on public roads of self-driving vehicles, with 

the aim of eventually deploying them for public transport and 

other uses. 

regulation 

to underpin the government’s ambition, the parliament 

adopted amendments to the Road traffic act to introduce 

rules for testing on public roads. the law sets out design 

and construction rules for autonomous vehicles, including a 

requirement to equip them with functions that capture and 

store sensor data and video footage from the vehicle. also 

an alert system will be mandatory that notifies an individual 

to take immediate action in the case of an emergency. 

developers will be required to share with the government 

information they gather through testing, including sensor 

data and video footage.

what’s next for singapore?

Pang Kin Keong, Permanent secretary at the ministry of 

transport and chairman of the committee on autonomous 

Road transport for singapore (caRts) stated that the 

technology for autonomous vehicles is about 80% developed, 

leaving 20% yet to be accomplished. solving the problems 

that remain “is going to be harder than the first 80%”.

Key challenges remain how autonomous vehicles deal 

with the unpredictability of human behavior and human 

drivers, as well as bad weather conditions such as heavy 

rain. the government aims to begin limited deployment of 

autonomous vehicles for consumer use in the coming four 

to five years, starting with a few buses in newer areas so 

that singaporeans get a feel for what it will be like down the 

road, according to Permanent secretary Pang.

Japan
singapore is not the only country to promote innovation in 

autonomous vehicles. Japanese Prime minister shinzõ abe 

has identified autonomous driving and artificial intelligence 

as key innovations to drive economic growth amid the graying 

society. the Government published the “Public-Private its 

initiative/Roadmaps” in 2014, and revised it in 2015, 2016 to 

accelerate schedule. Japan seeks to promote driverless cars in 

the run-up to the 2020 tokyo olympics and Paralympics. the 

aim is to have self-driving taxis operational at the olympics. 

like many other countries legal issues and the implementation 

of new safety regulations remains the key challenge.

in april 2017 the authorities in Japan unofficially approved 

draft rules for testing driverless cars on public roads while 

the vehicles are being monitored remotely. according to 

the new draft legislation a company must comply with 

certain conditions to receive a test permit, including 

technology testing on a track; requirement of an onboard 

2 the committee on the future economy (cfe) in singapore has just released 
its report outlining seven strategies for the next decade, setting the direction for 
singapore’s economic development. if these seven strategies are implemented well, 
the cfe envisions singapore’s productivity growth at 2-3% for the next decade
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telecommunications system; and the driving conditions 

during testing must be monitored remotely with the same 

degree of precision as a person sitting in the driver’s seat. 

Based on the draft guidelines, tokyo plans to formulate 

necessary legislative revisions and have them passed 

during the regular diet session in 2019.

south KorEa
south Korea also has large ambitions for the technology 

and recently released plans to build an 88-acre site that it 

claims will be the largest test bed for autonomous driving in 

the world. according to the ministry of land, infrastructure 

& transport of south Korea, the so-called K-city is currently 

under construction based on the intelligent transportation 

system of the Korea transportation safety authority.

in may 2017, samsung received permission from south 

Korean authorities to domestically test a driverless vehicle on 

public roads and to cut the number of mandatory passengers 

for driverless cars from two to one. in november 2016, the 

Korean authorities already introduced a new law allowing 

autonomous cars to travel public roads around the country. 

so far, permits have been granted for 12 vehicles from seven 

players, including hyundai motor, Kia motors and the seoul 

national university. they are allowed to test their vehicles 

anywhere except for in areas designated as requiring special 

protection for children, the disabled and the elderly.

china
china has an ambitious roadmap for driverless cars, being 

a global market leader in the automobile industry and 

in internet technologies, but the development of clear 

regulation to support innovation in this area has been 

sluggish. in april 2017 the chinese authorities issued the 

auto industry mid and long term Planning. this plan 

was jointly issued by powerful departments such as the 

ministry of industry and information technology, national 

development and Reform commission and ministry of 

science and technology.

the drafting of new regulation is pending, according to media 

reports, and is expected to include technical standards for 

driverless cars across china, trying to centralise jurisdiction 

on rule making on autonomous vehicles china aims to have 

half of its cars sold to have some forms of autonomy by 2020 

and 10% of cars to be fully autonomous by 2030, according 

to a blueprint by the ministry of industry and information 

technology and an industry body.

conclusions anD thE roaD ahEaD
the fragmented global policy landscape poses a key 

challenge to companies operating (or aspiring to operate) 

globally. however, the industry can help policy-makers tap 

into ample opportunities for learning, experience and best 

practice sharing and identify cooperation and synergy 

opportunities that could benefit the economy and the 

society world-wide.

in the us, we can likely expect to see individual states and 

companies experimenting increasingly assertively with 

smaller-scale development of an autonomous driving 

ecosystem, as well as increasingly dramatic debates over 

safety, such as the well-publicised incident of a tesla driver 

fatality for relying too heavily on the car’s autonomous 

systems to protect him from still-unpredictable road 

conditions. interestingly, on the federal regulatory front, the 

recent framework created by the faa for commercial and 

consumer drone use offers some cause for optimism. from 

virtually nowhere in 2014-2015, the faa arguably created a 

regulatory and policy mechanism, along with enforcement 

guidelines, that has by 2017 encompassed literally hundreds 

of companies and thousands of use cases for an emerging 

technology with similarly explosive, if as-yet-unrealised 

benefits across industries. meanwhile, the penetration of 

automation technology into everyday lives will continue. 

it’s somewhat unlikely within the next four years that the 

us is home to a particular policy breakthrough. however, 

at the national level – so at least within its borders – the 

sought-after alignment between innovation and regulation 

around aVs may have to wait for a state such as california to 

untangle its current policy architecture.

similarly, the eu has been incapable of clarifying or 

implementing a usable framework for testing and 

assessing aV driving – leaving member states to decide for 

themselves how best to address the rapidly growing pool 

of aV enabled cars. Provided europe gets through all major 

2017 national elections in a good shape and the turbulent 

post-Brexit political situation stabilises at least somewhat, 

there may be an opportunity to move the discussion to the 

next level and put in place a more coherent pan-european 

framework that could unleash the technology’s potential.

singapore, Japan, Korea and china all firmly joined the global 

race, too. Given local circumstances, there are clear differences 

in the need for and approach to autonomous vehicles in 

singapore, and wider asia, as compared to the us or in 

europe. the push for aV innovation tends to focus on first-and-

a GloBal Race foR autonomous Vehicles: VieWs fRom the united states, euRoPe and asia
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last-mile and intra-town travel transportation, coinciding with 

the growth of many megacities in asia. however, the timeline 

remains ambitious. the transport minister in singapore Khaw 

Boon Wan said in January that the Government expects 

self-driving technology to be mature enough for “widespread 

deployment” in 10 to 15 years’ time. Key will be to put in place 

robust safety rules and convince the general public to put their 

lives in the hands of autonomous vehicles.

siDE-bY-siDE comparison: who is lEaDinG thE racE?

unitED statEs EuropEan union asia

•	  The US auto industry remains one of the 
nation’s largest sectors in terms of jobs, GDP, 
R&D and investments

•	  California is home to the talent that is needed 
to develop the vehicles and software, etc

•	  US companies like Google, Tesla and Uber 
have done more in the past decade to make 
AVs a possibility than the traditional carmakers

•	  Clear momentum to digitize the industry after 
“dieselgate”; public pressure for clean/green 

•	  Established export-oriented industry  
with long experience 

•	  500+ million market with high  
purchasing power 

•	  New business models (mobility as a  
service, sharing economy, etc.) 

•	Population growth and urbanisation

•	  Practical regulatory approach to test self-
driving technology 

•	  Increasing amount of Smart City-initiatives, 
encouraging industry to find technology 
solutions to urban congestion 

•	  Higher incomes and expanding middle class 
in rising economies: Total vehicle sales in 
ASEAN estimated to grow 8.1% in 2017

•	  Trump administration’s public focus on 
growing traditional manufacturing jobs in the 
US 

•	  US has been incapable of clarifying or 
implementing a framework for testing and 
assessing AV driving 

•	  More states require manufacturers to obtain a 
special permit prior to commencing testing AVs

•	  Regulatory pressure (emissions, tax, labour) 

•	Decreasing competitiveness of Europe 

•	  Policy fragmentation and uncertainty 
regarding responsibilities 

•	Market uncertainty following Brexit 

•	Higher infrastructure demands/cost

•	  Development of safe driverless technology 

•	  Although being tech-savvy, consumers in 
Asia have healthy degree

•	  The Federal government must remove 
regulatory barriers and exercise leadership 
to prevent the proliferation of state 
requirements 

•	  Congress to hold further hearings on the 
topic 

•	  A new legislation will be drafted that 
may give NHTSA more flexibility to grant 
manufacturers exemptions that will allow 
them to test or deploy more than a few 
thousand AVs annually

•	  Implementation and review of the Intelligent 
Transport Systems (2016-2019) 

•	  Ongoing cross-border tests of AVs (2017+) 

•	  EU strategy for autonomous vehicles 
(following the GEAR2030 report in July 2017) 

•	  Enabling cross-border data flows in the EU 
(to so-called “EU Data Economy”)

•	  Ongoing trails and development test sites 
across Asia 

•	  China: The government recently released a 
roadmap that seeks to develop cars that can 
drive themselves in most situations by 2025 

•	  Develop other forms of autonomous vehicles 
that hold the promise for the objective of 
shared mobility, e.g. autonomous freight, 
driverless taxis and buses, etc.
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The Creepiness Factor:  
Getting smarter about Data privacy
from the General data Protection Regulation to the emerging eu 
e-Privacy Regulation, businesses are facing strict new controls 
around how they use a broad and growing class of personal 
data. Paul henninger shares how companies can get smarter 
about their data privacy and reduce their ‘creepiness’ factor. 
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the cReePiness factoR: GettinG smaRteR aBout data PRiVacY

this concePt is named foR that feelinG that 
someone is liteRallY WatchinG oVeR ouR shouldeR 
When online ads aPPeaR connected to an email We 
sent, oR eVen a conVeRsation We Just had.

Customer analytics, a discipline that classically relies 
on personal data, has taken a central role in the search 
for competitive commercial advantage. From share of 
wallet analysis and customer retention programmes to 
programmatic advertising and artificial intelligence, more 
effective use of customer data through advanced analytics 
can dramatically accelerate growth and profitability. 

there is a growing tension between the need to respect 

data privacy regulation and its restrictions on data use 

versus the drive to gain better understanding through 

customer data analytics. as a result, many businesses are 

heading towards an inevitable showdown between these 

conflicting goals. 

in order to create sustainable competitive advantage built 

on the use of customer data, companies need an approach 

to sensitive data and advanced analytics that is both careful 

and highly commercially effective, and that can be therefore 

relied on for years of insight and data-driven growth. 

achieving the balance between respecting privacy and 

making the most of data through customer analytics has 

become more difficult in the last few years; current regulation 

means that we can’t use all of the data today that we could 

even a year ago. and corporate privacy initiatives, such as 

apple’s introduction of intelligent tracking Prevention into the 

safari web browser, mean that it’s no longer safe to rely on a 

brute force approach to the use of customer data.

the key is to adopt a smarter data strategy that reduces 

the reliance on clearly private data to understand and 

model customer behaviour. such a strategy balances, 

and promotes, the two apparently conflicting objectives 

of, on the one hand, reducing the cost of near-term data 

protection compliance, and on the other hand, creating 

a sustainable lead in the race to better understand and 

anticipate customer needs and wants.

in formulating the strategy, it’s essential to take account 

of the creepiness factor. this concept is named for that 

feeling that someone is literally watching over our shoulder 

when online ads appear connected to an email we sent, or 

even a conversation we just had. creepiness provides a way 

to not only describe how much risk a company is taking 

by using customer data but to actually measure that risk. 

By scoring data on three simple criteria, a company can 

understand how close every aspect of its customer analytic 

strategy is coming to a line beyond which the use of private 

data is likely to create customer data risks: that is, it can get 

a company into trouble with its customers, with investors, 

and, ultimately with regulators.

thE crEEpinEss Factor 
the creepiness factor is a composite score which measures 

these customer data risks by combining individual score 

related to 1) control, 2) distance and 3) granularity. We’ll now 

consider each of these dimensions in more detail.
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1. control

the degree of control that the customer has over the 

collection of their data is related to, but more subtle than, 

the concept of permission. a customer either gives or does 

not give permission for their data to be used. 

Permission can be either active – where a consumer 

specifically consents to their data being collected and used 

for certain purposes – or passive – where a customer has 

the right to decline the use of their data. active consent 

requires a specific action by the consumer. Giving passive 

consent is the equivalent of ignoring an email that says “if i 

don’t receive a response by the end of the day, i’ll assume 

we are proceeding with the plan”. even worse is passive 

consent with no prompt, when data privacy issues are 

buried among terms and conditions rather than clearly 

highlighted for the consumer. 

active consent is clearly the safest and least creepy form 

of consent, where the consumer has the maximum control 

over their data. But active consent can be further classified 

as either compelled or volunteered. Volunteered consent 

is where a customer offers their data to a company for 

use without any specific conditions around the use of a 

service in exchange for that data. a customer might offer 

their data for networking purposes or so that a service 

provider can seek out a price on a banking service on their 

behalf, for example.  compelled consent occurs when a 

customer is unable to use a service offered by a company 

unless they agree that their data can be used. many free 

online services in essence use compelled active consent 

to collect customer data: “You can use this excellent email 

service completely free of charge. click here to agree to the 

following terms and conditions.” 

compelled consent isn’t wrong or problematic. a consumer 

may decide that the service offered in exchange is worth the 

use of their data. But in calculating the creepiness factor, 

compelled consent gets a higher score than volunteered 

consent. 

the control scale looks like this: 

a lower score on control means a lower creepiness factor.

2. Distance

this is a measure of the gap between the circumstances 

under which a customer gave consent for their data to be 

used and the application in which the data is used to market 

or provide a service to that customer. a low distance results 

when the data is collected within a specific application (e.g. 

expressing interest in a product) within a specific industry 

context (e.g. beauty) at a specific time (e.g. today) and 

used to customise a service that is in close proximity (e.g. 

presenting a recommendation on another beauty product 

soon after the collection of the data). 

a higher distance occurs when the customer’s data is used 

to market something that is far away from that original 

context. in this example, suppose that same data about 

interest in beauty products was used a year after the data 

was collected to predict how much a customer would like 

to recline a car sear in their rental car. the application is 

different (to customise a product instead of recommend 

a product, the industry context is different (beauty vs. 

automotive) and the time elapsed is long (a year). that 

example would therefore receive a high distance score, 

which would contribute to a higher creepiness factor.

the distance scale looks like this: 

When data is collected with very broad permission that the 

consumer is likely not to understand, there is a danger of 

“distance abuse” – i.e. the use of data for a purpose unrelated 

to its collection. this common pitfall increases the risk of 

upsetting customers and even violating data protection 

regulations. a recent example is the data that is collected 

by popular genetic testing services that offer to provide 

information about your ancestry and health. While consent is 

required for these services to test your dna, the consent they 

typically collect is very broad in terms of both application and 

time, allowing the companies to do practically anything at 

any time with very sensitive dna data. 

3. Granularity 

this measures how many specific customers a data point 

is linked to. a very granular use of data occurs when a data 

point is linked to a single customer. for example, i might use 

the fact that a specific person bought a tuna sandwich last 

ACTIVE 
VOLUNTEERED

ACTIVE 
COMPELLED

PASSIVE W/
PROMPT PASSIVE NO 

CONSENT

1 2 3 4 5

SAME ADJACENT CLOSE DISTANT UNRELATED

1 2 3 4 5
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the cReePiness factoR: GettinG smaRteR aBout data PRiVacY

week on tuesday at 3pm to offer them a tuna sandwich this 

tuesday afternoon. a low-granularity application would link 

a preference to a large population of customers, such as 

customers from a particular city or who own iPhones. 

the granularity scale is a measure of the number of 

customers who are grouped together:

low-granularity uses of personal information are safer 

because they are fundamentally less personal: by 

combining many observations about individual behaviour 

across groups of people with common behavioural 

characteristics, we can clean the data from the point of view 

of privacy. this requires different analytical techniques from 

those commonly used today, but can form the basis of a 

long-term, low-creepiness data strategy. 

thE crEEpinEss Factor proViDEs  
a ValuablE Extra pErspEctiVE on  
Your usE oF Data
Which data is, and is not, strictly private is fairly easily 

established from a close reading of existing and emerging 

regulations. Restrictions on the use of web browser cookies to 

track online identity introduce a distinction between active and 

passive permission, for example. to gain active permission, 

a consumer must be asked if their data can be used, and 

informed what it will be used for. Whether data is gathered 

via active permission or passive permission makes a big 

difference to the way it can be used for analysis and marketing. 

although the line drawn by regulation around permissible 

use is important, it’s certainly not the only consideration 

for customer-centric organisations when making use 

of personal data: the creepiness factor provides an 

important additional perspective. an organisation can score 

the data it collects, then store and use it in an analytics 

programme according to control, distance and granularity. 

the organisation can also combine those scores into a 

single objective measure of creepiness for all uses and 

applications of private data. 

bEnEFits oF mEasurinG anD manaGinG 
thE crEEpinEss Factor sYstEmaticallY
there are several reasons to do this: 

•	 it’s a way to take a broader look at where a business is, 

relative to not only the legal line on data privacy but also 

that other very real line: public sentiment. sometimes a 

critical mass of consumers reaches a point of significant 

discomfort with the use of their data by a corporation 

or other organisation they interact with. this can result 

in customer attrition, reputational damage and other 

negative business outcomes.

•	 the creepiness factor has dogged many data initiatives 

that were well within the bounds of legality. even attempts 

to protect us from bank fraud, for example, have failed 

because people weren’t comfortable with the thought that 

a bank was using information about their whereabouts 

that, whether they knew it or not, they had agreed to 

share with their mobile phone providers. new products 

or marketing initiatives that rely on an excessively creepy 

data strategy run a risk of commercial failure. 

•	 creepiness factor measurements can play a key role in 

an effective programme of data governance, empowering 

managers to make informed decisions about where they 

as an organisation should draw the line on the use of 

private data and whether a specific use of data comes 

close to crossing it. a systematic approach means no 

nasty surprises resulting from the actions of an aggressive 

product manager or data analyst. 

>10,000 1,001 - 10,000 21 - 1,000 3 - 20 1 - 2

1 2 3 4 5

BY focusinG on undeRstandinG hoW customeRs 
maKe decisions instead of PRofilinG each 
indiViduallY, comPanies can undeRstand moRe 
aBout those customeRs and maintain a loW-
cReePiness data stRateGY.
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with thE riGht approach, You can FinD 
out what You nEED to Know about 
customEr bEhaViour whilE KEEpinG 
crEEpinEss low
the good news is that there are ways to understand 

more about customers that don’t involve risking a high 

creepiness factor. in fact, the core value of the maths at 

the heart of advanced analytics is the ability to extract 

and use information when we don’t have a direct view of 

exactly what’s going to happen to exactly whom, or when 

data is fragmented or sparse. done the right way, customer 

analytics is about using maths that finds a way to indirectly 

link data about the decisions we make in one arena (e.g. 

home buying or transportation) to decisions we are trying 

to better understand and influence (e.g. the decision to 

book a hotel room or watch a new tV show). and when 

companies can mine information about customer decisions 

from places where everyone else isn’t already looking, those 

companies gain a competitive advantage. 

By focusing on understanding how customers make 

decisions instead of profiling each individually, companies 

can understand more about those customers and maintain 

a low-creepiness data strategy. and whatever the analytics 

strategy, understanding where a customer data programme 

is on the creepiness factor scale will help avoid trouble with 

regulators, the media, the public and customers. 

this approach can help businesses market more effectively, 

design better products and services, put stores in the right 

places (or close the ones in the wrong places), and price 

services the right way. Building a smart approach to data 

privacy into an analytics strategy helps avoid regulatory 

scrutiny and undesirable headlines – but doing data smarter 

means really understanding customer behaviour without 

crossing a data privacy line to begin with. the creepiness 

factor is a way to measure exactly where that line is.

paul henninger is a Senior Managing Director in  

FTI Consulting’s Forensic & Litigation Consulting  

practice in London. 

paul.henninger@fticonsulting.com
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Communicating Through a Crisis:  
the cost of not saying sorry
crisis preparedness is vital in today’s corporate landscape.  
Poor crisis management can result in catastrophic outcomes, 
impeding business longevity, market value and financial success. 
following our analyses of 100 recent corporate crises, James 
melville-Ross and adam davidson highlight the key take-home 
messages for businesses, and the importance of ‘saying sorry’. 
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In this age of round-the-clock company scrutiny, we see 
almost as much focus given to how a company handles a 
crisis as the crisis itself. 

With turbulence in our world growing and the always-on 

nature of the news, the potential for crisis has become 

an almost daily consideration for business. Globalisation, 

investor activism, regulatory change, political and cyber 

risk are all contributing to increasing business vulnerability 

and the need for Boards to carefully consider their ability to 

respond effectively.

anatomY oF a crisis – rEsEarch stuDY:
With this in mind, fti consulting undertook a piece of 

proprietary research of around 100 recent incidents that 

have made the headlines. our objective was to shine a 

light on those crises, and assess how they played out with 

a view to helping businesses successfully navigate future 

disruptive events of their own. 

the crises we reviewed span the last 20 years, and include 

oil spills, cyber hacks, plane crashes, cases of fraud, product 

recalls and many more. We were interested to see what 

patterns emerge from these events – patterns which might 

be instructive for Boards and communicators when facing 

their own crisis scenario. 

our FinDinGs:

1.  Existential impact:

as we all know, the effects of a crisis can be significant and 

long-lasting. so we started by analysing just how significant 

that impact could be. the findings revealed that in 14 of 

the 100 cases, the crisis event had been so catastrophic 

that they had resulted in companies ceasing to exist. 

additionally, in almost a third of the 100 cases, a senior 

executive of that company ended up losing their job. this 

idea of a sacrificial lamb is nothing new, but such a high 

number suggests that Boards’ tolerance for missteps is low. 

Senior  
executives 

lost their job

Total value 
destroyed over 

100 crises

Of companies 
went out  

of business

32% 14%$200bn

in terms of share price impact, we discovered that around 

$200bn of value has been lost as a result of the crises we 

analysed. also, nearly a quarter of the surviving public 

companies in the study (23%) have failed to recover their 

share price to pre-crisis levels in the time since. 

2.  impact on share price 

next we wanted to analyse the typical course of share 

prices in the aftermath of a crisis to see whether any trends 

could be seen. the typical pattern is to see a big drop in 

share price at the end of day 1. this continues through the 

first week and only starts to plateau after a month or so. 

But we saw huge discrepancies in the way that share prices 

behave following different types of crisis.

for example, as the chart below shows, a month after a 

crisis event had become known, the average share price 

decline across cases of systemic financial mismanagement 

was 70%, whereas individual corruption cases showed a 

decline of just 5%. 

in terms of recovery after a crisis, those same cases of 

mismanagement were still on average 63% below their 

origin after three months, whereas individual corruption 

cases had recovered most of their value, on average sitting 

at just 1.9% below their origin. 

3.  media coverage

and what about media coverage? instinctively we know that 

a crisis will dramatically increase the media’s interest in a 

company, but even we were surprised to discover by how 

much. 

our study found that in the month after a crisis, a company 

can expect to receive almost 35 times the amount of 

coverage than the month beforehand. in terms of social 

media impact, the post-crisis month saw on average 280 

times more mentions than a month before a crisis. 

these are significant numbers. indeed the magnitude of 

traditional and social media interest around these events 

begins to shed light on another central learning from our 

study, namely the intangible impact of a crisis beyond 

clear and well-understood value proxies such as market 

communicatinG thRouGh a cRisis: the cost of not saYinG soRRY
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capitalisation. this goes to the heart of the unseen element 

of crisis preparedness and management that all boards 

need to consider. are they geared up for this kind of 

onslaught? are the relevant processes in place? how can 

they best respond and continue to protect the day-to-day 

operations of their business?

4.  culpability

as we began to see variations in the way that different 

crises behaved (when we cut our media analysis by crisis 

type we discovered that it showed a similar pattern to share 

price impact), we began to wonder whether companies 

are hit harder when external audiences perceive a culture 

of mismanagement. in other words, were investors hitting 

the share price more heavily, or do the media apply more 

scrutiny in events where management is perceived to be to 

blame? clearly the degree of culpability in crisis situations 

contains a heavy degree of subjectivity from the outside 

looking in but our analysis did show that in crises where the 

management is deemed to be at fault those instances are 

punished more heavily.

impact of crisis depending on perceived culpability 
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5.  saying sorry

We finally turned to the all-important issue of ‘the apology’. 
many ceos instinctively feel that it is right to apologise 
but some are advised that they should not. the argument 
against apology is that it is tantamount to an acceptance 
of guilt and that then opens the door to potential litigation. 
Reputationally, however, the lack of apology can have 
significant impact on the credibility of management and the 
reputation of the wider firm. so, do apologies work?

interestingly, apologies were found to be relatively few and far 
between in our study. indeed, we found evidence of a public 
apology in only 37 of our 100 crises. We also found that most 
of those apologies arrived slowly - only 16 of the 37 apologies 
were issued within two weeks of the crisis incident becoming 
known to the public.

the main charge against the apology is that it can be bad for 
business – that it can lead to protracted and expensive legal 
liabilities. We wanted to see whether there was some way of 
comparing the financial impact of an apology with the impact 
of not apologising. 

the most effective way to do this was to compare the total 
cost of litigation and compensation, for as many crises as 
we could, against the relative value destruction in terms of 
market capitalisation for those companies. We considered 
the damage to the value of the owners’ shareholdings to 
be the best proxy for reputational impact under these 
circumstances (although it is fair to note that the cost of 
litigation will impact share price itself). 

We discovered 37 crisis where the cost of litigation was 
publicaly reported. the total cost of the litigation and 
compensation relating to those crises was $66.73bn.  
this compares to a total destruction in market capitalisation 
for the same businesses of $138.36bn. 

TOTAl lEgAl /  
SETTlEMEnT FEES  

InCuRREd

$66bn TOTAl vAluE  
dESTRuCTIOn

$138bn

By this measure, it could be argued that if you don’t 

apologise, you will double your litigation costs in terms of 

value lost.

conclusion
When starting this project, we expected some of our 
intuitions about crises to be confirmed. We expected share 
prices to take a hit and the events we surveyed to be a 
lightning-rod for media coverage. the research supports 
these views, but the depth and variety of the impacts we saw 
surpassed our instincts. the three most significant learnings 

can be summarised as follows:

•	 Boards need to consider the impact of not apologising in a 

crisis situation. the effect of reputational damage in terms 

of share price destruction easily outweighs the cost of 

litigation.

•	 the crises which hit hardest are those where management 

is clearly culpable or endemic cultural decay is evident. 

for example, the report suggests that culture and effective 

employee engagement are even more important than 

planning for cyber risks.

•	 companies need to be prepared for the explosion in 

traditional and social media interest which will come 

their way in a crisis situation. does the company have the 

necessary teams and structures in place to cope?

We anticipate that the findings here will lead companies 
to think more carefully about how they prepare for their 
‘nightmare scenario’ events. are they ready? are they taking 
these issues seriously enough? Prevention, as we all know,  

is always preferable to cure. 

James melville-ross is a Senior Managing Director in FTI 

Consulting’s Strategic Communications practice in London 

james.melville-ross@fticonsulting.com

adam Davidson is a Senior Consultant in FTI Consulting’s 

Strategic Communications practice in London. 

adam.davidson@fticonsulting.com
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Beyond Compliance:  

Financial service Firms are  
working hard at changing culture
financial service firms are the subject of much scrutiny;  
banking scandals and economic challenges have necessitated the 
demand for culture change in order to regain trust from politicians, 
economists and the general public. andrew Walton discusses  
how regulators are responding to these challenges, and how  
leaders can instil better practices to protect the reputation and 
resilience of the firm they work for.
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The global economy has moved on from the crash of 2008 
but the banking and broader financial services industries are 
still recovering from the shock. As recent events demonstrate, 
there is a sense of fragility. Regulators and governments 
are responding to the continuing concerns of politicians, 
economists and the public, and regularly challenging practices 
and behaviour within the sector. Firms consequently are 
investing heavily in actions to drive cultural change against a 
challenging economic background.

the uK’s senior managers and certification Regime 

(‘smcR’), one of the strictest personal accountability 

frameworks in regulated financial services around the 

world, will radically change the way in which senior 

management operates. Business leaders will be watching 

with interest as its reforms are rolled out across banking, 

insurance and investment firms in 2016, and extended 

across all other parts of the uK financial services industry in 

2018.

much of the industry has realised that, in order to regain trust 

and, even more importantly, to future proof themselves against 

the next banking scandal or economic shock, they need to go 

beyond simply ensuring that they comply with the growing 

roster of regulations. to do this they need to look at changing 

their culture and the dna of their firms by asking “what are we 

here for?”, “what are we made of?” and “how do we do things?”.

thE risKs haVE nEVEr bEEn GrEatEr 

as leaders understand, changing culture is not easy; there 

are many forces that favour the status quo even when 

the need to change is apparent. Whilst the uK’s financial 

conduct authority has called off its thematic culture review, it 

remains very focussed, as are other regulators, on assessing 

firms’ culture and leadership’s role in driving change. they 

also remain strict about enforcing regulations and are ready 

to act when they’re breached. Banking leaders globally have 

found to their cost that authorities are showing no let up 

when it comes to identifying and taking action against firms 

that are not fully compliant with regulations, and that are not 

demonstrating the highest ethical standards. 

similarly, firms are conscious of the stigma attached to 

investigations. Penalties today go beyond the financial, with 

an increasingly adverse impact on corporate brands and 

much of the industRY has Realised that in oRdeR 
to ReGain tRust and, eVen moRe imPoRtantlY, 
to futuRe PRoof themselVes aGainst the next 
BanKinG scandal oR economic shocK, theY need to 
Go BeYond simPlY ensuRinG that theY comPlY With 
the GRoWinG RosteR of ReGulations
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individual reputations that can take many years to overcome. 

they know that their share price, the opportunities to 

transact, and the ability to recruit and retain talent are all 

adversely affected by coverage of an infraction.

thE challEnGEs oF scalE  
arE siGniFicant
firms with an international footprint suffer unique 

challenges in this new, stricter environment because of 

national differences. What might be accepted practice 

in some regions such as the developing markets might 

not be acceptable in europe or the us. While universally 

consistent standards are still a long way off, firms have to 

think about how they implement their own principles and 

guidelines while not putting themselves at a disadvantage 

to competitors and at the same time not alienating and 

disempowering their own workforce in these regions. 

for those firms whose growth was by way of mergers 

and acquisitions, enacting cultural change and creating 

a consistent respect for regulations and procedures 

brings additional leadership challenges. Where there is 

no consistent dna, where individuals identify more with 

their previous employers or market partners, tensions 

can develop. similarly, as many firms now have presence 

around the globe, with different cultural norms in different 

countries, it is difficult to create one consistent set of values 

and behaviours. often, the drive will be to conform to the 

norms of the most demanding country (e.g. the uK/us), 

which leads local managers to push back, worried about 

restrictions to their ability to generate revenue.

monEY mattErs too much
one of the biggest challenges to cultural change is employee 

motivation and compensation schemes. historically 

employees and leaders were rewarded for delivering 

financial results, meaning revenue growth. there is general 

agreement that there was insufficient regard for the duty of 

care to customers (both professionals and retail clients) and 

there was little control over excessive risk-taking. in recent 

years clawback arrangements have been enacted. senior 

management now needs to put arrangements in place that 

directly link messages about good culture, about obeying 

the letter and the spirit of regulations and about acting with 

the best interests of the customer in mind, with employee 

compensation.

here leaders must ensure that their teams have more 

“skin in the game,” financially and otherwise, and a greater 

understanding of and alignment with the organisation’s 

goals. share vesting periods have been extended and 

compensation arrangements changed to increase the 

proportion paid in equity. at the same time the level of fixed 

compensation has increased over recent years with the 

view that this will reduce risk-taking.

clawbacks can be useful – but senior managers must insist 

that they are carried over longer timescales. this should 

include when employees move jobs in order to combat the 

situation in which irresponsible members of staff simply 

move, before they have to face the consequences of their 

actions, into a new job where their shares are bought out. 

the legal arrangements to put this in place will not be 

easy. in order to curb the overall quantum of incentives, 

management must ensure that behaviours are built into 

performance scorecards. 

uK rEGulations lEaD thE waY
the smcR requires that the responsibilities of senior 

managers are fully documented and that individuals are able 

to demonstrate how they fulfil those obligations within the 

context of a clear organisational framework. this does give 

designated managers more power in some ways, such as 

performing reviews when they are taking on a new role. at the 

same time some business leaders have expressed concerns 

that this stricter new regime will scare away talent as current 

and future senior leaders are put off by the increased 

personal responsibility and the severity of the sanctions 

fiRms With an  
inteRnational footPRint 
suffeR unique challenGes 
in this neW, stRicteR 
enViRonment Because of 
cultuRal diffeRences. What 
miGht Be accePted PRactice 
in some ReGions such as  
the deVeloPinG maRKets 
miGht not Be accePtaBle in 
euRoPe oR the us
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that could be taken against them. this should drive firms to 

ensure clarity and quality in management processes.

under the new regime, board members and designated 

executives are responsible for defining and ensuring the 

right culture permeates the firm. By recognising and 

embracing a new world of higher ethical standards and the 

requirement for a profound change of culture, the leaders 

of firms can safeguard their relationships with regulators, 

but can also turn these higher standards into a competitive 

advantage if they can navigate the challenges of capital 

buffers, fines and remediation costs.

the smcR requires senior managers to be able to 

demonstrate that they have taken all reasonable steps 

in making material decisions which will result in more 

extensive and detailed written records. in some firms this 

could slow decision making and even lead to decision 

paralysis. to combat this, senior managers need to be 

proportionate in their response to this requirement. When 

it comes to information, this issue is one of reliability and 

sufficiency – senior managers need to have timely access to 

the right quality of data which provides enough granularity 

to analyse issues at hand.

thE ‘tonE From thE top’ is paramount
in all areas of activity, in order to instil better practices it is 

essential that the leadership of the firm creates a culture 

in which everyone buys not just into the letter, or even the 

spirit, but into the philosophy of doing the right thing for 

its customers and the industry, and also protecting the 

reputation and resilience of the firm they work for. 

the ‘tone from the top’ needs to be clear and consistently 

reinforced. the messages need to get through from the top 

of the firm, through middle management, and through to 

the most junior members of staff. What matters most to 

people is what their immediate manager instructs them 

to do and how they behave. the challenge is to ensure the 

behaviour at that level is consistent with expectations. Good 

culture and integrity go beyond a checklist or procedures 

manual – they are created by the day to day actions of 

staff. Boards and executives need to identify ways to 

evaluate how their cultural messages play out throughout 

the organisation and how they incentivise the desired 

behaviours or reinforce consequences for poor conduct.

driving cultural change is more likely to be successful if the 

approach is a commercial one, explained in business terms, 
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rather than making it a compliance exercise. the board should 

not merely aim to cascade messages to the rest of the firm. 

it requires clear and consistent action from the board. the 

c-suite needs to actively model and demonstrate the kind of 

correct behaviour and approach that it wishes to see in action 

throughout the firm, rather than simply talking about it.

initiatiVes to chanGe 
cultuRe inVolVe a tWo 
WaY communications 
PRocess – theY RequiRe 
Business leadeRs to 
listen as Well as sPeaK.

training and education programmes have a role to play. 

it is essential that senior staff should ensure that it’s not 

just seen as a bureaucratic exercise. the need is beyond 

just banners, wall posters, or computer based training and 

even face-to-face presentations. effective change requires 

ongoing reinforcement of messages and behaviours.

communication is KEY
initiatives to change culture involve a two way 

communication process – they require business leaders to 

listen as well as speak. if leaders want to effect change, they 

need to know what is not working within the organisation. 

firms should engage with their millennials as this group is a 

good source of information about inconsistencies between 

stated values and actual behaviours. this age group does 

not stay long at firms where they perceive that what their 

seniors do is inconsistent with the stated values of the firm.

here and in other areas, those boards and senior managers 

that ensure that they entrench ethical practices at the core 

of their business strategies, rather than treating change as a 

one off, time-limited project, can put their firms ahead of the 

competition and ensure that they are able to mitigate the 

impact of future financial and conduct-related shocks. 

but what about maKinG a proFit?
many financial institutions, perhaps especially larger banks, 

currently face a series of serious challenges. for example, 

there is pressure on revenues caused by a flat yield curve 

set at historically low rates of interest; the reduction or 

disappearance of sources of fees and commissions; 

rising capital requirements coinciding with equity market 

disruption; uncertainty around at1 capital; changes in 

accounting requirements; and the now considerable cost of 

responding to regulatory change. this is, for some, without 

exaggeration a ‘perfect storm’.

these issues will likely take time to play out and whilst 

they do, firms must continue to learn cultural lessons from 

the crisis at the end of the last decade - a tall order that 

will likely pay off well for those management teams that 

respond well.

andrew walton is Senior Managing Director  

in FTI Consulting’s Strategic Communications  

practice in London. 

andrew.walton@fticonsulting.com
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Renewables: moving from niche 
to mainstream 
the renewables sector is entering an exciting new phase.  
Rapidly evolving technology, economies of scale and regulations 
and changing attitudes among policy makers means that, 
despite reductions in subsidies, renewables are winning market 
share from fossil fuels around the world. Ben Backwell discusses 
the latest trends and how the market is developing. 
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The Paris climate change agreement is providing an additional 
boost for the already fast growing renewable energy sector.

the Paris climate change agreement is providing an 

additional boost for the already fast-growing renewable 

energy sector. once considered a niche industry driven 

by environmental policies rather than economic realities 

and the need to meet energy needs, the renewable energy 

market is experiencing rapidly accelerating growth as costs 

fall while reliability and consistency of supply improves.

the Paris agreement is set against a backdrop of 

technological innovation and falling production costs brought 

about by economies of scale. the price of both wind and solar 

are being driven down by competitive tendering as markets 

move from feed-in tariffs to long-term power auctions.

FallinG costs 
the cost of building offshore wind farms has fallen to  

an all-time low. Vattenfall, a swedish manufacturer, won  

the danish near shore Wind tender to build two facilities  

to power around 375,000 households.

the price of just over €60/mWh is considerably lower 

than the previous record, set just two months earlier by 

danish group dong energy, which won a contract in the 

netherlands for €72.70/mWh . Vattenfall also announced 

an investment of €5billion in sustainable development 

over the next five years and an increase in its wind power 

production in all the countries in which it is present. the 

figures contrast sharply with the recently announced costs 

for production at hinkley point which have provisionally 

been set at £92.50/mWh for 35 years.

investments in technology have seen production prices 

fall. every time world usage of solar panels doubles, for 

instance, the price of making them falls by around a quarter. 

With wind power the cost reduction on doubling of capacity 

is nearly a fifth.

Whereas coal and gas-fired power stations have expensive 

running costs as raw materials have to be bought in, the fuel 

for wind turbines and solar panels is free. the only running 

costs are maintenance and repair and, thanks to the nature 

of the technology, these tend to be very low.

technical innovations range from solar paint, which uses 

organic photovoltaic technology to generate electricity 

when it’s applied to cars and houses through to electricity 

generation from kinetic energy generated by people playing 

football on astroturf.

it’s about intErconnEction
Perhaps most importantly, technology is also improving 

interconnection allowing renewable energy sources to 

overcome the problem of a lack of output at night or when 

there is no wind. electricity can now be stored and transferred 

more easily, cheaply and rapidly. storage, in particular, is key 

to ensuring that power is consistently available, whatever the 

weather conditions for generation might be and it’s becoming 

increasingly efficient and cost-effective.

around 55 of the 420 members of RenewableuK, the uK’s 

main renewable energy trade association, are actively 

investing in solutions in this area. as part of efforts to meet 

the need to make renewable energy available more easily and 

quickly, the national Grid announced the results of its first 

ReneWaBles: moVinG fRom niche to mainstReam

inVestments in 
technoloGY haVe seen 
PRoduction PRices fall. 
eVeRY time WoRld usaGe 
of solaR Panels douBles, 
foR instance, the PRice 
of maKinG them falls BY 
aRound a quaRteR.
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enhanced frequency Response auction. successful bidders 

for the £65million tender have 18 month in which to complete 

their projects for the four-year contracts.

Battery energy storage dominated the submissions and 

this technology is evolving rapidly, driving down costs. 

according to a report by moody’s last year, battery prices 

have fallen by a half since 2010 and, it notes, “commercial 

and industrial use of lithium-ion batteries for energy storage 

could become economically viable in the next three to five 

years if the decline in battery prices persists.”

improvements in battery technology are also enabling 

electronic vehicle (eV) technology to become viable and 

reliable and to add to the appeal of eVs to consumers. 

one of the most successful manufacturers, tesla, recently 

unveiled Powerwall, a home storage device that holds 

energy typically generated through solar panels installed in 

a home during the day and allows the homeowners to use 

it – again most usually - in the evenings.

to boost its eVs tesla is building a vast “Gigafactory,” in 

the nevada desert with a capacity of 35Gigawatt hours. 

according to the company when the new facility comes 

online in 2018 it will produce more lithium-ion batteries 

annually than were produced through the world in 2013.

rEGulations arE chanGinG
such innovation is also providing opportunities and challenges 

for policymakers who are having to react more quickly than 

ever to new products and services in the renewables sector. 

meanwhile, technology and economics aside, changes in 

regulation are also driving the growth of renewables.

Governments, too, are realising that lower running costs 

mean that they can reduce feed-in tariffs or withdraw them 

completely. although this has presented challenges to many 

renewable energy firms, it is, in turn, forcing the industry to 

become more economically self-reliant.

china’s signing of the Paris agreement comes in the wake 

of a growing trend throughout the country to reduce its 

reliance on fossil fuels and coal in particular. according 

to figures released by the country’s national Bureau of 

statistics earlier this year, china’s solar energy capacity 

increased by 74 per cent, while for wind the figure was 34 

per cent. meanwhile its imports of coal fell by 30 per cent.

as the world’s second-biggest polluter reduces its carbon 

footprint the argument employed in the uK and other 

european countries that their own emissions are relatively 

minor in comparison to those of china and therefore any 

perceived sacrifice to reduce them is statically pointless, will 

become less and less cogent.

as well as buying in equipment and know-how from the 

West, china is experiencing growth in its indigenous 

renewables sector. for example, Goldwind, founded in 

urumqi in 1998, is the largest player in the chinese market. 

its fully integrated business spans the whole product 

lifecycle through R&d and investment to manufacturing 

sales and service.

thE DEVElopinG worlD is  
EmbracinG rEnEwablEs
africa is also witnessing an expansion of its renewable 

energy sector. Rapid increases in population are driving 

the need for energy sources that can come on-line quickly. 

While a traditional coal-fired power station might take five 

to ten years to start production with even longer timescales 

for nuclear, output from a solar production plant can begin 

within just two or three years from when permission to build 

it is given.

in the developed world countries are also witnessing 

the growth of renewables in a variety of different ways, 

depending on their political situations, economic 

circumstances and their legacy energy production.

the fukushima disaster in Japan prompted the country to 

refocus on renewables, admittedly alongside fossil fuels. the 

us energy information administration (eia) expects total 

renewables used in the electric power sector to increase by a 

respectable 5.8 per cent in 2017.

in Germany chancellor angela merkel’s “energiewende” 

policy to boost renewables while phasing out nuclear and 

fossil fuels has been helped by the country’s ability to export 

power at peak production times while last year denmark’s 

wind farms supplied 140 per cent of the country’s demands.

in south america wind, biomass, photovoltaic solar energy 

and hydroelectric energy are enjoying sustained growth. 

chile’s ambitious target of 70 per cent of its energy supplied 

by renewables by 2050 has seen huge renewable projects 

being developed in the country. here, wind power now costs 

around $45/mWh with the cheapest solar project coming in 

at just $29/mWh.

even though it has scaled back its commitment to renewable 

energy recently, saudi arabia earlier this year pledged to 

develop 9.5GW of renewable energy in a paper entitled “saudi 

arabia Vision 2030.”
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Fossil FuEl companiEs FacinG challEnGEs

as technological innovation and investment continues to 

increase in the renewables industry, fossil fuel companies face 

increased scrutiny from investors and the public, encapsulated 

by the concept of “the carbon bubble” – the idea that big 

capital investments in carbon emitting energy sources may 

not produce a return due to the imperatives of complying 

with global climate agreements. compounding this political 

challenge has been the commercial impact of stagnating 

demand for coal, and other fossil fuels.

Peabody energy, the us’s largest mining company declared 

bankruptcy in the wake of similar experiences by arch coal, 

alpha natural Resources and Patriot coal corp among others.

Withdrawal of subsidies and supports along with the ending 

of nationally binding targets after 2020 in the eu has 

presented the renewables sector with economic challenges. 

looking at the bigger picture, though, thanks to problems 

with fossil fuel supply along with demands by consumers and 

moves by policymakers but principally because of economic 

changes brought about by new technology renewable energy 

is breaking out of the niche interest and specialist investment 

sector into the mainstream.

ben backwell is a Managing Director in FTI Consulting’s 

Energy practice in the Strategic Communications and 

Economic and Financial practices in London. 

ben.backwell@fticonsulting.com

as technoloGical innoVation exPlodes and 
PRoduction incReases in the ReneWaBles 
industRY, PuBlic antiPathY toWaRds the fossil 
fuel sectoR is GRoWinG as fast as these comPanies’ 
RaW mateRials aRe declininG and theiR Business 
models challenGed.
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introducing competition in the 
provision of onshore Electricity 
transmission networks
since the privatisation of the electricity sector in 1990, the 
transmission of electricity, mainly through a network of 
pylons and high voltage cables, has been the preserve of 
three monopoly businesses that are regulated by the energy 
markets regulator, ofgem. however, ofgem has suggested that 
it might be better for British consumers if competition were 
to be introduced into the sector. Jason mann explores how, in 
practice, this might be done.
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Britain’s high voltage electricity transmission network,  
that conveys electricity from the country’s power stations 
to the local networks for onward distribution to homes, 
factories and offices, is currently owned and operated by 
three regional monopolies.

national Grid is responsible for the network in england & 

Wales and sse and scottishPower undertake the same role 

in regionally distinct parts of scotland. monopolies since 

their creation at privatisation in 1990, the revenue the three 

companies are allowed to earn from charging for the use of 

their networks is set by ofgem – the energy market regulator. 

the electricity transmission network has, since the mid 2000s, 

expanded significantly to connect windfarms sited offshore 

to the existing onshore transmission network. in contrast to 

the onshore regime, ofgem has chosen to adopt a form of 

competition for the provision of these offshore transmission 

networks – on the grounds that this will deliver lower 

costs than a system of regulation and therefore ultimately 

be beneficial to consumers. to date 12 different offshore 

transmission owners (oftos) have been created, which own 

and operate offshore transmission networks worth £2.2bn.

following the perceived success of the offshore regime, 

ofgem is now keen to extend a similar competitive approach 

to the provision of new transmission assets for the onshore 

electricity network. under this regime, new transmission 

assets that meet certain predefined criteria would be the 

subject of competitive provision by so-called onshore 

transmission operators (ontos) rather than being provided 

by the three incumbent monopolists. however, in contrast to 

the offshore assets where only the financing of the asset was 

subject to competition, the onshore onto responsibilities 

would include construction and operation of the asset and 

may also include parts of the development works such as 

asset design and consenting.

a key issue in the development of a process to introduce 

competition is to decide where, in the typical lifecycle 

of an onshore transmission project, the competitive 

process should be initiated. there are two broad options: 

a so-called “late model” under which bidders compete to 

provide transmission assets to meet relatively detailed 

technical specifications that have, crucially, received the 

necessary planning consents; the alternative, the “early 

model” introduces competition earlier in the lifecycle of 

an investment project when only a high level outline of the 

requirements has been specified.

to date, ofgem and the industry have concentrated on the 

detailed development of the late model on the grounds 

that it is less complex and has reduced risks for bidders. as 

such, it can be implemented, and therefore deliver benefits 

to consumers, more quickly. the relative simplicity and 

lower risks of the late model also offers the prospect of a 

greater number of tenderers and more intense competition 

which, in turn, would be beneficial to consumers. 

however, the early model holds the prospect of other 

benefits of consumers. most notably, because only the high 

intRoducinG comPetition in the PRoVision of  
onshoRe electRicitY tRansmission netWoRKs
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understanding when an cato would take responsibility during the project life cycle under the early or late model
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level requirements are specified, it offers the potential of 

greater scope for bidders to develop innovative solutions 

to meet the specified requirements – which, in turn, may 

offer the prospect of lower consumer bills and a more 

secure transmission system. a significant downside of this 

approach, however, is that it is necessarily more complex 

than the late model. hence, the regulator has been wrestling 

with how such an early model of competition might, in 

practice be introduced. 

thE EarlY anD latE moDEls  
oF compEtition
in solving the problem of how to introduce competition early 

in the life cycle of a project, two key uncertainties need to  

be managed: 

•	 first, lead times for transmission investment mean that the 

actual need for transmission projects is highly uncertain. 

currently, investment in transmission assets occurs 

against a background of a highly uncertain outlook for the 

evolution of GB generation and GB demand requirements. 

that is to say, a decision to invest in transmission needs 

to be undertaken recognising that, because of changes 

in expected generation and demand outturn, it might not 

be required. this risk will continue to exist were an early 

model to be adopted. 

•	 second, the cost of transmission projects is also highly 

uncertain. notably, planning consents that are required for 

a project to proceed to the construction phase of a project 

are costly in themselves and, depending on the specific 

circumstances, can have highly uncertain outcomes. 

any design changes that are required to meet planning 

requirements may significantly increase the outturn cost 

relative to initial expectations. 

fti consulting was appointed by national Grid to work with 

the electricity industry and potential investors to develop a 

solution that, despite these significant uncertainties, would 

allow the introduction of competition at an early stage in a 

transmission project.

our first conclusion was that the competitive regime that 

has been successfully introduced for offshore transmission 

networks and a variant that is intended to be implemented 

for the late model – in which bidders effectively bid a fixed 

price for the rights to the project – would not work for the 

early model due to the inherent uncertainties that need to be 

managed.

therefore, significantly more complex bidding 

arrangements will be needed. While many variants are 

conceivable, a key feature of the early model would be the 

use of multi-part bids. for example, bidders could submit a 

two (or more) part bid – a certain amount to undertake, say, 

Fixed price bidding di�cult

Key Challenges

Complex risk allocation

Bid evaluation complexity

Risk of asset stranding

Multi-part bidding (Dev / Construction)

Early Model proposition

Risk-sharing factors (with consumers)

Statistical analysis (but need transparency

Compensation for project cancellation

OFTO

P
re

c
e

d
e

n
ts

Late ONTO 
Model

Cost 
uncertainty

Asset need 
uncertainty
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intRoducinG comPetition in the PRoVision of  
onshoRe electRicitY tRansmission netWoRKs

the preliminary parts of the project (notably the detailed 

planning and the consenting) as well as a bid for the cost of 

the project itself.

to manage the cost uncertainty, another important part 

of the bidding process would be risk sharing: as well as 

submitting a bid to recover the costs of delivering the 

project, bidders would also submit sharing factors in the 

tender. cost overruns or underruns on a project relative 

to the bid amount would be shared with consumers at the 

specified sharing factors. these might, potentially, differ 

through different stages of the project or for different 

categories of costs.

evaluation of competing bids with different bid structures 

and risk sharing becomes increasingly complex as the 

complexity of the bid increases. at the limit, as the number 

of bid parameters increases, relatively complicated 

statistical approaches would be needed to judge between 

competing bids. hence, the regulator will need to decide 

how to balance the competing desires for a complex bidding 

structures to manage risks yet a simple and transparent the 

evaluation process.

finally, to manage the project uncertainty risk highlighted 

previously – namely that the project is no longer required 

because of events outside of the control of the developer 

– a further key feature of the regime is that the regulator 

must commit to keep the developer whole for financial 

expenditure incurred to date. hence should a project be 

cancelled because the generation expected to locate at a 

point on the network does not actually choose to proceed 

with the project, the transmission developer should still 

receive the funds invested today. that is to say, the risk of 

asset stranding should remain with the consumer – as it 

does, for the main part, today.

nExt stEps For compEtition
in ofgem’s view, the introduction of more competition in 

the transmission sector could benefit GB consumers. for 

this to be the case, the competitive model needs to be 

appropriate for the situation. the early model and the late 

model both have their advantages and disadvantages from 

the consumer perspective. 

While this briefing note shows how the early model could 

work in practice and could unlock incremental value through 

innovation, it will not always be the preferred model. in some 

cases (for example where the project need uncertainty is 

larger-than-usual), the late model may be more beneficial to 

consumers. in other cases, a non-competitive approach may 

in fact trump both the early and the late model.  

Jason mann is a Senior Managing Director in  

FTI Consulting’s Economic and Financial  

practice in London. 

jason.mann@fticonsulting.com
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india and the uae:   
From trading ties to  
strategic partnership 
as india seeks to cement its status as a leading world power 
and major emerging economy, the uae’s significance as 
the commercial and logistical gateway to global trade and 
investments between asia, europe, middle east and africa 
could be key. anna Boyd and anuj Bugga discuss the risks and 
opportunities for investors. 
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For the well-informed investor, substantial opportunities exist to 
develop an India-UAE nexus, but associated risks must also be 
understood and managed effectively.

this partnership is being promoted at an official level. in 

January 2017, india and the uae signed 14 memorandums 

of understanding (mous) during a state visit to india by 

abu dhabi crown Prince mohammed bin Zayed al nahyan. 

the mous, which cover a range of strategic areas including 

defence, infrastructure and energy cooperation, are intended 

to reinforce, deepen and formalise a significant bilateral 

relationship. india is already the second largest destination 

for uae oil exports, while two-way trade between india and 

the uae stood at usd59.6bn in 2015, a threefold increase 

from 2006. indian Prime minister narendra modi has 

forecast that it will reach usd100bn by 2020.

stronG historic tiEs
modern-day ties between india and the uae’s seven 

emirates (abu dhabi, dubai, Ras al-Khaimah, sharjah, 

fujairah, umm al-quwayn and ajman) have roots dating 

back centuries before the uae’s formal establishment as 

a nation-state in 1971. Pearls, the emirates’ most valuable 

export prior to the discovery of oil in abu dhabi in the 1950s, 

were historically exported to india, with goods such as 

textiles and rice coming the other way. 

Building on these historic links between the uae and india, 

there is now extensive co-operation in terms of trade, 

commerce, economic, and people-to-people relationships. 

these are transforming into strategic partnerships for the 

six countries of the Gulf co-operation council (Gcc), which 

are increasingly turning to india as part of their ‘look east’ 

policies. for india, conversely, the Gcc region is critical for 

‘energy security’, in addition to the connections created 

by traditional trade links and a sizeable diaspora. there 

are already signs of a new south-south collaboration 

taking place along the ‘southern silk Route’ – from indian 

traders using dubai as a hub to penetrate markets in africa 

especially, to latin american companies using the Gcc 

region as a springboard to access the indian subcontinent. 

spEciFic inDustrY opportunitiEs
a number of industries are benefitting from this relationship, 

with the growth of dubai’s real estate and financial sectors 

particularly notable. in June 2016, figures released by the 

dubai land department showed that indian investors 

accounted for the highest number of real estate purchases 

in the emirate in the last six months, constituting a quarter 

of all foreign investment in that sector. indian professional 

expertise also continues to drive dubai’s financial sector, 

with indian nationals constituting more than 25% of those 

employed in the dubai international financial centre (difc) 

free zone. additionally, the proposed ‘Gcc-india free trade 

agreement’ will ultimately lead to more cross-border trade, 

investments and joint ventures, once the fta negotiations 

are concluded. 

Gold and currency trading is another area where india 

and the uae have long been intertwined. the importance 

of bilateral trade meant the indian rupee was accepted 

currency in the emirates well into the twentieth century. 

smuggled rupees, exchanged for gold in the emirates, also 

allowed private traders to circumvent the ban on gold trading 

imposed by a newly independent india in 1947. today dubai’s 

gold souk is still dominated by traders from india, which in 

2015 constituted the world’s largest consumer market for 

gold, the uae’s second largest export after oil. meanwhile, 

the informal hawala money exchange system that facilitated 

trade in the last century is gradually diminishing. already it 

is starting to give way to formal trade finance agreements 

negotiated with uae-based banks, including indian banks 

which now constitute around one-third of all foreign 

financial institutions present in the difc. eventually, greater 

transparency is likely to bring more businesses into the 

formal financial system, ensuring better risk controls and 

increased cross-border trade and investments.

india and the uae:  fRom tRadinG ties to stRateGic PaRtneRshiP

theRe aRe alReadY 
siGns of a neW south-
south collaBoRation 
taKinG Place alonG the 
‘southeRn silK Route’
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inhErEnt structural issuEs 
for investors, financial institutions, and global exporters 

seeking new markets, the opportunities in the burgeoning 

india-uae relationship are significant. Yet to maximise returns, 

risks inherent in partnering or financing joint ventures between 

the uae and india must be understood and managed. 

for example, uae-based banks providing trade finance to 

indian jewellery merchants have been facing the phenomenon 

of ‘round tripping’, or exporting and re-importing the same 

consignments, enabling traders to obtain banking credit 

multiple times for the same goods. this practice has become 

less widespread since india re-imposed a 2% import duty 

on polished diamonds in 2012, but there are reports that it 

has since moved into the gold sector. the risk is that credit 

obtained for a particular export consignment will be diverted to 

fund other parts of the trader’s business over which the bank 

has no oversight, and which are potentially less financially 

stable. one recent case involved india’s Winsome Group, 

termed a ‘wilful defaulter’ by banks in 2013 after companies 

connected to its diamond trading business with the uae 

defaulted on over a billion dollars’ worth of loans. a legal case 

is still ongoing to determine whether the uae-based defaulting 

companies were third parties acting beyond Winsome’s 

control, as the group claims. 

mitiGatinG risK
engaging trusted advisors with expertise across both 

jurisdictions can help identify and navigate the specific 

pitfalls associated with uae-india business flows. Pre-

investment due diligence and strategic communications 

go hand in hand when minimising risk and preserving 

corporate reputation respectively.

a review of client portfolios, involving due diligence into 

the other associated business activities of indian trading 

companies and their principals, can help banks ascertain 

which prospects are the most solid. on-the-ground discreet 

enquiries in india and other relevant jurisdictions with 

well-placed sources are key to establishing professional 

track record, financial health, reputation and other business 

interests, given the limitations of corporate record and 

available public domain checks. Post-investment, portfolio 

monitoring is important, for instance identifying any 

stresses in the investment or channelling of funds, and the 

reasons for these. such regular review can help investors 

not only resolve any disputes that have arisen, but also 

assist with debt recovery through tracing of assets across 

multiple jurisdictions in the event that borrowers default. 

in the strategic communications space, experts with 

knowledge of both the indian and uae/Gcc markets can 

help develop and execute communication strategies for 

companies facing financial, regulatory and reputational 

challenges. this ensures that the right message reaches 

the right audience at the right time, and across multiple 

geographies. during cross-border capital market and 

financial transactions, strategic communication consultants 

can advise on debt and equity issuance, restructurings 

and merger and acquisition deals. these may range 

from politically sensitive to high profile deals, and from 

transaction announcement to public tender offers and 

company listings.

anna boyd is a Director in FTI Consulting’s  

Global Risk and Investigations practice in London. 

anna.boyd@fticonsulting.com

anuj bugga is a Senior Managing Director in  

FTI Consulting’s Global Risk and Investigations  

practice in Mumbai.  

anuj.bugga@fticonsulting.com
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a sudden turn of events:  
chinese acquisitions in Germany
chinese investors have faced little opposition from the German 
public, politicians and regulators in recent years, and for a long 
time it appeared that they were welcomed in Germany with open 
arms – a mistaken view, as it is now emerging. in January 2017 our 
strategic communications experts across china and Germany 
discussed why chinese buyers will need to create a watertight 
explanation of why its investment will create sustainable value for 
all concerned in the months and years ahead.
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Only a few months ago, Chinese bidders seemed to be 
announcing the purchases of venerable German firms 
almost on a weekly basis. By mid-November 2016, Chinese 
companies announced or completed German acquisitions 
worth a record €11.3 billion (US$12 billion), almost eight 
times the level of 2015, according to Bloomberg data. 

until recently, none of them faced any opposition from the 

public, politicians or regulators. deals included the sale of 

the incinerator specialist eeW to Beijing enterprises for €1.8 

billion and the takeover by china national chemical of the 

time-honoured machinery maker Kraussmaffei for just under 

€1 billion. and finally, with the purchase of a €4.6 billion stake 

in the robot manufacturer KuKa, chinese buyer midea gained 

access to one of Germany’s high-tech jewels. for a long time it 

appeared that chinese investors were welcomed in Germany 

with open arms — a mistaken view, as it is now emerging. 

a prime example of what might be understood as a 

sudden policy shift is the case of aixtron, a struggling 

semiconductor equipment manufacturer based in 

herzogenrath in the state of north Rhine-Westphalia. until 

recently, the company attracted little notice except among 

industry experts and specialists in German equity markets. 

that changed overnight. in a surprise move at the end of 

october 2016, the German government revoked its approval 

for the planned takeover of aixtron by the chinese firm 

fujian Grand chip investment (fGci). it is now considered a 

near-certainty that us intelligence services were behind the 

deal being blocked.

according to media reports, chips manufactured with aixtron 

equipment could be used in chinese weapon systems. this 

was the cause of grave national security concern with major 

us authorities. ultimately, us President Barack obama 

prohibited the deal at the beginning of december. as a 

consequence, the chinese investor withdrew its offer and 

admitted that the transaction had failed.

although the aixtron case is unique, to dismiss it as an 

outlier would be wrong. the planned sale of the osram 

lighting business ledvance has also hit political roadblocks 

in the homestretch. the prospective buyer: a consortium 

headed by the chinese led specialist mls. the German 

ministry of economic affairs is now reviewing a security 

clearance certificate, a process that will at least delay the 

transaction. until recently such a deal would have been 

waved through routinely by the Berlin authorities.

But amid growing unease sparked by the rash of chinese 

takeovers, culminating in the KuKa deal, the German 

minister for economic affairs, sigmar Gabriel, who is also 

head of Germany’s social democratic Party (sPd), saw the 

need to take action. the bidders’ very deep pockets and the 

clout this gives them is not the only worrying factor. many 

observers are equally or even more concerned that most of 

them are under the influence of the chinese state, at least 

to some extent. increasingly, they are targeting the key 

strategic technologies that form the bedrock of Germany’s 

competitiveness in global markets.

foR a lonG time it 
aPPeaRed that chinese 
inVestoRs WeRe 
Welcomed in GeRmanY 
With oPen aRms –  
a mistaKen VieW,  
as it is noW emeRGinG.

this is no coincidence. many German companies are a 

perfect match and answer to china’s strategy of achieving 

rapid gains in high-tech sectors with the most promising 

future. the leadership in Beijing is particularly keen to 

forge ahead in such fields as mechanical engineering, 

a sudden tuRn of eVents: chinese acquisitions in GeRmanY
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automation, aerospace, it and pharmaceuticals. in 

disciplines where chinese challengers cannot close the gap 

in the foreseeable future, it is only logical simply to purchase 

the reigning German champions.

nor is the increasing nervousness limited to Gabriel’s 

political home, Germany’s sPd. Warnings are also being 

heard in conservative circles, and also increasingly among 

industry representatives. already with the KuKa takeover, 

efforts continued for weeks to put together a competing 

German offer to outbid midea. in particular, the German 

auto makers — actually a perfect fit as long-standing KuKa 

customers — ultimately passed on the opportunity. that 

was not only because midea’s bid valued KuKa at 17.7 times 

eBitda, and was thus going to be very hard to beat. china 

is also a vital market for German premium cars. and who 

wants to upset a favourite customer?

so far there are no signs that it is in fact detrimental to 

German interests when a technology leader falls into 

chinese hands instead of being purchased by a Japanese or 

american buyer. chinese investors have kept their promises 

in the past and — as seen with firms like Putzmeister 

and Kion — have continued to develop their German 

acquisitions in ways that have also benefited the German 

economy.

it is noW cleaR 
that tailoR-made, 
timelY and cRediBle 
communication With all 
ReleVant staKeholdeRs 
Will Be the decisiVe 
factoR in the futuRe  
foR chinese acquisitions 
in GeRmanY.

But from a German standpoint there is an enormous 

imbalance. While chinese investors can buy vital 

technologies in Germany practically at will, the 

opportunities in china are strictly limited. in many 

industries, investments are permitted only as part of joint 

ventures or partnerships — including technology transfers. 

Visible and invisible barriers make it next to impossible 

for foreign investors to purchase domestic champions. 

for years the asia Pacific committee of German Business 

(aPa) has been chanting the mantra of “reciprocity.” until 

recently, however, this appeal for equal rules for everyone 

fell on deaf ears. With the call by eu commissioner Günther 

oettinger for european ownership of KuKa, at least one 

political ally of chancellor angela merkel (cdu) raised his 

voice. But the chancellor herself kept quiet. commenting 

on KuKa, economic affairs minister Gabriel merely stated 

that he would warmly welcome a German counteroffer. and 

no wonder as the aversion to all forms of protectionism 

is deeply ingrained in the export nation Germany. for 

decades, Germany’s economic success has been anchored 

by its very clear regulatory framework.

has the dam burst? after all, in the future, watching from 

the sidelines may no longer be an option. in mid-october 

2016, news emerged of a position paper drawn up by 

Gabriel’s ministry that sets out much more extensive 

possibilities for fending off foreign investors. that would 

bring Germany into line with the approaches of other 

industrial countries such as the u.s. the proposal calls for 

the state to be empowered to prohibit the acquisition of 

shares in companies. official sources in Berlin say that this 

would be justified especially when a foreign state is involved. 

G
eo

P
o

lit
ic

s



54    ExpErts with impact: Reflections on the WoRld of Business, technoloGY and Politics

Gabriel’s plans do not mention any particular country. But 

it’s obvious to all concerned: the goal is to prevent the sale 

of German technology to china. an anonymous government 

source recently stated emphatically: “When countries like 

china deliberately hand over tax money to their companies 

in order to buy up our high-tech companies, we can’t just 

watch.” Gabriel has also become less shy about more or 

less openly voicing these reservations — for example during 

his visit to china in early november. this unprecedented 

open criticism from Germany has met with considerable 

annoyance on the part of the chinese.

what will this all mEan For chinEsE 
corporatE buYErs oF GErman assEts? 
it is still entirely unknown whether and, above all, when 

Gabriel’s plans for broader veto scenarios will become a 

reality. there is no legislation in the pipeline. moreover, the 

minister would surely prefer a europe-wide regulation, as 

Germany would then not face accusations of protectionism.

however, it is now clear that tailor-made, timely and credible 

communication with all relevant stakeholders will be the 

decisive factor in the future for chinese acquisitions in 

Germany. already in the past, chinese bidders met with 

suspicions — sometimes quite intense and even irrational. 

there were fears of a sell-off of innovation, job losses and plant 

relocations, weak corporate governance and cultural conflicts. 

these are only a few aspects of some prejudices directed 

towards chinese investors more than others from other 

jurisdictions. the policy shift in recent weeks not only further 

incites these attitudes — it lends them an air of legitimacy. 

this adds a structural element to the resistance against 

chinese investments in Germany. and it makes it all the more 

important for chinese buyers to approach deals carefully and 

communicate well and openly through the process.

to ensure that the unavoidable lack of knowledge about 

chinese bidders does not kill deals from the outset or 

create obstacles to successful integration, investors should 

redouble their efforts in the future to build trust among 

all stakeholders. essential ingredients are credibility, 

transparency, and the willingness and ability to engage in 

dialogue. Personal meetings of the top management with key 

stakeholders and a sufficient supply of facts and information 

about the buyer can go a long way to foster acceptance on 

the ground in Germany. experience has shown that, in the 

past, those aspects could not always be taken for granted 

with chinese investors. today, however, there is no such 

doubt. for chinese buyers, a watertight explanation of why 

its investment will create sustainable value for all concerned 

is more important now than ever before.
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