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PREFACE

THE BOSTON CONSULTING GROUP invests 2 percent of its time
every year in pro bono activities in order to improve the world we
live in and make use of BCG’s competencies in areas that are impor-
tant and for which there is no funding. In the Nordic region, this
investment corresponds to eight full-time employees dedicated to
only pro bono activities. We define the Nordic countries as Denmark,
Finland, Norway, and Sweden and refer to them as “the Nordics.” This
report, which focuses on increasing the competitiveness and econom-
ic development of the Nordic region, is part of this pro bono effort. It
is a topic that BCG is very passionate about, as the firm is an integral
part of the Nordic economies, supporting companies and public
institutions with a team of more than 400 employees across the four
Nordic capital cities. As citizens of the Nordic countries, we want to
contribute to a successful continuation of the Nordic model.

In this report, we continue presenting our research on the topic from
last year—a transformation agenda for the Nordic countries—and out-
line our recommendations.

We believe that although the Nordic model has served our countries
well in the past few decades, enabling them to become some of the
wealthiest and happiest in the world, the Nordics need to transform in
order to unleash the large potential they have to continue to create
wealth and well-being for their people.

Our recommendations focus on how to maximize wealth in the Nor-
dics and are based on our quantitative and qualitative analysis. We do
not take political considerations into account or take political stands.
We also do not focus on how to distribute the wealth; that is a task
that we will leave to others.

Our recommendations are based on a proven methodology that has
been developed from our experience helping more than 500 institu-
tions worldwide implement their transformations. Although this
transformation methodology is primarily used by businesses, we will
argue that many lessons from business transformations are also high-
ly relevant to the transformation efforts of countries.
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EXECUTIVE SUMMARY

E NORDICS HAVE BECOME wealthy and happy nations by leveraging
the Nordic model. They have held top positions in global competitive-
ness and grown their economies to achieve well-being for their populations.

However, the Nordic model has come under pressure, and the Nordic
countries are losing their competitiveness. A transformation is needed to
change the direction.

In the Nordics, and especially in Denmark and Finland, the economy has
been stagnant. We believe that by addressing the workforce gap caused by
the aging population and by stimulating the most productive industries, the
Nordics could get back on a path of healthy economic growth.

In 2014, we created the Nordic Agenda, a set of ten recommendations to
transform the Nordics for competitiveness and growth. We have now fol-
lowed up on their progress. The Nordics have slowly started to embark on the
agenda, but we feel the speed of change is still insufficient and there is a lot
more to be done. In order to speed up the process, the Nordic countries
should more actively adopt best practices from each other and abroad and
utilize talent and transformation knowledge from the private sector.

The Nordics are still losing their competitiveness when compared
with the peer group of countries competing in the same export
markets. The Nordics continue to face the same challenges that
BCG presented in the Nordic Agenda report last year.

e Nordic competitiveness has been on the decline for the past ten
years. Compared with the peer group, Denmark, Finland, and
Sweden have lost their positions among the top five in the Global
Competitiveness Index, and Norway still remains in the third
quartile. Also, innovativeness, compared with the peer group, has
been declining.

e The Nordics still fare well in competitiveness indicators that are
necessary for a safe and functioning society, such as strong
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institutions and trust among citizens. These are the results of past
successful policy making.

e However, regarding the business-related indicators of dynamism
and future economic growth (for example, the efficiency of the
labor and goods markets), the Nordics rank low among all of the
140 nations in the comparison.

Over several decades until 2007, economic growth in the Nordics
was a healthy 2 to 3 percent per annum. Now, Denmark and
Finland have lost nearly ten years in terms of economic growth,
while Norway and Sweden have recovered somewhat better from
the global financial crisis. Continued prosperity and well-being
of the countries will require restoring at least 2 percent per
annum growth until 2030. To achieve this growth, both a signifi-
cant change in the amount of work (workers and hours worked)
and a substantially higher level of productivity growth will be
required.

e By 2030, the Nordics will need to increase their labor force by
1.7 million new workers to keep their current economic-dependen-
cy ratios constant owing to an aging population. Over the period,
0.5 million new workers are expected to come from natural
population growth (with constant employment ratios), but 1.2 mil-
lion are needed to come from the population currently outside the
active labor force or from immigration.

e By 2030, Nordic productivity will simultaneously need to increase
by $14 per hour worked, implying growth of 1.6 percent per
annum, compared with 0.1 percent per annum in the past eight
years. This calls for substantial changes in the industry mix. The
service sectors are growing in size but not in productivity, whereas
the more productive manufacturing sector is decreasing in size
and the highly productive digital and financial business sectors
remain comparably small. To counter these effects, the Nordics
need to stimulate the most productive sectors to grow in size and
drive productivity improvement through innovation and radical
digitization in the service industries.

e The Nordics should put targeted effort in four sectors to drive
growth and productivity: catalyzing demand for domestic services,
aggressively driving growth in the vibrant digital sector, investing
to bring manufacturing back to the Nordics (Industry 4.0 with
significantly higher productivity), and revitalizing the public sector
to become more productive.

e The Nordics have long relied on their global multinational corpo-
rations (MNCs) for economic growth, but only few new MNCs have
been founded in the past 20 years and the existing ones are
migrating their operations outside the Nordic region.

e There are encouraging signs from the start-up scene, which has

become vibrant in recent years. Finland and Sweden are ahead in
the amount of venture capital funding and the number of start-
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ups. Together, they have created eight unicorns (start-ups that are
valued at more than $1 billion). Norway and Denmark haven’t
created any yet. The availability of venture capital is increasing,
however, it still is behind the level in the U.S.—the global leader in
this field.

BCG published the Nordic Agenda in 2014 for transforming the
Nordic economies. It consists of ten recommendations for fund-
ing the journey (for example, making the size of the public sector
sustainable), winning in the medium term (for example, investing
more in innovation and digitization), and building the right team,
talent, and culture (for example, increasing the workforce
through immigration). By following these ten recommendations,
we believe the current trajectory and dire economic outlook can
be changed and the Nordic model can be transformed.

e The Nordic countries’ progress varies by country, and while all
have started the journey, the initial pace is still insufficient.

e Going forward, the Nordics should employ best-practice initiatives
from one another to speed up their transformation. Prominent
examples are Denmark’s flexible labor-market model and Swe-
den’s value-based health care for revitalizing the public sector.

e The Nordics should also adopt best practices from other countries.
Singapore has excelled in setting a country strategy and measuring
government performance, and the UK has created an effective
national digital strategy as well as integrated its immigrant
workforce successfully with its open labor markets.

e [t is crucial for the private sector to take part in order to leverage
its talent and program management skills in this common Nordic
transformation effort.

e The Nordics will need to use the existing talent pools to the fullest,
bring in new talent, embrace the entrepreneurial mind-set, and
boldly invest in the right industries to again innovate and become
competitive in the globalizing world.

e The Nordics have all of the preconditions to once again become
world-leading nations in welfare, happiness, and new innovations.
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NORDIC COMPETTTIVENESS
IS STILL FALLING

VER THE PAST HALF century, the Nordics

have transformed into successful econo-
mies that have managed not only to generate
strong economic growth but also to continue to
endow the citizens with generous welfare
provisions. Today, the Nordics are among the
wealthiest economies and happiest countries in
the world. The high levels of economic prosper-
ity and well-being are also supported by strong
institutions, pragmatic policy making, and a
very low level of corruption. Indeed, so success-
ful are the Nordics that the Nordic model is
widely used as a shining example for other
developed economies that seek modernization.

Relative Competitiveness and
Innovation Are in Decline

In the Nordic Agenda report last year, we
identified that the Nordic model is increas-
ingly becoming an illusion. (See Nordic Agen-
da: Transforming for the Next Wave of Success,
BCG report, November 2014.) Since 2006,
Sweden and Norway have been on a par with
the OECD’s average GDP growth; however,
Finland and Denmark have fallen far behind,
having no GDP growth since then. Looking at
comparative country rankings, competitive-
ness is declining in the Nordics.! During the
past ten years, Finland, Sweden, and Den-
mark have all lost their positions among the
top five countries in the Global Competitive-
ness Index (Finland did so during the past

12 months), and Norway still remains worry-

ingly in the third quartile, below average.
(See Exhibit 1.) Innovation, a key driver for
creating new products for export, has also
weakened, compared with our peers: all of
the Nordic countries have seen their global
ranking decline since 2012. The notion of
Nordic competitiveness is still eroding.

Incentives to Work, Hire, and
Invest Are Our Achilles Heel

The Nordic model created stable, peaceful,
and safe societies with strong institutions and
welfare systems after World War II. The Nor-
dics are among the top countries in the world
when assessed according to backward-looking
indicators in areas such as institutions; health
care and primary education; and trust be-
tween the governments and their people as
well as trust among people. (See Exhibit 2.)
These are welfare enablers that were estab-
lished in the Nordic model long ago.

However, the Nordics rank globally at the
very bottom in several indicators of labor and
goods market efficiency and other business
areas—essentially, in drivers that incentivize
people to work harder and innovate, thus be-
ing crucial for dynamic societies aiming for
sustainable long-term economic growth. For
instance, on average, the Nordics placed

127 on flexibility of wage determination out
of 140 countries; Finland ranked 140. The
Nordic model hasn’t improved these forward-

THE BOSTON CONSULTING GROUP ‘ 7



EXHIBIT 1 | Nordic Countries’ Competitiveness Rankings Have Declined Over Time, Compared
with Those of Key Competitors

GLOBAL COMPETITIVENESS INDEX (WEF) GLOBAL INNOVATION INDEX (WIPO)*

2006-2007 2014-2015 2015-2016 2009-2010 2014 2015
a Switzerland Switzerland Switzerland Sweden Switzerland Switzerland
@ | Finland H=|  Us us. Switzerland UK UK
77777777777777 | - e ) First
quartile
e Sweden Finland =] Germany Denmark Sweden Sweden
0 Denmark Germany Netherlands Finland o= Finland =] Netherlands
o u.s Japan Japan Netherlands Netherlands u.s.
e Japan Netherlands Finland o] Norway us Finland o=
77777777777777777777777777777777 . 1 |11 | Second
quartile
0 Germany UK Sweden us Denmark Denmark
e Netherlands Sweden UK Canada Canada Germany
e UK Norway Norway E= Japan Germany South Korea
@ Norway Denmark Denmark UK Norway Canada
Third
77777777777777777 ) A I | quartile
@ Canada Canada Canada Germany South Korea Austria
@ Austria Belgium Belgium Belgium Austria Japan
@ France Austria France South Korea Japan Norway
@ Belgium France Austria Austria France France Fourt.h
quartile
@ South Korea South Korea South Korea France Belgium Belgium

Sources: World Economic Forum (WEF); Cornell University, INSEAD, and the World Intellectual Property Organization (WIPO).

Note: Comparison includes the Nordics’ key competitor countries that represent the Nordics’ top competition in the largest export markets. Other
countries from the WEF’s Global Competitveness Report are not shown.

*Copublished by Cornell University, INSEAD, and the World Intellectual Property Organization (an agency of the United Nations).

looking indicators and is now facing serious
competitiveness and growth challenges as
other nations advance faster with their more
business-friendly societies.

A dramatic improvement is needed to recover
lost ground and get back to stable economic
growth. If nothing is done, the Nordics’ loss of
competitiveness will only accelerate in the fu-
ture as each of the macroeconomic challenges
the Nordic corporate and public sectors are
facing worsen and the world globalizes ever
faster. The need for transformation is there-
fore both clear and urgent. Competitiveness
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largely needs to be driven by the private sec-
tor, but it is the governments’ responsibility to
create the right conditions and the incentives.

NOTE

1. Comparative countries are a peer group of eleven
countries that compete with us in our top export
markets. They consist of world-leading advanced
industrial economies (for example, France, Germany,
Japan, the UK, and the U.S.) and small, open, complex
economies that bear similarities to the Nordics (for
example, Austria, Belgium, Canada, the Netherlands,
South Korea, and Switzerland).



EXHIBIT 2 | The Nordics Rank High in Institutions and Trust but Low in Business Competition

TOP INDICATOR RANKINGS*

Finland Sweden
Denmark | Norway

INDICATOR

BOTTOM INDICATOR RANKINGS!

Finland Sweden

Denmark | Norway

NOR

PILLAR INDICATOR NOR PILLAR

Willingness to

- delegate authority . Los 2 4
Ethical behavior
of firms . 3 1 5 8
Judicial independence . 5 2 3 14
Diversion of public
funds . 7 2 6 13
Irregular payments
and bribes e 1 e
Individuals using
the Internet (%) . S 7 26
Availability of the
latest technologies . 23 1 3 4
Reliance
on professional 8 3 2 10
management
Cooperation in labor-
employer relations . z 22 &
Country credit rating,
PCT patents,
applications per 8 4 12 3
million population
Capacity for innovation . 1 6 18 4
Company spending
on R&D 15 4 20 7
Availability of scientists
and engineers . o 4 Az
Quality of primary
education 37 1 17 34
Quality of math and
science education 3 2 4 4

Sources: The Global Competitiveness Report 2015-2016, World Economic Forum; BCG analysis.
Note: NOR = Nordics. PCT = Patent Cooperation Treaty. FDI = foreign direct investment.

Flexibility of wage
determination

Effect of taxation on
incentives to work

Hiring and firing
practices

Pay and productivity

Country capacity to
attract talent

Imports as a
percentage of GDP

Total tax rate,
percentage of profits

Effect of taxation on
incentives to invest

Intensity of local
competition

Number of days to
start a business

General government
debt, percentage
of GDP

Local supplier
quantity

Exports as a
percentage of GDP

FDI and technology
transfer

Burden of government
regulation

Venture capital
availability

. 105 140 130
. 130 109 37
.@ 87 109
. 31 42 41
. 37 @ 20
. 67 90 120
. 27 81 85
&=

.69 96
E-

.38 75
g-6

o
“oor

46

45 89

96 74

71

19

*Rankings are out of 140 countries; the top ten, the bottom ten, and selected highlights are shown for the Nordics. The indicators related to

disease prevalence are not shown, as the countries are in good shape.
2Two pillars: health and primary education; higher education and training.

3Includes macroeconomic environment, business sophistication, market size, technological readiness, institutions, and financial market

development.

THE BOSTON CONSULTING GROUP | 9

133

106

112



RETURNING TO
PATH

To HIGHLIGHT THE ECONOMIC situation in
the Nordics, we assessed the Nordics’
historical economic growth using three
factors. The first two—the economically
active population (everyone who is em-
ployed) and the average amount of work
done per economically active person—to-
gether define the total hours worked. The
third one—the labor productivity measured
by gross value added (GVA), which is calculat-
ed at constant 2010 purchasing-power parity
(PPP) and in U.S. dollars—defines the value
of each hour worked. In the past 35 years, a
large majority of GDP growth came from
productivity improvement (1.8 percent per
annum), and a small share came from the
increased size of the economically active
population (0.4 percent per annum). The
hours worked per person have had a small
negative contribution (-0.1 percent per
annum) to GDP growth.! (See Exhibit 3.)

During the eight years since the financial cri-
sis began, the development in these three fac-
tors has been disappointing. The size of the
economically active population has declined
and the economic dependency ratio (which is
the ratio of the economically nonactive popu-
lation to active) has again increased to more
than 1 for the Nordics, on average. Labor pro-
ductivity development has been flat, with
any improvements neutralized by changes in
the industry mix: manufacturing (with high
and rapidly improving labor productivity) has
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A GROWTH

moved outside of the Nordic region and ser-
vice industries (with lower and sluggishly im-
proving labor productivity) have increased in
size. In addition, the hours worked per per-
son have continued to slightly decline.

In the past 35 years, a large
majonty of growth came from
productivity improvement.

The Nordics can and should, however,
achieve a healthy economic growth of at least
2.5 percent toward 2030.2 This requires con-
siderable changes in the historical develop-
ment of the size of the labor force, the hours
worked per person, and labor productivity.
(See Exhibit 4.) Addressing two of these fac-
tors, the size of the labor force and labor pro-
ductivity, can alone bring economic growth in
the Nordics back on track. (See Exhibit 5.)

By 2030, 1.7 Million New Workers
Will Be Needed

The Nordics are facing a significant increase
in the economically nonactive population
due to the retirement of the baby boomers.
In our Nordic Agenda report last year, we
identified a need to add 2 million people to
the Nordic workforce to keep the demograph-



EXHIBIT 3 | Productivity Has Historically Been the Main Driver of the Economic Growth of the
Nordics

() SIZE OF LABOR FORCE

Economically active population (millions)

5 +0.4
million

4.7
W
+0.2
‘ mm milin

JI_ - +0.8
3 2.7 ml m million
U\//M' 2.7

74”—/\\//—/\/\25 0.1
19 E million

0 =
1980 1990 2000 2010
Nordics
° HOURS WORKED PER PERSON
Hours
1,900 |qg -
o pEEDRPE
1,800
I -2 hours
1,700 - per week

1,645

1,592 _ -3 hours
1600 (1,592 L0 per week
1,500 |1 517 /\_\/\ ] 0 -3 hours

1,436 gimmm | 0-3% per week

0 = 1,427

1980 1990 2000 2010
s -2 hours
° LABOR PRODUCTIVITY

1980-2007 2007-2014

GVA per hour worked ($)? 2007

80 :
- =
: N
' 69

. |

4= (o) (o

1980 1990 2000 2010

—— Denmark —— Finland Norway —— Sweden CJ Annual contribution to change in GVA, 1980-2014

Sources: OECD; BCG analysis.
1Because of rounding, not all numbers add up to the totals shown.
2GVA = gross value added. The GVA was calculated at constant prices and constant purchasing-power parities, with 2010 as the base year.
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EXHIBIT 4 | What Would 2.5 Percent Growth Look Like for the Nordics?

VALUE
SIZE OF ° HOURS WORKED ° AVERAGE LABOR e ADDED ($, IN
LABOR FORCE PER PERSON PRODUCTIVITY CONSTANT PPP)

Denmark
2.84 > 2.73=-0.10 million 1,456 - 1436 =20 hours per year ~ 49.4 > 50.8=$1.4 perhour 207 > 203 = —$4 billion

Historical
develop-

g Norway
20072014 2.54 > 2.75=0.21 million 1,426 > 1,427 = 1 hour per year 71.0 > 69.4 =-$1.6 per hour 258 > 273 = $15 billion

Sweden
452 > 474=021million 1,612 > 1,609=-3 hours per year ~ 47.3 > 48.1=$0.8 per hour  345-> 366 = $21 billion

NOR 12.4 > 12.7 =0.31 million 1,554 > 1,540 =14 hours per year  51.6>51.8 = $0.2 per hour 999> 1,018 = $19 billion

NOR -
Illustration 5.8 million r690 ?our:k d
What does [ESESES workers be g??)e‘:'vs%ne
2.5 percent

growth

until 2030

mean i

practice (f0|

the Nordics, Example
on average) scenario

Sources: OECD; BCG analysis.
Note: NOR = Nordics. PPP = purchasing power parity. Because of rounding, not all numbers add up to the totals shown.

EXHIBIT 5 | GDP Growth May Come from 1.7 Million New Workers and 1.6 Percent Productivity
Growth Per Annum

Population (millions) GVA per hour ($)*
16 , 150
i 15.0
: ______ ZT.ZL-G New workers
N X L 13.4 | 21.7 million
------ 100
2 67
53. 50
10 el :
1] ||||||||”” |||| | ]
i SCENARIO
i1 . :
1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2030

1544

© Average hours worked per year by economically active person

—— Economically active population Scenario: industry mix change

—— Economically nonactive population 8 Average GVA per hour worked

----- Scenario: constant ratio?
Sources: OECD; World Population Prospects, United Nations, 2015 revision; BCG analysis.
Note: Economically active population forecasts assume constant employment rates at 2012 through 2014 levels. Numbers have been rounded.
1GVA = gross value added. The GVA was calculated at constant prices and constant purchasing power parity, 2010 as the base year.

2Ratio of economically nonactive population to economically active population is based on United Nations’ population forecast and constant
employment rates at 2012 through 2014 levels.
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ic dependency ratios at the current levels.
This year, we update our view by looking at
the economic dependency ratio, meaning the
ratio of the total economically nonactive pop-
ulation (for example, children, students, and
those who are unemployed, retired, and oth-
erwise not active in the labor force) to the to-
tal economically active population, and with
the most recent population forecasts.

We estimate the workforce development by
using constant employment rates for each age
bracket and demographic changes forecasted
by the United Nations. On the basis of our

modeling, the Nordics’ population growth
alone would drive a net increase of about
0.5 million workers by 2030. However, at the
same time, the net increase in the economi-
cally nonactive population amounts to about
1.7 million. This increase is largely driven by
an increase in the population of those who
are age 65 or older. (See Exhibit 6.)

In order to keep the economic dependency
ratio constant, the Nordics would need to add
about 1.2 million new workers to the 0.5 mil-
lion forecasted to come from population
growth. The goal of 1.2 million workers needs

EXHIBIT 6 | The Nordics Need 1.7 Million New Workers by 2030

Population forecasts (millions)

6
4
3.2
3.0 3.0 3.0
2.7 s 0.2 25
1.0 : 1.0
2
1.0 20 , ¢ 11
0 I

49 49
32 16
3.3
2.7
2.7
13 03 2.5 1.0
: 1.5
0.7
3.0

0.9

0.8

56 5.7

0.5

2.0

17 5.2

2015 2030

Denmark
Economic
dependency
ratio forecasts?

1.09 —> 1.18

chraklerzjo(ubrislh'ons)3

ECONOMICALLY NONACTIVE POPULATION

Annual hours
per worker?

2015 E 2030

Finland

1.19 —> 1.33

ECONOMICALLY ACTIVE POPULATION

2015 £”|= 2030

Norway

0.90 ——> 0.97

2015 2030

Sweden

0.99 ——> 1.08

65 and older not in workforce
15-64 not in workforce
Il 0-14 not eligible to work

Gap in workforce?

Sources: OECD; World Population Prospects, United Nations, 2015 revision; BCG analysis.
Note: Because of rounding, not all numbers add up to the totals shown.

1Gap in workforce to keep economic dependency ratios at 2015 level. Forecasts assume constant employment rates at 2012 through 2014 levels by
age group, and demographic development is based on United Nations’ population forecasts.
2Economic dependency ratio is defined as the ratio of the economically nonactive population (for example, children, students, the unemployed,

and pensioners) to the economically active population.
3For 2014.
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to be attained by integrating immigrants into
the workforce, reducing unemployment, and
increasing the workforce participation rate.

Naturally, increasing the working hours of the
existing economically active population is a
viable alternative to increasing the size of the
working population. The 1.2 million worker
gap can be translated to being equal to an in-
crease of three hours of equally productive
work per week by each and every economi-
cally active person in the Nordics in 2030—
approximately 13.4 million in all. However, it
has proven to be politically difficult to
achieve such changes, so adding new workers
becomes more important.

A way to fuel demand for lo-
cal services 1s to make them
more economically attractive.

In total, the increase of about 1.2 million new
workers by 2030 would mean, in practice,
adding about 80,000 workers to the Nordics’
workforce every year. If this is achieved by
immigration, successful integration of
immigrants into the workforce is needed in
order for them to start contributing to the
economy.

Turning the Tide on the Nordic
Industry Mix

On an aggregate country level, labor produc-
tivity can be improved by increasing the pro-
ductivity of each industry or by influencing
the industry mix by growing the more pro-
ductive industries. Since the early 1990s, the
Nordics have seen two unfavorable develop-
ments in the industry mix. The manufactur-
ing industry, which has high labor productivi-
ty, has decreased in size (measured by total
hours worked), and the various service indus-
tries, which have lower average labor produc-
tivity, have increased in size. To keep produc-
tivity growing in the future, the Nordics need
to influence the industry mix in a more favor-
able direction by ensuring the growth and
success of current and future high-productivi-
ty industries. Specifically, the Nordics need to
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make sure that the already-productive indus-
tries keep growing in size and that the service
industries improve their productivity. (See
Exhibit 7.)

As an example, the average GVA per hour
worked in the public-service sector in the
Nordics in 2014 was $37, compared with

$76 in the digital industries.? Thus, the Nordic
countries would need to add two workers in
the public-service sector to achieve the same
output increase that adding one worker in
digital industries would produce. In addition,
we can expect the gap to widen; labor pro-
ductivity growth in digital industries has
doubled in the past 15 years, while labor pro-
ductivity development has remained constant
in the public-service sector during the same
period.

The Nordics can turn the tide by taking four
actions.

Catalyzing Demand for Domestic Services.*
The industry mix development naturally
varies among the four nations. (See Exhibit
8.) Although the GVA of the domestic services
sector in Sweden and Norway has increased
by about 10 percent from 2007 through 2014,
in Denmark and Finland the trend has been
exactly the opposite. This industry is the
single largest contributor to the Nordic GDP
after the public-service sector and, thus, has a
high potential to have a large contribution to
the overall economy. The domestic demand
of services has naturally been affected by the
dire economic outlook and the resulting low
consumer confidence. In addition, it has been
affected by the alternative spending opportu-
nities that consumers increasingly enjoy—op-
portunities such as capital investments in
housing and purchasing foreign goods and
services, including travel.

An ideal way to fuel demand for local ser-
vices is to make them more practical and
more economically attractive for the consum-
er. This can be done by loosening regulations,
such as those that restrict the hours of retail
establishments. Denmark and Sweden have
allowed retailers to extend their shopping
hours, and Finland is planning to do so. Digi-
tization and other productivity-improving in-
novations would also be needed to ensure a



EXHIBIT 7 | Changes in Productivity and the Labor Force Have Differed by Industry

Highly capital
GVA per hour worked (dollars per hour, 2010 constant prices) intensive industries
120
320
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g 1 bring manufacturing
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includes agriculture, forestry, and fishing; domestic services include distributive trade, repairs, transportation, accommodation, and food services;
digital includes information and communications; professional services include professional, scientific, technical, and administrative and support

services; public services include public administration, compulsory social security, education, and human health; and energy and commodities
include all industries other than manufacturing.
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EXHIBIT 8 | The Changes in the Industry Mix Have Differed Among the Nordic Countries

MANUFACTURING IS DECLINING IN SIZE, PUBLIC SERVICES ARE INCREASING IN SIZE, AND THE DIGITAL
SECTOR IS INCREASING IN PRODUCTIVITY ACROSS THE BOARD
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Sources: OECD; BCG analysis.
Note: Excluded agriculture and other services owing to small values and simplification.

competitive cost level and the affordability of
the local services. In addition, lower costs to
increase demand can be achieved by lower-
ing wages or providing subsidies, such as tax
benefits for using local services.

Making the Digital Industry the New Nordic
Flagship. In the digital industry, a common
theme across the countries was the increase
in labor productivity by 25 to 42 percent from
2007 through 2014, but Denmark stood out
by having a decreasing labor force (by 2 per-
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cent), compared with the other countries’
increasing labor force (by 2 to 5 percent).

The Nordics are well positioned to capture a
high proportion of the share of growth in the
global digital industry, with their emerging
technology start-up scene, with global-leading
MNCs in the field of telecommunications,
and with a technology-savvy population using
electronic services (such as online banking,
governmental e-services, and online shop-
ping) through various smart devices.



Governments and companies should develop
more relentlessly digital skills, competencies,
and knowledge to support this growth in the
future. Educating new talent in advanced sci-
ences, engineering, digital skills, and comput-
er programming will take time and thus
needs to be started immediately in order to
be ready for the world of 2030.

Furthermore, investing in digital technologies
can itself be a trigger for growth in other in-
dustries. The European Commission com-
ments that if the framework conditions are
met, digitization can drive productivity and
innovation growth, contributing to GDP
growth in the same way that electricity did in
the nineteenth and twentieth centuries.’ The
highest opportunity lies in labor-intensive
service industries that could raise productivi-
ty by several means: digitizing services where
plausible, making service operations less
complex (for example, by adopting the lean
thinking from manufacturing), and using dif-
ferent means of automation.

No workers were laid off, and
productivity and total output
improved by 60 percent.

Taking Advantage of the Returning Opportu-
nity in Nordic Manufacturing. Manufacturing
has historically been a very important
industry for the Nordics, but the manufactur-
ing MNCs have offshored many operations—
especially ones requiring low skill levels—in
the past 15 years, resulting in a loss of
approximately 1 million manufacturing jobs
since the 1980s. (See Revitalizing Nordic
Manufacturing: Why Decisive Action Is Needed
Now, BCG report, August 2013.) To make
Nordic manufacturing economically attrac-
tive again and enable companies to keep the
remaining jobs in the region, and eventually
to invest in new ones, the Nordics need to
improve manufacturing productivity.

Although in all of the four nations the hours
worked in manufacturing from 2007 through
2014 have declined (by as little as -7 percent
in Norway and by as much as —22 percent in

Finland), Finland is the only country where
labor productivity has also declined. This can
be explained by the mix of changes within
the manufacturing industry, for example, due
to the faster decline of the highest value-add-
ing electronics-manufacturing sector, com-
pared with the other manufacturing sectors.

However, we see that there are ways to change
the declining trend. Technological advances
have increased industrial productivity since the
steam engine, and now we are in the midst of
another advancement driven by digital indus-
trial technologies—such as autonomous robots,
big data and analytics, the industrial Internet
of Things, and additive manufacturing—that
are collectively known as Industry 4.0. BCG
has estimated that the connectivity and inter-
action among parts, machines, and humans
will make production systems faster and
more efficient, contributing to considerable
productivity gains (5 to 8 percent in Germany,
for example). (See Industry 4.0: The Future of
Productivity and Growth in Manufacturing In-
dustries, BCG Focus, April 2015. See also Man
and Machine in Industry 4.0: How Will Technolo-
gy Transform the Industrial Workforce Through
20237, BCG Focus, September 2015.) Further-
more, the growth that digital advancement
stimulates in manufacturing is expected to
increase manufacturing employment by 6 per-
cent during the next ten years. The work cre-
ated by Industry 4.0 will, however, require dif-
ferent skills from the employees, such as
competencies in software development and
digital technologies, instead of more tradition-
al manufacturing capabilities.

Many of the findings about Germany are like-
ly to also apply to the Nordics, and encourag-
ing examples of Industry 4.0 in the Nordics
can already be found. An ABB electronics fac-
tory in Finland, for example, has automated
its operations with 24 robots.® No workers
were laid off, and productivity and total out-
put improved by 60 percent in five years (al-
most a 10 percent annual increase) as a re-
sult. It is easy to believe that such invest-
ments will be paving the way for a possible
return of the manufacturing industries in the
Nordics.

Revitalizing the Public Sector. The Nordic
countries have large public sectors providing
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a comprehensive welfare system. This has
given the Nordic citizens a strong education,
social security benefits, and health care, all of
which are covered by some of the world’s
highest taxes. Although a large public sector
is a core part of the Nordic model, it poses a
significant challenge. The public-sector share
of employment ranges from 26 percent in
Sweden to 33 percent in Norway—while the
OECD average is only 19 percent—and
demand for services is not likely to decrease
due to an aging Nordic population.”

Accurate labor-productivity data for the pub-
lic sector is difficult to obtain, but productivi-
ty is most likely lower than the private sector
and more difficult to increase because of the
lack of exposure to competition—a key driver
of growth and innovation. For the private sec-
tor, low performance results in lower market
share, but this is not the case for public ser-
vices. As there is no market mechanism to pe-
nalize the public sector for low performance,

the public services need clear structures to
measure outcomes to drive productivity im-
provement. This could be achieved through
value-based approaches (that is, measuring
public services on the basis of outcomes rath-
er than focusing only on inputs and costs) in
key service areas, such as health care, educa-
tion, and public order.

On the Lookout for the Next
Generation of MNCs

The Nordics have many successful MNCs, and
their contribution to the Nordic economies is
unquestionable. Large businesses account for
about 34 percent of employment, 37 percent
of value added in the Nordics, and from 51 per-
cent (Denmark) to 68 percent (Finland) of ex-
ports in terms of value. But the majority of
Nordic MNCs were founded more than 20 years
ago, and the emergence of new ones is unsure,
as small and midsize enterprises (SMEs) are
not growing fast enough. (See Exhibit 9.)

EXHIBIT 9 | The Nordics Are Struggling to Create New Multinational Corporations

NORDIC ENTREPRENEURS
ARE FINDING NEW COMPANIES...

...BUT SMALL AND MIDSIZE
ENTERPRISES HAVEN'T GROWN...

...RESULTING IN FEW TOP
COMPANIES IN THE PAST 20 YEARS
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Sources: World Bank; Capital IQ; Orbis; Eurostat; BCG analysis.

Note: SME = small and midsize enterprises. Latest comparable data available.

2New business density is the number of newly registered companies with limited liability per 1,000 working-age people (those ages 15 to 64).
bLarge companies are defined as the biggest publicly listed companies that, together, constitute about 95 percent of all listed companies by market
capitalization, in their respective countries.

18 | NORDIC AGENDA 2016



Compared with their peers, the Nordics cre-
ate few new MNCs. Only 15 percent of Swe-
den’s top companies were founded in the
past 20 years, compared with 40 percent in
Canada and 21 percent in the UK, for in-
stance. Norway and Denmark are in the bot-
tom half of the key competitor group, with
only 13 percent and 8 percent, respectively,
while none of Finland’s top companies were
founded during this period. There is a clear
need to build new big companies in the Nor-
dics, and this can be achieved by fostering en-
trepreneurship in order to get new innovative
high-growth businesses and by supporting ex-
isting SMEs.

The groundwork has been laid by the start-up
scene. It is imperative for the Nordics to
encourage and support a new generation of
sophisticated companies in order to compen-
sate for the lack of new MNCs. The first signs
of future high-growth companies are visible,
as start-ups are emerging, especially in the
technology field, and capital is available.
Venture funding is at a good level in Sweden
(0.07 percent) and Finland (0.06 percent) as a
share of GDP, compared with a peer group
average of 0.06 percent. However, Denmark
and Norway both generate venture funding
that is only 0.03 percent of GDP, and even
Sweden and Finland should aim ambitiously
to reach the level of the global leader: the
U.S. at 0.28 percent.

It is encouraging for continued growth that
the start-up climate is generally strong and
that there are many great initiatives to foster
further growth. A good example is Slush, Fin-
land’s annual start-up and venture-capital
conference, which has 15,000 people joining
from around the world and has generated
about $200 million of venture capital fund-
ing. A further positive sign is Finland’s and
Sweden’s strong performance in generating
technology start-ups valued at more than

$1 billion, so called unicorns. Both countries
are among the top when compared with their
European counterparts: Finland has generat-
ed two unicorns and Sweden has produced
six, which is the second largest number in
Europe.® Sweden’s success is explained by its
technological savvy population, its govern-
ment’s investments in digital infrastructure,
and its focus on global markets from the be-

ginning. On the downside, neither Norway
nor Denmark has generated any yet.

The Nordics need to enable the entrepre-
neurial drive. The Nordics need to dramati-
cally improve business conditions to encour-
age the finding of innovative start-ups,
support SMEs’ growth, and to foster the next
generation of big companies. This requires a
strong infrastructure, an efficient market-
place, a flexible job market, and government
investment in talent, innovation, and digitiza-
tion. As an example, Niklas Zennstrom,
cofounder of the unicorn Skype, has stated
that the Nordics also need to be at the
venture capital frontier not only for early
stage start-ups but also for later-stage compa-
nies to finance global expansion strategies.
This is often what is required to make uni-
corns out of start-ups.

Finland has generated two
unicorns and Sweden has
produced six.

A central element for the Nordic SMEs to stay
competitive is digitization. BCG research on
Swedish SMEs shows that the top quartile of
the most digitized companies grows, on aver-
age, 1.8 percentage points faster and is 0.7 per-
centage points more profitable than the bot-
tom quartile. (See Digital Sweden: How
Consumers Are Setting the Pace and Creating
Opportunities for Businesses, BCG report, May
2013.) For SME:s to flourish, the Nordic gov-
ernments need to find ways to motivate SMEs
to increase exports and find growth through
productivity enhancers, such as digitization.

What will enhance the finding of innovative
start-ups and support SMEs’ growth so that
they become MNCs is cross-border coopera-
tion among the Nordics. Thus, the Nordics
need a regional strategy to build a brand of
globally competitive industry clusters to at-
tract talent and conduct world-class R&D. Im-
plementing the strategy will help develop
SMEs into MNCs and start new companies
through increased focus and collaboration.
The Nordics have competencies in the same
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industries and should leverage them together
to achieve more scale and depth in know-
how. Strong industry clusters are also of high
importance to increase foreign investment.
Several industries can be further marketed to
attract international attention, including gam-
ing, the Internet of Things, medical technolo-
gy, and sustainable energy. A prominent ex-
ample is data centers, for which the Nordics
have a dual benefit: being at the forefront of
technology and having a cold climate that re-
duces the cooling costs. A plus, of course, is
the stable political climate and geology. The
data center industry has been successfully
marketed abroad, yielding foreign direct in-
vestment (FDI) from foreign MNCs: Facebook
has invested in Sweden and Google has in-
vested in Finland.

Equally important to improving business con-
ditions and collaborating in competitive in-
dustry clusters is creating the right mind-set
and spirit for entrepreneurship. The Nordics
have traditionally fared poorly in this respect,
as the Nordic model has provided a stable
and safe society that doesn’t encourage risk
taking. Only 28 percent of the Nordic popula-
tion, on average, agrees with the statement,
“I would rather take a risk and build my own
business than work for someone else,” com-
pared with 43 percent, on average, in the
peer group countries.” What is needed here is
to lift the status of entrepreneurship in each
country and to encourage people to take risks
and build growing businesses.
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NOTES

1. In this chapter, we use comparable figures through-
out. All of the financials are presented in real terms,
using 2010 as the base year. We are also using constant
PPPs to covert other currencies to U.S. dollars to allow
for comparability. All of the data is based on database
information from OECD.Stat and population forecasts
from the United Nations.

2. The Nordics have averaged 2.6 percent annual GDP
growth from 1970 to 2007, and economists generally
agree that healthy economic growth is 2 to 4 percent.
3. Public administration, compulsory social security,
education, and human health were used as proxies for
public services. The information and communications
technology industry was used as a proxy for digital
industries.

4. We used distributive trade, repairs, transportation,
accommodation, and food services as proxies for the
domestic services industry.

5. Working Paper: Digital Economy — Facts and Figures,
European Commission, March 2014.

6. “Humans and Robots Work Together ABB’s Factory
in Vaasa,” Confederation of Finnish industries
Association, September 2015.

7. Government at a Glance 2014, OECD, 2014; Finland
data was not available.

8. European Unicorns: Do They Have Legs?, GP Bullhound,
June 2015.

9. Entrepreneurship at a Glance 2015, OECD, August 2015;
for the countries available.
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N LATE 2014, WE introduced the Nordic

Agenda, which is our view on a strategy to
transform the Nordics and improve their
competitiveness. Using our experience from
transforming hundreds of international
corporations, we created ten recommenda-
tions that should be high on the Nordic
governments’ agendas. Taking the suggested
steps would enable the Nordic economies to
get back on a growth path by addressing two
drivers discussed in the previous chapter: an
increase in total hours worked and an
increase in productivity.

The Progress Made

The Nordic Agenda should inspire the Nordics
to establish healthy economic growth while
maintaining the core of the Nordic model.
The Nordic Agenda’s ten recommendations
support the three steps of a transformation
we typically see in corporate transformations
as well. (See Exhibit 10.) First, funding the
journey involves employing short-term levers
to free up resources for future investments.
This is what we see the Nordic countries—
with the exception of Sweden—have started
doing. Second, winning in the medium term
involves securing competitive advantage by
investing capital and other resources with
long-term payback. Third, building the right
team, talent, and culture is an essential en-
abler to successfully complete the transfor-
mation. The recommendations enable the

Nordic countries both to increase the total
hours worked and to improve productivity.

The Nordic countnes have fo-
cused on short-term actions
to 1ncrease competitiveness.

Have the Nordic governments planned ac-
tions that will achieve the agenda’s goals and
secure the Nordics’ growth and competitive-
ness in the future? On the basis of BCG’s out-
side-in assessment, progress varies by coun-
try: Denmark, Finland, and Norway have
planned actions along the lines of our recom-
mendations, while Sweden has taken a differ-
ent approach. What all Nordic countries have
in common is that they have focused on
short-term actions to increase competitive-
ness and to end the acute recession—but not
yet so much on reinvigorating the Nordic
model with investments and changes in men-
tal attitude that will support long-term
growth and competitiveness. It remains to be
seen which plans proceed to the implementa-
tion phase and become reality, and it is clear
that governments have a lot to do in many
areas in order to reach the target states of our
recommendations. (See Exhibit 11.) However,
it is encouraging to notice that governments
are tackling several important issues and that

THE BOSTON CONSULTING GROUP ‘ 21



EXHIBIT 10 | The Nordics Can Revive Competitiveness by Following Ten Recommendations

INCREASE TOTAL HOURS WORKED

INCREASE PRODUCTIVITY

é FUNDING THE JOURNEY

Maintain public expenditure at a constant level until it reaches a healthy level as a share of GDP. This will free up resources

for investments and lower the tax burden.

Get more people into the workforce. Incentivize
working with targeted actions to reduce unemployment
and inactivity.

Open the labor market. Lower the minimum wage,
subsidize wages, or introduce tax incentives for
low-income workers. In addition, ease the rigid labor
regulations.

BUILDING THE RIGHT TEAM,
TALENT, AND CULTURE

Take immediate measures to make the cost of doing
business more attractive across industries. Increase
labor market flexibility and lower the tax burden (by
reducing the energy tax, for example).

WINNING IN THE MEDIUM TERM

Source:

Leverage the current population to a higher degree.
Increase working hours per capita to benchmark levels.
Incentivize faster student graduation, encourage
workers to stay longer in the labor force, and address
the employment rate of anyone outside the labor force.

Increase the workforce through immigration.
Depending upon our success in meeting the goals set
forth in recommendation eight, the Nordics will need up
to 1.2 million new workers by 2030 to maintain the
current economic dependency ratio. Immigrant labor
will provide a solution, but significant effort needs to be
put into integration efforts, especially into the current
acute immigration situation in Europe.

BCG analysis.

the Nordic countries are going in the right di-

rection in many areas.

Invest more into and get the most out of talent,
innovation, and digitization. Norway needs to increase
R&D spendmg Denmark, Finland, and Norway must
foster entrepreneurship, and all of the countries should
incentivize the study of science, engineering, and digital
disciplines.

Invest to improve the framework conditions for
businesses to enable long-term competitiveness. Strive
to be in the top quartile of the peer group in efficiency of
the goods market, infrastructure, and forward-looking
investments.

Revitalize the public sector by improving its productiv-
ity. Measure productivity, focus on the outcomes, and
open public services to competition from private
providers. Invest in digitization and other productivity-
improving technologies.

Become a magnet for international talent. Develop
internationally competitive educational institutions,
incentivize international students to stay in the Nordics
after graduation (for example, by offering tax benefits),
and lower local-language requirements. Also, attract
international professionals to areas with talent shortages
by marketing world-class living and working conditions.

is an example how the government is taking
its plans forward. The government has also
kept on promoting technical and science

Denmark is acting, but it is not being bold
enough. The newly elected Danish right-wing
government has started planning transforma-
tive actions, but it remains to be seen which
ones become a reality. To a reasonable extent,
it has planned to incentivize people to work
more, to make the labor market flexible for
companies, and to establish e-government
services in the public sector. Establishing a
benefits commission (Dagpengekommis-
sionen) to make concrete recommendations
for a more flexible and limited benefits system
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degrees, which are relevant for the job market.
However, the Danish government’s internal
stance toward immigration (for example, for
plans adding requirements for obtaining
citizenship) is counter-productive in terms of
securing foreign talent to address the declining
workforce owing to an aging population.

Finland has finally woken up. The Finnish
center-right government, elected in early
2015, has created a wide-ranging strategic
plan and started detailing some of its action



EXHIBIT 11 | The Nordic Countries Are Making Varying Progress
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points. The most positive plans in Finland
have been around reducing government
expenditures by €10 billion by 2030 in order
to stop incurring more debt (currently in-
creasing at a rate of €0.6 million per hour)
and to reduce companies’ cost of labor

(5 percent of unit labor cost). Long-term
investments, although laid out, are not as
ambitious. There is only a €0.1 billion addi-
tional investment for digitization—which
should be a focus area—and a €0.3 billion
investment for bioeconomy. These are small
compared with cost cuts, which amount to
€0.7 in education alone. Finland has respond-
ed quickly to process the increasing inflow of
asylum-seeking immigrants forecasted to
reach 30,000 by the end of 2015, compared
with 3,651 in 2014, but the process for
integrating immigrants into the workforce has
not yet been updated to support these
numbers. The integration of immigrants is
critical for Finland because it has the worst
dependency ratio among the Nordics along
with a rapidly aging population.

Our view 1s that the speed of
change taking place in the
Nordics 1s not fast enough.

Norway has realized the problem. Norway has
been doing slightly better economically than
Denmark and Finland, but its annual GDP
growth has been sluggish at about 1 percent
since the financial crisis. Norway has identified
a need for change—a need that was highlight-
ed recently by the drop in oil prices and no
expectation of them recovering in the short
term—and has begun diversifying its economy
to some extent. Especially its investment in
infrastructure (a total of NOK 508 billion that
the government plans to spend from 2013
through 2023) has been at a good level, and it
is pushing for people to work more by provid-
ing incentives and by reducing regulation that
discourages companies from hiring. Concrete
examples include the reduction of income and
corporate tax rates, as well as NOK 250 million
in early stage capital for start-ups through
grants and cofinancing with private investors.
However, these plans are insufficient to
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diversify Norway’s economy in an environ-
ment where government owns a large share of
MNCs and private investment is not sufficient-
ly encouraged.

Sweden’s plans are different, compared with
the other Nordic countries. Sweden has been
growing economically since the financial
crisis, but at a slow rate of about 1 percent.
Now Sweden’s left-wing government has
chosen a path that allows for more invest-
ment in social welfare—which can fuel
short-term growth and local demand—and
less focus on business competitiveness. To
highlight it, Sweden’s trade surplus of more
than $20 billion has been eliminated during
the past ten years.! Taxation will be in-
creased, as tax relief for employing youths
has been abandoned, and taxes have in-
creased for retirement-aged workers who
remain in the workforce. There are some
positive developments in innovation, though:
the government proposes to focus on invest-
ments in innovation and digitization and
plans to centralize its venture-capital invest-
ing. To facilitate this, an Innovation Council
has been established and a system to match
private venture capital with earmarked
government investments has been proposed.
Additionally, Sweden stands out when
compared with its neighbors with regard to
its open immigration policies, especially for
asylum-seeking immigrants. These policies
will provide long-term benefits, but the
country needs to do more to get immigrants
into the workforce (immigrants’ employment
rate was 64 percent, compared with 78 per-
cent for native-born workers in 2013) and to
attract more work-based immigration.

The Nordics are proceeding with a sense of
urgency. There is a clear sense of urgency—
gradually being realized by governments and
the population—when looking at the compet-
itiveness challenges that the Nordics are
facing. Still, our view is that the speed of
change taking place in the Nordics is not yet
fast enough. The governments have focused
on short-term actions to end the stagnation,
but even those are still partly in the planning
stage. In addition, the governments should
deploy more tangible plans for structural
reforms of the labor markets and public-ser-
vice offerings, establish a mental attitude to



adjust their investment focus (for example,
on innovation, digitization, and talent),
enable businesses to grow by reducing
regulation to a great extent, and address the
looming workforce gap. Many good initiatives
have been started to transform the Nordic
economies. However, these are not yet
sufficient, as the economic situation is not
improving except in Sweden and, to some
extent, in Denmark. A recent economic
forecast for 2015 shows 2.8 percent GDP
growth for Sweden and 1.9 percent for
Denmark, but only 1.2 percent for Norway
and 0.4 percent for Finland (compared with
2.5 percent, on average, for the Nordics from
1980 through 2007).2

To make sure that Denmark and Finland con-
tinue on the transformation path, that Nor-
way keeps diversifying its industrial land-
scape, and that Sweden embarks on a quest
to secure its competitiveness in the long term,
the Nordic governments and business leaders
should systematically assess their countries’
progress with regard to the ten recommenda-
tions. Only by identifying the areas where no
action has been taken or where actions have
not had the needed impact can further im-
provement be made.

Inspiration from Abroad

The Nordics are still far away from the target
state and are struggling in several areas that
could help revive the Nordic model, such as
removing rigidities from the labor markets,
leveraging immigration to secure the work-
force, and enhancing the performance of the
public sector. In order to come up with effec-
tive solutions for the major challenges in these
areas, the Nordics should look at best practices
from one another and from abroad. Applying
solutions that have been used successfully in
other countries outside the region is an effi-
cient way to start developing actions and
bringing novel ideas to each Nordic country.

A natural step among the Nordic countries is
to increasingly learn from one another. The
four Nordic countries each have some
world-leading areas in the public sector that
are exemplary on a global scale, and the
countries are close enough culturally, politi-
cally, and economically for many best practic-

es to be applicable across the region. To iden-
tify areas where best practices are relevant,
one can look at the Nordic Agenda’s three
steps and the politics the Nordic countries
have applied and dive deeper into areas
where there are large variations among our
countries. For example, in funding the jour-
ney, Denmark has demonstrated an efficient
labor-market model, and in winning in the
medium term, Sweden has introduced strate-
gies to improve productivity in health care.

The Nordics should look at
best practices from one
another and from abroad.

The Nordic countries should also look to
global best practices and successful
initiatives. Particular focus should be given
to areas where the Nordic countries have
struggled to match the development of
international peers. For instance, to handle
the challenges arising from integrating large
numbers of immigrants into the workforce,
inspiration should be sought from countries
that have performed well in this respect,
such as the UK. Also, as other countries catch
up with the Nordics’ digital development,
measures need to be taken to defend the
position of global leadership in this field. The
UK’s innovation program works as a best
practice in this area. On a strategic national
level, Singapore has taken a holistic view in
developing and measuring its national
strategy

Denmark’s Labor Regulation. In the World
Economic Forum’s competitiveness assess-
ment, labor regulation is identified as the
most or second most problematic factor for
doing business in Finland, Norway, and
Sweden. In Denmark, however, it was only
fifth, indicating a clearly more open labor
market. Since the 1990s, Denmark has used
the flexicurity model, which provides flexibili-
ty for employers to scale their workforce up
or down and security to employees through a
state guarantee of up to 90 percent of their
salary should they become unemployed.
Denmark supports this model with active
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labor-market policies that help the unem-
ployed find jobs or with education and
training. The model is also supported by the
major unions and the employer association.

Imnmgrants have integrated
into the UK’s workforce and
contributed to public finances.

The flexicurity model increases employers’
willingness to hire new staff and reduces the
perceived risk to hire immigrants. From the
1990s, when the model was introduced, until
the financial crisis in 2008, Denmark’s unem-
ployment rate improved to become one of
the lowest among OECD’s member countries.
After the financial crisis, the unemployment
rate has increased more than 3 percentage
points, but it is still lower than the OECD av-
erage and those in Sweden and Finland. By
introducing the Danish model, Sweden, Nor-
way, and Finland could improve international
competitiveness for companies by giving
them the flexibility to scale up or down the
number of employees and, thus, their costs.
These countries could also use the model to
reduce unemployment and improve the pos-
sibilities for immigrants to break into the
workforce. Economist and professor Lars
Calmfors estimates that structural employ-
ment in Sweden could be lifted by 1.5 to

2 percentage points by introducing reforms
similar to those in Denmark.? In addition, the
new Danish government has made policies to
further enhance the labor market and lift em-
ployment, as presented previously. Establish-
ing a model similar to the Danish one would
be a first step in reforming other Nordic labor
markets, but it would need to be followed by
further measures to decrease the other obsta-
cles companies face.

Opening Labor Markets to Immigrants.
Several countries have kept their labor
markets open to boost the employment of
immigrants. They have successfully attracted
and integrated large numbers of immigrants
into their workforce by keeping regulation
and restrictions to a minimum. As an
example, the UK is considered a dynamic
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economy with an open stance toward
immigrant labor. When ten new countries
joined the EU in 2004, the UK didn’t impose
restrictions that would hinder the new EU
citizens from immigrating and working.
Workforce integration has been successful:
while the annual inflow of immigrants has
increased from less than 300,000 in 2000 to
more than 400,000 after 2004, the employ-
ment rate of the native population has
stayed level at 72 percent (contrary to the
expectations of critics) and the employment
rate of immigrants increased from 63 to

69 percent. Immigrants have integrated well
into the UK’s workforce and have contrib-
uted to the health of public finances: the
ratio of overall fiscal revenues to spending
has been higher for immigrants than for the
British-born population from 2001 through
2011.# In essence, as a result of successful
integration, immigrants have subsidized
welfare for British-born citizens.

It is evident that flexibility, few restrictions,
and an agile labor market are important in
integrating new immigrants into the work-
force, especially the ones who have fewer
skills and lower productivity and who struggle
to find suitable jobs. Examples of rigid labor-
market regulations that discourage employers
to hire are high minimum-wage rates and
social security contributions. Also, lavish
social security is a disincentive to immigrants
to work, so there needs to be a balance.

The UK’s Innovation Program. To boost
British innovation and technology clusters,
Prime Minister Cameron introduced a
long-term initiative to improve the country’s
innovation climate and business conditions
for start-ups. The program addresses improve-
ments in four main areas: infrastructure and
innovation clusters, access to capital and
funding, talent and skills, and supportive
regulations and taxation. After the introduc-
tion of the program in 2010, the UK’s ranking
went from 14 to 2 in the Global Innovation
Index.® (See Exhibit 12). Similar efforts were
undertaken in the Nordic countries as well,
but during the same period, the rankings of
three of the four Nordic countries dropped.
Initiating stronger programs in the Nordic
countries could put us back at the interna-
tional frontier of innovation, which is central



EXHIBIT 12 | The UK’s Innovation Program Improved the Country’s Ranking in the Global
Innovation Index

2009-2010 2011 2012 2013 2014 2015
1. Iceland 1. Switzerland 1. Switzerland 1. Switzerland 1. Switzerland 1. Switzerland
2.Sweden | 2 Sweden 2Sweden  2.Sweden 2UK —2uk
3.HongKong | 3.Singapore 3.Singapore 3.UK - / 3.Sweden 3sweden
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Cs.Denmark | sFinland /5 wk  /osus 5.Netherlands  5.US.
6Finland | 6.Denmark | 6 Netherlands 6. Filand sus. 6Finland
7.Singapore | - 7us. |7 Denmark  7.Hongkong - 7.Singapore 7.Singapore
8 Netherlands | 8.Canada | 8 HongKong  8.Singapore 8 Denmark gieland
9Newzealand | 9. Netherlands | 9 reland  9.Denmark 9.Luembourg 9. Luxembourg
C10.Noway |, wuk 0Us.  10leland 10 HongKong ~ 10.Denmark
C1us (/ lieland 11 Lixembourg  11.Canada 1l ieland 11 Hongkong
C12Canada | - 12 Germany 12.Canada 12 Lwembourg  12.Canada  12.Germany
C13.Japan | 13.0eland 13.Newzealand  13.lceland 13.Germany  13.0ccland
ok | 140520l U Noway  1dlsmel 14Noway  14.SouthKorea
15 luwembourg | 15.NewZealand  1s.Germany  15.Germany 150sael 15 NewZealand

PROGRAM LAUNCH

Source: Global Innovation Index (INSEAD, Cornell University, and the World Intellectual Property Organization).

to fostering new companies, attracting FDI
and international talent, and lifting economic
growth.

Sweden’s Value-Based Health Care. The
Swedish health-care system is often consid-
ered a best practice. Though spending less
per capita on health care than some other
Western countries—for example, spending
half of what the U.S. spends—it is ranked
among the best in the world and has strong
statistics in life expectancy (number 12 glob-
ally) and infant mortality (number 6 global-
ly). But Sweden’s health-care system faces the
same challenges as the systems in most
Western countries: rising demand coupled
with increasing costs and pressed public
finances. Traditionally, hospital administra-
tors have focused on process efficiency rather
than on patient outcomes, and this has only
exacerbated the problems.

Several Swedish hospitals have now started to
implement a value-based health care (VBHC)

strategy, which has also become a high priori-
ty for several county councils. VBHC focuses
on delivering the best possible health out-
comes for the patients at equal or lower cost.
By defining what outcomes truly matter for
patients, measuring them, analyzing the data,
and creating transparency by equipping both
medical professionals and patients with the
information, VBHC can have a huge impact
on treatment quality. Operating hospitals and
health care systems on the basis of outcomes,
rather than only on process metrics, further
encourages collaboration across units within
hospitals and across different health-care-
system stakeholders. A central part of VBHC
is to standardize outcomes measurement,
making it possible to compare the results
among care providers within and across
health care systems to identify the best prac-
tices. Sweden is a pioneer in outcomes mea-
surement, with its large number of high-quali-
ty disease registries and its key role in
establishing the International Consortium for
Health Outcomes Measurement, the coopera-

THE BOSTON CONSULTING GROUP | 27



tive effort of Karolinska Institutet in Stock-
holm, Michael Porter at Harvard Business
School, and BCG. (See The Value-Based Hospi-
tal: A Transformation Agenda for Health Care
Providers, BCG report, October 2014.) VBHC is
still in its youth, but it holds great potential to
curb the increasing health-care costs and,
more important, to deliver better outcomes
that matter to patients.

Many of the Nordic MNCs
have successfully gone
through a transformation.

Singapore’s Country Strategy and Follow-Up.
Singapore’s Public Service Division stands out
for its effectiveness over several generations in
responding to the country’s short-term crises
and long-term structural challenges through
clear target setting and follow-up. First of all,
Singapore has created clear strategies and
targets for sustaining the nation’s economic
growth. In 2010, it formed an Economic
Strategies Committee that set the future
direction for Singapore, recommending that
Singapore focus on highly skilled people, an
innovative economy, and being a distinctive
global city.® Furthermore, Singapore actively
tracks the outcomes that its public sector
achieves. It has institutionalized regular
monitoring of the ministries” achievements
and publishes a biennial Singapore Public
Sector Outcomes Review that focuses on quanti-
fiable outcomes and progress in key areas of
national interest.” (See Exhibit 13.) All of this
enables action to be taken on the basis of
results. Nordic governments should evaluate
the need for a similar measurement concept.

Making It Happen

Driving change of the Nordic model means
going down a rewarding but bumpy road.
There will be considerable political challeng-
es voiced by politicians, officials, and the gen-
eral population. Beyond the top political lay-
ers, execution requires approvals from
multiple government agencies and officials
owing to bureaucracy and increased coopera-
tion with the corporate sector. Consequently,
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a solid implementation roadmap is required
for the Nordic Agenda. The implementation
process then needs to be rigorously assessed
to ensure the desired results. In executing a
transformation, Nordic governments can
learn from private-sector companies that
have knowledge and experience of such pro-
grams and can leverage their resources.

Strengthening Cooperation Between the
Private and Public Sectors. The dialogue
between the private and public sectors needs
to be strengthened to support change in the
Nordic region. Many of the Nordic MNCs
have successfully gone through a transforma-
tion where measurable outcomes have been
paramount.

To start the collaboration, it is important not
only to hire talent from the corporate sector
into key positions in the public sector but also
to get input from business leaders with prov-
en experience. This input can, for example, be
given through councils and boards of direc-
tors. Private-sector talent can help the public
sector in establishing the right mind-set and
processes for measuring and increasing pro-
ductivity, as it is a constant challenge for com-
panies and necessary for their survival.

In many cases, it can also be helpful to invite
the private sector to compete with the public
sector. This way, the quality and cost of ser-
vices provided by public institutions, such as
health care and transportation, can be direct-
ly compared with the quality and cost of ser-
vices provided by private companies to deter-
mine if the public sector is competitive. The
Swedish payer-provider system for health
care is an example of a public-sector service
that compares its quality and costs to private-
sector services. Such comparisons also reveal
the minimum level of performance the public
services must meet.

A better dialogue between the private and
public sectors also helps the latter to fully
understand what the private sector needs to
increase its productivity and create new jobs.
Especially in the dynamic world of technolo-
gy and start-ups, the public sector needs to
be attentive so that the right initiatives are
there to support the next generation of
MNCs and continue to provide a supportive



EXHIBIT 13 | Singapore Actively Quantifies and Tracks Its Public Sector’s Outcomes

A NATION OF OPPORTUNITY

A CITY TO CALL HOME

Better public » Home ownership (%)
> BRI ERED housing for all « Debt-serving ratio of home buyers (%)
Quality growth » Unemployment rate (%)
. i 0
to benefit . t%tl)i;bpiﬁiigmty @ &) » Customer satisfaction for public survey (%)
all Singaporeans Inflation, CP| (%) Enhancing « Number of delays per train kilometers
T - transport and « Share of frequent bus arrivals (%)
» Household income from work (index) connectivity N A P
infrastructure

» Employment rate (%)

Abundant work o Labor with at least postsecondary

and education qualifications (%)
opportunities « Training participation rate (%)
» Gini coefficient

Vibrant social
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spaces for all Satisfaction with living environment (%)

A better » Domestic waste per capita (kilograms per
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the present » Domestic water consumption per capita
and future (liters per day)

A CARING AND COHESIVE SOCIETY

Singaporeans » Composition of population (millions)  Enabling our seniors « Employment rate for ages 55-64 (%)

are at the heart of  « Fertility rate (per female)
population policies . Divorce rates (%)

to enjoy active » Retirement income sufficiency at
and confident aging age 55 (percent of people)

Assurance of « Life expectancy at birth (years)

good and affordable « Coverage of bills by Medisave/Shield

health care (%)*

A SAFE, SECURE, AND CREDIBLE SINGAPORE

Maintaining a « Crime rate (per 100,000
safe and population)
secure home » Ex-offenders’ recidivism rate (%)

« Volunteering rate (%)

A caring « Charitable contributions (%)
community » Households assisted under ComCare
(number)?

AN EFFECTIVE AND TRUSTED GOVERNMENT

Upholding good « Global rank in government effective-

governance ness and regulatory quality (percentile)
A sound and » Budget balance (percent of GDP)
sustainable « Net benefits of household income by
fiscal system decile (%)

Source: Singapore Public Sector Outcomes Review, Ministry of Finance, 2014.
Note: FDI = foreign direct investment. CPI = consumer price index.

INational medical-savings scheme and basic health insurance.
2Social assistance is for low-income individuals and families.

start-up environment to keep innovation and
job creation an active part of the govern-
ment, people, and enterprises.

NOTES
1. OECD.

2.Real GDP Forecast, OECD, 2015.

3. Flexicurity: A Swedish Perspective, a presentation for the
European Parliament.

4. The Fiscal Effects of Immigration to the UK, Centre for
Research and Analysis of Migration, November 2013;
includes immigrants that have arrived from 2001
through 2011.

5. Rankings by Cornell University and INSEAD.

6. Report of the Economic Strategies Committee, Ministry of
Trade and Industry Singapore, 2014.

7. Singapore Public Sector Outcomes Review, Ministry of
Trade and Industry Singapore, 2014.
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FOR FURTHER READING

The Boston Consulting Group
publishes many reports and articles
on transformation and on the
Nordics that may be of interest to
senior executives. Recent examples
include those listed here.
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How to Jump-Start Digital
Transformation

A Focus by The Boston Consulting
Group, September 2015

Man and Machine in Industry 4.0:

How Will Technology Transform
the Industrial Workforce Through
2025?

A Focus by The Boston Consulting
Group, September 2015

The Robotics Revolution:
The Next Great Leap in
Manufacturing

A report by The Boston Consulting
Group, September 2015

Launching a New Digital Agenda:
How Sweden Can Become the
Global Leader in Digitization and
Technology

A report by The Boston Consulting
Group, June 2015

Why Well-Being Should
Drive Growth Strategies: The
2015 Sustainable Economic
Development Assessment

A report by The Boston Consulting
Group, May 2015

Industry 4.0: The Future of
Productivity and Growth in
Manufacturing Industries

A Focus by The Boston Consulting
Group, April 2015

Transformation: The Imperative
to Change

A report by The Boston Consulting
Group, November 2014

Decoding Global Talent: 200,000
Survey Responses on Global
Mobility and Employment
Preferences

A report by The Boston Consulting
Group, October 2014

The Value-Based Hospital: A
Transformation Agenda for
Health Care Providers

A report by The Boston Consulting
Group, October 2014

Revitalizing Nordic
Manufacturing: Why Decisive
Action Is Needed Now

A report by The Boston Consulting
Group, August 2013

Digital Sweden: How Consumers
Are Setting the Pace and
Creating Opportunities for
Businesses

A report by The Boston Consulting
Group, May 2013
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