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Future Wealth by Stan Davis & Christopher Meyer

Book Abstract

MAIN IDEA

A deep and radical realignment in the way wealth is created is underway at present.

The overall impact of that realignment is that ordinary individuals will take greater control of their own financial futures as they become the central players in the new economy. In particular, individuals will come to understand the true market value of their own human capital -- their skills and know-how . They will also gain a new understanding of the role risk has in maximizing the growth of that human capital. And those changes will have a flow-on impact on the way society is structured.

In the near future, the connected economy will offer opportunities for every individual to secure for themselves unprecedented personal rewards in the humanistic, financial and real dimensions of wealth.

About the Author

STAN DAVIS is a leading business thinker, public speaker and author. He advises a number of leading companies and fast growing businesses around the world. He has also written or co-authored Blur, Future Perfect, 2020 Vision and The Monster Under The Bed.

CHRISTOPHER MEYER is an Ernst & Young partner and the Director of the Ernst & Young Center For Business Innovation -- a think tank which follows the challenges facing business. Mr. Meyer is also president of Bios GP Inc., an Ernst & Young company which applies complexity theory to business. He is widely considered an authority on the information economy and how it will impact on business. Mr. Meyer co-authored Blur with Mr. Davis, and is a regular columnist in Business 2.0.

The future wealth Web site is located at http://www.future-wealth.com.

Important Note About This Ebook

This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.


Summary of Future Wealth (Stan Davis & Christopher Meyer)

Section 1: Three New Rules

Main Idea

The connected economy has generated three new rules that will radically affect how wealth will be created in the future:
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Supporting Ideas

Beginning in the 1990s and continuing for the next few decades, the economy is becoming more electronically connected. The defining characteristics of a connected economy are:


	Speed -- constant change and enhancement becomes better and more desirable than stability.

	Connectivity -- open systems grow and thrive while closed systems wither and die.

	Intangibles -- virtual assets come to have a higher market value than physical assets.



For a connected economy, the principles of wealth are different from those that apply in a physical economy. Specifically, wealth in a connected economy:


	Is created by financial rather than by physical processes.
The physical economy creates wealth by producing goods and services. The connected economy creates wealth by bearing, managing and trading risk. Thus, individuals now stress investments (financial) more than income (physical). Companies focus on cash flows (financial) rather than products (physical). And society looks at stock market indexes (financial) as a barometer rather than GDP (real).


	Is accumulated in unearned rather than earned assets.
Potential future revenue streams offered by intellectual assets that will generate increasing returns in the future are valued more highly than plants and factories that manufacture goods and provide services in the present.


	Is distributed broadly rather than narrowly.
The individuals and households which are not rich enough now to live without working but who have sufficient discretionary income to invest will soon find in the connected economy, the income earned from investments will become an ever larger proportion of their total income. In other words, a broad segment of society will accumulate wealth in a connected economy, not just those who can fund the acquisition of large assets.


	Is controlled by individuals, not institutions.
The control of wealth has moved from landowners (late agrarian economy) to business owners (early industrial) to managers (late industrial) and then pension funds (early information). In the connected economy, individuals take responsibility for managing their own wealth because they have ready access to high quality financial information and professional services through the Internet.




The connected economy is not only changing markets but creating three new forces in the economy:


	Information has become so rich and so accessible that an efficient market for evaluating risk has evolved.
Efficient markets have four characteristics:


	Transparency -- everyone gets the same information.

	Liquidity -- trades can be easily organized.

	Continuously adjustable to changing conditions.

	Access open to everyone.



The Internet makes it possible for efficient markets to develop in anything and everything, and futures, derivatives, options and other financial instruments soon follow.


	Human talent and intellectual capital are now the scarcest -- and thus most valuable -- resources.
In the connected economy, people get paid for their skills -- not their ability to produce goods or operate machinery. As software comes to handle most tasks, human capital becomes the scarcest resource.


	There is a growing mismatch between the social structure of the industrial era and that of the connected economy.
The shift to the connected economy is raising fresh debate about copyright, pornography, free speech, encryption and so forth -- the same tension between freedom and order every country in the world has debated and continues to debate all the time.




Those three new forces, in turn, lead to the three new rules that regulate how wealth is created in the connected economy:

Rule #1
Risk has evolved from a threat into
an opportunity to create wealth.

Most people are aware that in the investment field, if you can afford to lose sometimes, you can make more money by investing in high-risk investments. From a financial perspective, the less you limit downside risks and take advantage of upside opportunities, the better. The connected economy makes it feasible for everyone to build as much risk as they like into their personal wealth accumulation programs.

Rule #2
Efficient financial markets will develop
for everything, including human capital.

Capital markets have always valued scarce resources most highly. In the connected economy, for the first time in history, it will become possible for efficient markets to exist in intellectual capital -- the future value of the brain power of individual people with specialist skills. Again, as soon as an efficient market exists, futures and options will follow. The job markets of the future will be highly efficient human capital markets.

Rule #3
New forms of social safety nets will
spring up to help people who fail.

Those societies which develop safety mechanisms to allow their people to take more risks rather than less in the connected economy will create the most fertile environment for innovation and growth. That will require as yet unclear regulations, rules and laws. The objective will be to balance too much freedom against too much order somehow. Whichever society manages to develop a safety net which encourages risk taking without providing a bailout in the event of poor performance will have a substantial competitive advantage in the connected economy.


Section 2: The Implications For Individuals

Main Idea

The three direct consequences of the connected economy for individuals will be:
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Supporting Ideas

Consequence #1
Tangible assets will lose value as human
capital increases in market value.

Individuals will create their own future wealth by marketing what they do or know well directly in the connected economy rather than simply working for an organization. In that context, human capital will embrace everything:


	An athlete’s speed and prowess at a sport.

	An entrepreneur’s confidence in his or her own abilities.

	The imagination and skills of a software developer.



Already, people with established track records can collect money up-front on terms that will be better than those offered to a newcomer in that field. In effect, talented individuals are creating personal brands that others are willing to pay for.

Take, for example, the 15-year bonds sold by entertainer David Bowie for $55 million against the future revenue stream of his intellectual property. This kind of securitization will become more and more common as people gain greater familiarity with these types of securities.

As these markets broaden, a larger number of investors will take notice -- which, in turn will generate more awareness and even greater demand. And in any market, greater demand always translates into higher prices.

Of course, bonds won’t be the only type of human capital security available. Investors will start taking an equity stake in unknown people, in anticipation of large run-ups in value if that person turns out to have highly marketable skills and know-how in the future. (One can only imagine what the value of equity in Tiger Woods career would have been when he first turned professional as opposed to what it would be immediately after his 1997 U.S. Masters tournament win).

There are still loads of questions to answer and ethical issues to be addressed as an infrastructure emerges but one fact is already clear -- once human capital becomes legally and commercially packaged efficiently, it will increase in value at a rate of growth that will make the run-up in market value of Internet stocks seem insignificant. Simply put, human capital has huge potential for pure financial growth and appreciation.

And, as a natural flow-on effect, as human capital rises to its true market value, the relative merits of tangible assets will lose some of their appeal -- and thus some of their corresponding market value.

Consequence #2
Organized markets for the trading
of human capital will emerge.

How will these markets develop? It will most likely take about 20 years and occur in four waves:
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Which generation will be most the most active participants in this development process? Most likely:


	The pre-baby boomers will have retired.

	The baby boomers will be focused on wealth preservation.

	Gen X’ers (1965 - 1980) will participate enthusiastically.

	Gen Y’ers (1980 - 1994) will grow up knowing nothing else.



For this scenario to play out as stated, several developments will need to occur:


	Improved information technology will be required.

	Financial technology will need to be enhanced.

	New regulations will need to be enshrined in law.

	A shift in culture will have to take place.

	A new mind-set must take root in the investment community.



The future generations may yet look in awe at an era when only tangible assets were considered to have any measurable market value.

Consequence #3
Households will gain expertise in
managing risk to optimize their wealth creation.

At present, more people deal with risk subconsciously than are making deliberate decisions. In the connected economy, the management of risk will become more obvious and people will gain confidence in their abilities as risk managers.

Real-world risk has three elements:


	The mathematical -- the odds of winning and losing.

	The lack of completeness of information about a situation.

	A personal tolerance for- or aversion to- risk.



When most of a person’s net worth was tied up in intangible assets like property, insurance was sufficient to limit any downside risk. In the connected economy, however, many more assets (like the value of personal human capital) will be in a liquid, tradeable form. In that situation, the erosion of assets is only part of the risk and the need to grow those assets faster than inflation dilutes purchasing power is another part of the risk profile.

Specifically, most financial assets must be put at risk in the form of investment to grow. Thus, the greatest risk becomes not the loss of the asset but the loss of an opportunity to grow the asset.

The connected economy will develop in directions that will provide more detailed risk management expertise and tools. People have now started becoming their own brokers and investment advisers. Before too long, they will also add sophisticated risk management credentials as well. They will use combinations of stocks, bonds, mutual funds and financial derivatives -- purchased and managed electronically -- to achieve the level of risk they prefer for their own investment portfolios. Highly efficient and profitable secondary markets will emerge for just about everything, including human capital and other assets. The ramifications will be far reaching and broad in scope.

Key Thoughts

“Once we see our talent -- athletic, intellectual, charismatic -- as a kind of productive economic unit, we’ll be able to reconsider what kind of capital structure we can make of and for ourselves. Some entertainers and
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