Article

. . GLIMS I of M

G IObaI IZatlon Of ReviJ:vl:r::d ?ran:;]:rg:;:;rf
oy e (1) 11-29,2022

Com petltlon: ©The Author(s) 2022

DOI: 10.1177/jmrt.22.1022679

The Global Rule of mrt.spectrumjps.com

Three and the

N ew Tri ad Powe r INSTITUTE OF MANAGEMENT, GURGAON

Jagdish N. Sheth', Can Uslay?, and
Rajendra S. Sisodia®

Abstract

In this article, the authors provide an overview of the Global Rule of Three.
Competitive markets grow, consolidate, and mature, ultimately leading to the
emergence of three full-line generalists. The financial performance of full-line
generalists gradually improves with greater market share, while the performance
of specialists drops off rapidly as their market share increases. Businesses that
lack the scale and scope advantages of generalists, and the focus and service
advantages of specialists get stuck in between—in the ditch range.The Rule of Three
structure generates optimal operational efficiency in competitive markets and
positive impact on all stakeholders. It represents an empirical reality that must be
factored into the strategy of businesses of all sizes. Competitive markets evolve
in a predictable fashion across industries, and they go through similar lifecycles.
Many generalists that are dominant in their countries or regions are unable to
exert the same leadership when the market globalizes. Each century has been
marked by the successes of different regions and cultures. The old triad power
which consisted of Western Europe, North America, and Japan is being replaced

' Goizueta Business School, Emory University, Atlanta, GA, USA
2Rutgers Business School Newark and New Brunswick, Rutgers University, Newark, NJ, USA
*EW. Olin Graduate School of Business, Babson College, MA, USA

Corresponding Author:
Jagdish N. Sheth, Goizueta Business School, Emory University, Atlanta, GA 30322, USA.
E-mail: jag@jagsheth.com

Creative Commons Non Commercial CC BY-NC:This article is distributed under the

terms of the Creative Commons Attribution-NonCommercial 4.0 License (http://www.
creativecommons.org/licenses/by-nc/4.0/) which permits non-Commercial use, reproduction and
distribution of the work without further permission provided the original work is attributed.




12 GLIMS Journal of Management Review and Transformation [ (1)

by America, China, and India. The new triad power comes with possible problems,
especially between China and the US. Their differences will inevitably create
tensions, and India will increasingly become a more strategic partner to both.
Increasing demand for the world’s limited resources will necessitate resource-
driven global expansion for enterprises and nations, further transforming the way
business is conducted in the 2|st century.
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globalization, global marketing, corporate strategy, marketing strategy, triad power,
generalists, specialists, financial performance

Introduction

Although the phenomenon of increasing market concentration is not new, the
COVID-19 pandemic has significantly accelerated the consolidation of power and
wealth globally. According to International Monetary Fund, in 2025, more than
half of global growth is expected to come from just three countries (27.7% from
China, 13% from India, and 10.4% from the United States), whereas the tradi-
tional powerhouses such as Germany, United Kingdom, and France are expected
to contribute less than 5% (Tanzi & Lu, 2020).!

An examination of economic growth over the 19th century suggests that the
industrial revolution and the colonial expansion, which fueled its factories,
made it the European century. By most metrics, the 20th century can be
claimed by the United States, and the 21st century (or at least the first half of
it) will be remembered as the Asian century. There was a time when 45% of
world trade and 70% of the world’s GDP were concentrated among the old
triad. Merely 15 countries conducted and controlled much of world trade then,
and it was as if the rest of the world did not matter. The status quo prevailed
throughout the Cold War until communism collapsed in 1991. That paradigm
has long shifted.

The old triad power of the United States, European Union, and Japan is quickly
giving way to a new one among the United States, China, and India. The influence
of Europe’s perennial powers has waned, and even the United States is projected
to fall behind as the growth engine of the world. This shift from West to East is
poised to create disruption at all levels—from micro to macro. Who would have
guessed that Chindia would overtake the United States so soon (Sheth, 2011)? Yet
we maintain that this progression has been all very predictable.

This article covers two distinct yet intertwined topics based on our book, The
Global Rule of Three: Competing with Conscious Strategy (Sheth et al., 2020).
In the first half, we introduce the Global Rule of Three and discuss the globali-
zation of competition. In the second half, we discuss the macro-phenomenon of
the rise of the new triad power. The impact of both on our future will be unique and
powerful.
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The Rule of Three

The Rule of Three theory (Sheth & Sisodia, 2002) posits that competitive markets
tend to converge toward a structure dominated by three large players
(i.e., generalists), whereas much smaller specialists occupy the peripheries. The
three-player-dominated market structure outperforms competing structures in
terms of financial performance. Generalists are volume-driven, and specialists are
margin-driven. In between them, there are “ditch” players that lack the volume
(and economies of scale and scope) of the generalists and the focus and service
levels of the specialists. The businesses that are stuck in the middle underperform
both generalists and specialists consistently.

The premises of the Rule of Three have been tested and supported empirically
using data from thousands of firms in hundreds of markets (e.g., Reeves et al.,
2012; Uslay et al., 2010, 2017). Even as the boundaries between markets blur, the
empirical results from four decades of data have been highly robust.? The findings
were consistent even after controlling for extant explanations such as firm size,
firm age, market-to-book ratio, market concentration, and market share. Markets
with three dominant players outperformed those with more than three players by
116% and those with fewer than three players by 209%, on average, in terms of
ROAs (Uslay, 2015a; Uslay et al., 2010). Similarly, generalists outperformed
those stuck in the ditch by 68%, and specialists did so by an even more impressive
116% (Uslay, 2015b). Game theoretical experiments have also supported
the same conclusion: “two are few and four are many” (Huck et al., 2004,
p. 435). The Rule of Three is illustrated in Figure 1.

The Rule of Three (Sheth & Sisodia, 2002; Sheth et al., 2020) represents a law-
like empirical reality that lends itself to numerous generalizations, including the
following:

1%

FINANCIAL
PERFORMANCE

(Return on Assets)

PRODUCT/MARKET
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THE DITCH GENERALIST

>
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Figure I. The Rule of Three

Source: Adapted from “Competitive Positioning: The Rule of Three” presentation by Jagdish
N. Sheth, 2017).
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. New markets commence in an unorganized fashion, with numerous small

players at the outset. As a market grows, it also gets organized through
consolidation and standardization. This is the process that ultimately
generates three generalists, as well as numerous product and market
specialists or niche players. Such shakeouts are more likely to take place
during the market expansion and growth phase than during maturity.

. The number of full-line generalists that survive the consolidation process is

commonly 3. In a typical market, the market shares of the three eventually
converge to 40%, 20%, and 10%, respectively (Henderson, 1979). Together,
the generalists tend to serve 70%—90% of the market, with the remainder
served by specialists. The extent of market share concentration among the
top three players is related to the prevalence of fixed costs in the aggregate
industry cost structure.

Gains in market share improve the top three large players’ financial
performance, typically up to a market share of 40%. Beyond that point, the
law of diminishing returns, as well as regulatory issues and antitrust
scrutiny, begin to kick in. The expectation is divestiture of assets and a
focus on international growth for leaders that dominate their markets with
over 40% market share.

When the market leader controls over 70% of the market (typically based
on proprietary technology or patents), there may not be room for even a
second full-line generalist. When the top player market share resides
between 50% and 70%, there may only be room for two full-line generalists.
Finally, if the leader has much less than 40% market share, there may be
room for a fourth generalist, even though that is typically only a temporary
condition.

A full-line generalist must have a minimum of 10% market share to be a
viable competitor. Companies whose market shares fall below this level
are at a significant performance disadvantage and must consider the tough
options of mergers or downsizing. For example, in the US airline industry,
US Airways, Northwest, and America West were all stuck in the ditch and
merged with one of the top three carriers (United, American, and Delta),
whereas the other legacy carriers stuck in the ditchfaced bankruptcy (Sheth
etal., 2007).

When #1 and #2 fight for market share, #3 player usually ends up in the
ditch. Examples from the United States include soft drinks (RC Cola went
into the ditch when Coca-Cola and Pepsi went to war) and automobiles
(Chrysler went into the ditch when General Motors and Ford engaged in
deep rebates).

Regardless of the sector, a number 3 player tends to emerge in the long run.
Despite having the largest budget, the market leader tends to be the least
innovative. They perform better as fast followers.

The number 3 players tend to be the most innovative. To them, necessity is
the mother of invention. However, they must keep innovating as they are
often quickly copied by the other two players.

The further it is from the ditch, the better the financial prospects of a
business.
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As for specialists, improving their share of their niche markets (differenti-
ated offerings) helps performance, whereas improving overall market
share (generic offerings) tends to impede financial performance as
measured by ROA.

Growth for the sake of growth can drive a seemingly successful specialist
into the ditch. Even after the most successful launch of any carrier in
history, People Express Airlines collapsed under its own weight when it
grew too fast, and its customer service floundered (Sheth et al., 2007).
More recently, Virgin Atlantic Airways also struggled as its market share
got closer to 5% (Beresnevicius, 2019).

A specialist can transition into a generalist if there are not already three
viable generalists. Alternatively, specialists can be acquired by generalists
as they go mainstream and gain legitimacy.

Successful product and market specialists usually have just one direct
competitor in their chosen niche markets (e.g., Uber vs Lyft). Excessive
competition can also lead specialists to go upmarket and become
supernichers.

Supernichers (which specialize not only by product but also market) can
become monopolists in their niches with 80%—90% share.

Ditch players consistently underperform other firms in their market and
must act to survive. They can emerge out of the ditch via merging with

Table |. Characteristics of Generalists and Specialists

Characteristics

Specialists

Generalists

Sources of
advantage

Competitive
advantage

Cost structure
Scope of offerings

Positioning and
branding

Distribution
channels
Organization and
operations

Economies of exclusivity and
differentiation
Service and selection driven
Image/service

High variable costs
Limited/focused line of

products/services
House of brands

Specialty business, target
market positioning
Separate stops shop

Focused channels

Decentralized, multibusiness
enterprise, dedicated
operations/resources,
vertical integration

Economies of scale, scope, and
speed

Asset-turns advantage
Value/promotion/convenience

High fixed costs
Full line of products/services

Branded house

Broad market, one-stop shop,
positioning with single brand
(corporate) or dual (upscale and
mainstream) brand identity
Omnichannel

Integrated enterprise

Shared resources/operations,
networks, and alliances
Horizontal integration

Source: The authors.
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other ditch players if there are not already three established incumbents. A
more viable option would be to merge with one of the incumbent
generalists. Ditch players can downsize and transition to healthy specialists
if they can secure defensible niches with resource advantages (e.g., IBM
from personal computer maker to a service provider).

In Table 1, we provide an overview of the characteristic differences between
generalists and specialists.

Why Three

The Rule of Three is rooted in both industrial organization economics and
consumer psychology. Game theoretical experiments have demonstrated that
markets with three major players display more stability and commensurate
competition than those with fewer players. Markets with a single dominant player
typically lack innovation. Duopoly markets can have collusion on one extreme
and mutually destructive price wars on the other extreme. In markets with three
large players, the possibility of a coalition among two players diminishes
potentially predatory campaigns by an aggressor and leads to mutual forbearance.
A market with more than three players leads to excessive competition that drives
down the average profitability, and the fourth and further players become
casualties in the drive toward consolidation and efficiency.

Finally, most consumers seriously consider three options for their purchases
(Howard & Sheth, 1969), and the same phenomena may apply to B2B markets as
well (Malhotra & Uslay, 2018). More than three front-runners are often
unnecessary and can even decrease consumption (Fenstermaker, 2013), whereas
fewer than three options are usually insufficient. Hence, the Rule of Three prevails.
It provides for not only an optimal level of choice for consumers but also enables
above-average returns for investors, gainful employment, and the ability to invest
in R&D and long-term performance and innovation. In that regard, we consider
Rule of Three to be stakeholder oriented, even though the metrics used to measure
performance in empirical studies to date have primarily been financial.

Exceptions to the Rule of Three

Although the Rule of Three is commonly observed across various industries, over
time and across continents, there are several factors that impede the convergence
to three key players:

Regulation: When regulations hinder actions as consolidation (as experienced in
the US and Japan’s banking sectors), or allow the existence of natural monopolies
(as in the US local telecommunication sector), the Rule of Three is rendered
ineffective or not operational. However, when such industries get deregulated, the
rule goes into effect, as the cases of US trucking, airlines, and telecommunications
demonstrate.
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Exclusive rights: When rights such as patents and trademarks play significant
roles in the market, players can be considered as submonopolies, free from market
forces, and the Rule of Three is not likely to govern market evolution. However,
in the recent past, there have been significant changes even in industries with high
levels of patent protection such as the pharmaceutical industry, with gradual
advancements toward the Rule of Three. This has been instigated by actions such
as mergers and the pharmaceutical firms’ involvement in the growing generic
sectors and over-the-counter drugs. Patent-based submonopolies are being eroded
as more large firms target major therapeutic classes with various drug formulations,
and the Rule of Three appears to prevail in this sector as well.

Licensed economy: Although the Rule of Three did not initially apply to the
economies of the old communist blocs of India, China, and Brazil, following
deregulation in these markets, it has become highly applicable. The World Trade
Organization (WTO) has also played a significant role in enhancing the competitive
landscape across industries.

Significant barriers to trade and foreign ownership of assets: When there are
substantial trade barriers, the Rule of Three is much more likely to apply at the
national level rather than globally. However, it can still be expected to apply via
the formation of multinational groups and alliances, as is already the case with
airline alliances, and is likely to occur for global telecommunications.

Markets with a high degree of vertical integration: When buyers are limited to in-
house suppliers, we tend not to see three full-line players in the supplier market.
With vertical integration, competitiveness in the market forces operations is cur-
tailed. The consumers and the suppliers are internally tied up, restricting selling and
purchasing in the free market.

Markets with combined management and ownership: Market processes are not
allowed to work in such instances where the ownership and control are combined,
as in the case of professional services. Ownership is attributed to emotional
attachments that can inhibit rational economic decision-making and diminish
opportunities for mergers and demergers.

Notably, most of these exceptions have been diminishing as more industries
are becoming more market oriented through privatization, deregulation, and the
WTO influence. For example, many professional services firms have abandoned
the partnership model and become publicly traded.

The Global Rule of Three

The rationale for the Global Rule of Three is simple and is grounded in the
following corollary: No matter the scope of the market, the Rule of Three prevails.
As the scope of a market expands from local to regional, regional to national, or
national to global, the processes that drive the Rule of Three, namely consolidation
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and standardization, still apply. Regional or national market leaders often find
themselves trailing as the market globalizes (e.g., Bosch). Historically, global
leaders typically (but not always) emerged from the triad of North America,
Western Europe, and the Asia-Pacific region (see Ohmae [1985] and Sheth and
Sisodia [2006] for treatises regarding the triad power). Typically, the leaders in
each of these three markets emerge as global generalists. For example, in the tire
industry, the global leaders are Bridgestone from Japan, Michelin from France,
and Goodyear from the United States. However, to survive and thrive, a global
leader must have a strong market presence in at least two of these three markets.
Other players typically get acquired or gradually become product or geographic
market specialists (Cooper Tires of United States, now owned by Apollo of India,
is an example for both). Furthermore, if a country specializes in an industry, it
may be home to two or even all three global leaders. Current examples of such
consolidation can be found in the steel industry (e.g., historically the United States
and now China). Fundamental axioms of the Global Rule of Three can be
summarized as follows:

Global Generalists

1. When markets become global, another round of consolidation takes place.
In the end, there tends to emerge one global leader from each of the major
economic zones. These economic zones used to be North America,
Western Europe, and Japan, whereas we expect these economic zones to
be China, India, and the United States going forward.

2. Global generalists need to have a strong presence in at least two of the
three triad markets.

3. Achieving global dominance requires strategic alignment of supply chain
and financing, and protecting leadership requires marketing excellence.

4. Generalists with global aspirations need to dominate their home markets
before aggressively expanding globally.

5. Global consolidation will not slow down before the emergence of a
worldwide leader and two other generalists with more than 10% market
share.

6. Global generalists need to identify appropriate strategies for international
expansion. Affordable and acceptable products are generally more effec-
tive than great products with a premium price.

7. Timing must be considered; expanding during deregulatory cycles and
shakeout periods is easier.

8. Firms with global aspirations should consider coordinated actions. Trusted
suppliers, distributors, and even competitors may enter markets together.
This can create a transformational shift in how the new entrants are
perceived. For example, Daewoo, Hyundai, LG, and Samsung have typically
followed each other when entering foreign markets.

Global Specialists

1. While generalists usually earn the headlines, by definition, there can only
be a few generalists in each market in the convergence to the Global Rule
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of Three. Yet, hundreds of specialists may remain viable. Specialists in
globalizing markets have the following options: (a) they can focus on
expanding into foreign markets and become global niche players
(as Germany’s mid-sized “Mittelstand” companies have done very
successfully), (b) they can stay domestic and entrench as a super niche
company, (c¢) they can enter new specialty markets organically or through
M&A, or (d) they can agree to be acquired. Many specialists will experi-
ence several of these options over the next decade.

2. If the specialist is an online player, they should think locally and act
globally by creating supplier diversity, organizing peer-to-peer networks,
and creating global connections. They can identify local winners and scale
them globally.

3. Whereas global generalists must be omnichannel, smaller players can
choose to specialize by channel.

The New Triad Power

Markets are governed by two major factors: (a) competition which was the focus
of the first half of our article and (b) policy which will be our focus for the rest of
it. Next, we discuss the macro factors that are driving the new global triad.

Areview of GDP based on purchasing power parity (which is a more appropri-
ate metric than using nominal exchange rates) quickly reveals the origins of the
new triad power. Half of the top 10 and two of the top 3 spots are assumed by
developing markets. Akin to how the United States replaced the traditional
European powerhouses of Germany, France, and the United Kingdom in the last
century, China and India have already replaced the EU and Japan in the new triad
of the 21st century (see Table 2).

With the rise of the new triad power between China, India, and the United
States, global leaderboards across all sectors are being challenged and reorga-
nized, and the global leaders are increasingly more likely to hail from emerging
markets. While the 20th century relied extensively on advanced nations, the

Table 2. Country GDP Indexed to Purchasing Power Parity (2019)

Country PPP (in US$ Trillion)
China 27.31
United States 21.43
India 11.04
Japan 5.71
Germany 4.44
Russia 4.39
Indonesia 3.74
Brazil 3.48
United Kingdom 3.16
France 3.06

Source: Knoema (2020).
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growth in the 21st century will come primarily from emerging markets. We posit
that deregulation, low barriers to trade, and free markets drive the convergence
toward the Global Rule of Three. Protectionist policies may temporarily impede
but not halt this eventual progression.

Drivers of the New Triad

Rise of global enterprises from Chindia: The rise of large multinational firms
from the emerging markets of China and India is inevitable (Sheth, 2011). Huawei
was not a household name a decade earlier; yet it leads the global telecom
infrastructure market today, and its rapid dominance has even made the US
government take retaliatory action. Tata is another global brand name with large
stakes across numerous industries. Tata Consultancy Services is #3 globally after
Accenture and IBM, and Tata Tea is #2 globally following Unilever’s Lipton
(The Economic Times, 2019). Hindalco has become a major Indian player in the
global aluminum market. Similarly, Chinese banks, appliances, and e-commerce
firms are rising to global dominance. For example, Haier has become the world
leader in appliances, and Alibaba prevails over Amazon based on operating
margin and earnings (Mourdoukoutas, 2018).

Shift of R&D to Chindia: Corporate R&D centers of various industries ranging
from pharmaceuticals to information technology and telecom will increasingly
move to Chindia to be closer to talent. For example, Intel’s high-end Xeon 7400
chip was developed by its Bangalore R&D center (Yamado, 2015). There are well
over 400 foreign-invested R&D centers in Shanghai (The American Chamber of
Commerce in Shanghai, 2018).

The focus of innovation becomes affordability. If necessity is the mother of inven-
tion, affordability can be considered the father of innovation. Frugal innovations,
that is, acceptable quality at affordable prices for the masses, will increasingly be
a primary imperative for innovation (Bhatti et al., 2018).

The fusion of cultures: Rudyard Kipling’s sentiment that “East is East and
West is West, and never the twain shall meet” no longer rings true. Yes, Asians are
westernized (wearing jeans); however, the Western world is also simultaneously
easternized through music, entertainment, arts, culture, spirituality, and food (e.g.,
Buddhism, feng shui, Indian curry, K-pop). Whereas westernization was export
oriented, easternization is more about blending, for example, Christian yoga!
Since western cultures are more open to innovation and external influence, the
easternization phenomenon will take place faster than westernization did, and we
will end up with a fusion.

Private equity in emerging markets: Multinational corporations are already active
players in Chindia. Coca-Cola believes that most of its growth over the next few
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decades will come from China (like it came from India in the past few decades).
Similarly, McDonald’s, KFC, Caterpillar, General Motors, Starbucks all have
large-scale operations which are still growing. From fast food, automobiles and
education to health care, global leaders have paved their way to Asia (an exception
being the defense industry due to heavy regulation). KKR, Blackstone, and other
major private equity players will be next. Financial markets follow growth, as
well. Shanghai will become the world’s largest capital market, surpassing both
New York and London exchanges (if one combines public, private equity, and
debt markets).

Impact of the New Triad on Global Resources

Resource-driven global expansion: Just like farmers look for fertile land, IBM has
decided it needs to have a major presence in India to be close to human resources.
It might as well be considered an Indian company, since more than a third of its
employees reside in India, which surpasses the number of those in the United States
(Goel, 2017). Similarly, Accenture, which could become the largest IT employer in
India, has more than a third of its workforce, some 150,000 employees reside in
India, which is three times its headcount in the United States (Phadnis, 2018).

Notably, these expansions were driven primarily by resources rather than
market considerations.

Resource-driven global M&A: Since the opportunities for organic investment and
growth are limited, many global mergers will be driven by the need to expand to
where the resources are. The big wave of M&A in the mining sector spanning
firms from Australia, Canada, Latin America, Africa, and even the Caribbean can
be considered as an example of this. Four of the five mega deals (exceeding $10B
in value) were cross-border. Brazilian Companhia Vale do Rio Doce acquired
Canadian Inco for $13B in 2006 to become the #2 nickel miner globally. Similarly,
Anglo-Austrian Rio Tinto acquired Canadian Alcan for $38B in 2007 to become
the largest producer of aluminum and bauxite. More recently, Barrick Gold of
Canada spent $18B to acquire Randgold of Mali in 2018 to create the largest gold
producer globally (Husseini, 2018).

The emergence of strange bedfellows: Wary of their future “food security,” Gulf
nations have long been involved with land purchases in Ethiopia, Kenya, Mali,
Mozambique, Senegal, Sudan, and Tanzania. African land areas larger than the
United Kingdom have been sold to or have been rented by foreign investors
(Pomroy, 2014). China’s Belt and Road Initiative (BRI) will also be critical for its
access to global resources. The BRI infrastructure investments involve a staggering
number of 65 countries from Asia, Europe, Africa, the Middle East, and the
Americas. These 65 countries collectively account for 30% of GDP, 62% of the
population, and 75% of known energy reserves globally (World Bank, 2018).
However, not all is well with BRI. The mega project (estimated to cost $8 trillion)
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is also generating large sums of debt for numerous countries such as Pakistan,
Djibouti, the Maldives, Laos, Mongolia, Montenegro, Tajikistan, and Kyrgyzstan.
It is instructive to remember that the United States bought Louisiana from France
for $15M in 1803, roughly $300M today, and Alaska from Russia for $7.2M in
1867, approximately $140M today, when they faced financial hardships (Global
Policy Forum, 2006; Ming, 2018). Given the natural resources of the countries
along the belt and road, it is conceivable that BRI may serve an agenda of territorial
expansion.

With the political unacceptability of direct land concession to foreign nations,
concessions and debt servitudes can come in such forms as sales, long-term leases,
and other schemes, enabling resource access to Chinese corporations or the
military. Examples already abound. The debt burden caused Sri Lanka to transfer
control of the Hambantota port to state-owned China Harbor, including 15,000
acres surrounding pieces of land for 99 years (Chandran, 2017). The deal cleared
one billion dollars off the debt. However, the country is still in massive debt to
China, which come with significant interest rates (Abi-Habib, 2018). Another
country massively indebted to China is Djibouti, with equivalent of 88% of its
GDP being Chinese loans. China built its first overseas military base in Djibouti
soils (Cheng, 2018). With such implications, Bangladesh and Malaysia have
revised or canceled their previous commitments in order to curtail their national
debt strains (Chandran, 2019). China is also focused on investing in Africa’s
infrastructure and exerts significant soft power in the continent.

Rise of scarcity-driven profits: Significant profits are achievable at the commodity
level, resulting from the unanticipated shortage of raw materials. This was evident
in the case of African swine fever, which resulted in a 36% increase in pork prices
in China during the first week of April 2019 and expected to increase China’s pork
imports by 33% in 2019 up to 2 million metric tons (Liu & Wang, 2019). This was
also experienced during the COVID-19 pandemic, with prices of eggs in the
United States increasing by 16% in 2020 also affected other items such as
groceries, meat, and fruits (Cortes, 2020). Interestingly, industries involved in raw
material and commodities can be subject to higher margins than final products in
the near future.

Shortage-driven breakthrough innovations: The focus will increasingly be on the
substitution of natural resources rather than manual labor automation (e.g., robot-
ics). Various animals, such as camels and horses, among others, have already been
cloned. Artificial pearls can be produced faster and more economically than natural
pearls. While physics and chemistry were crucial for success in the 20th century,
biomedical sciences, machine learning, and nanotechnologies are quickly becom-
ing key in the current one.

Sustainability imperative: There are 3090 active landfills and over 10,000 old
municipal landfills in the United States. Yet 90% of waste is not recycled. Twenty-
five million trees in the United States would be saved annually if only 10% of
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newspapers were recycled (Brucker, 2018). The most severe restrictions to the
spectacular growth of Chindia will emerge out of the environment rather than lack
of capital or technology. Climate change will increasingly be top of mind. Over a
quarter of US metropolitan cities are predicted to experience over 100 days with
over 95° F annually by year 2060 compared to the current 1% (Blackrock
Investment Institute, 2019). Also, China will experience even worse environmental
conditions due to heatwaves caused by climate change (McKenna, 2019). The
critical point is that businesses should change their focus from exploiting nature to
nurturing it (Suhas & Sheth, 2016).

Impact of the New Triad on Geopolitics

Economics as a driver of politics: Economics significantly influences politics. The
general population’s economic sustainability enables the politicians’ survival
regardless of the ruling philosophy; the citizens’ economic well-being becomes
the driving factor. This transcends political regimes, and having realized this, the
BRICS countries (Brazil, Russia, India, China, and South Africa) are hosting their
own summits. South—South trade and investment agreements are increasingly
replacing the North—South trade.

G-8 becomes G-20: G-7 was created based on the need to deal with the energy
crisis, and later Russia joined it too. However, over time, a larger league of 20
nations was invited to the table. The G-20 accounts for roughly two-thirds of the
world’s population, with 85% of the global economic output contributing to 75%
of international trade and 80% of global investments (Kuo, 2018). With the United
States, China, and India at the helm, the G-20 will further increase its influence at
the expense of traditional European powers.

Rise of multilateral politics: With the new triad, multilateralism has replaced the
American universal view. America, Asia, and Europe each have a unique
perception of how the world should be governed, and the US dominance during
the post-Soviet era is over. China is extending its influence, evidenced by the
Philippines following China’s lead regarding disputes in the South China Sea at
the expense of its historical ally, the United States. China is bound to clash with
countries such as Taiwan and Vietnam over border disputes (Gertz, 2019). As the
US influence diminishes, the resulting political arena will be complex yet
surprisingly stable since the triad will offer counterbalance against a leading
nation’s dominant whims. The recent Regional Comprehensive Economic
Partnership agreement serves as evidence of this trend (Johnston, 2020).

Growth of Asian sovereign funds: These sovereign funds are best suited for long-
term and large-scale infrastructure projects. In addition to India and China’s
various large funds, Temasek of Singapore, Malaysia, and the Abu Dhabi
Investment Authority are playing a crucial role in the future in Asia. Emerging
markets of India, China, and Africa require massive investments that can only be
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undertaken by the sovereign funds. The expectation is that the Asia-Pacific region
will need an additional infrastructure spending of $1.7 trillion annually to a total
of $26 trillion by 2030 based on their current growth rates (HSBC, 2018).

Multiple currency reserves: During the 1980s, the Japanese bought most of the
US debt; yet, the US government encouraged them to convert the public debt into
private equity. To implement adequate measures, the Bank of Japan gave low/
no-interest loans to the Keiretsu banks. These banks, in turn, encouraged
manufacturing and investing in the United States rather than merely exporting.
Various Japanese firms built plants in the United States, and they were allowed to
buy equity. For example, they invested heavily in real estate.

Since the US debt ratio is not sustainable in the long run, countries such as
China and India will need to convert their debt instruments (T-bonds) into equity.
However, in India, western capital will be used to acquire Indian firms, which
then can be leveraged to acquire the US and other western assets. To diversify
risks, China will have to hold massive reserves in various currencies and gold,
which is already happening. Chinese gold reserves which historically averaged
995 tons until 2019 were increased to 1936 tons average by the third quarter of
2019 (Trading Economics, 2019a). Similarly, over the same period, India’s gold
reserves averaged 462 tons but grew to 618 tons by the second quarter of 2019
(Trading Economics, 2019b). In the future, currency wars will increasingly
supplement trade wars, and the central banks will play an active role by shifting
focus from fiscal to monetary policies.

Redefining capitalism and democracy: History as well as the prevailing ideology
is shaped by the victors” hands. Such was the definition of power through capital-
ism and the free markets by Adam Smith and David Ricardo during the mighty
reign of Great Britain. The United States adopted the British definition of democ-
racy as a parliamentary government consisting of two primary parties. Contrary to
the United Kingdom, where people choose the party responsible for selecting the
prime minister, replaceable through a vote of no confidence, the United States
favors continuity and stability with a leader having a term of four years once
elected as a president. Being a republic democracy, each state influences congress
based on the electoral votes. Over the recent past, the divergence of popular versus
electoral votes has significantly impacted the presidential elections.

With such a large “base of the pyramid” in global societies, with over a billion
people living on less than $2 in a day, capitalism’s current definition is not
sustainable. There is a need to implement a more participatory and nurturing
capitalism other than that defined by the west, allowing the incorporation of all
stakeholders rather than only shareholders. Corporate social responsibility by
itself is not sufficient; a more egalitarian/equitable perception of shared value is
necessary (Mackey & Sisodia, 2013; Porter & Kramer, 2011; Uslay, 2019; Uslay
et al., 2009).

When extreme acrimony and gridlocks are allowed to persist, democracy can
devolve into anarchy. Freedom to express an opinion without any form of
regulatory check or balance makes it possible for the public sentiment to get out
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of control, more so with the amplification through social media (fake news spreads
fast). However, the best resolution for such outcomes is self-discipline. The future
requires a disciplined democracy which balances the rights of individuals with
those of institutions. In autocratic nations, institutions dominate the country. The
highly contested abortion law in the United States is an example of this where
society dictates a critical decision over individual freedom.

Contrarily, pure democracy allowing individual rights to trump those of
organizations and/or society also becomes impossible to sustain. United States’
gun legislation where individuals’ rights to bears arms are protected by the
constitution can be considered an example. Institutions are as significant to society
as its individual citizens are. As such, the rights of each should be effectively
balanced to achieve a caring capitalism and disciplined democracy.

Both capitalism and democracy will be redefined with Chindia’s rise and the
shifting center of gravity from the Atlantic to the Pacific Ocean. Following World
War II, China relied on cheap labor, which rendered it a low-cost provider to the
world in the 1990s, similar to Japan earlier:

As in Japan, that strategy was very successful in China for the next two decades....
But just as happened in Japan, China’s economic growth has led to higher wages, an
increased standard of living, and they will eventually experience lower productivity
from an aging population. (Sheth, 2011, p. iii)

Unlike the previous century, which was shaped by politics and ideologies, the 21st
century will be redefined by competitive market and resources. The triad,
consisting of China, America, and India, will command the 21st century. There
will be stiff competition for global resource consolidation in the new geopolitical
order, even as the continent of Africa is awakening to opportunities.

Understanding the Global Rule of Three can enable business and public leaders
alike to navigate unchartered waters. Taking a historical view enables us to
comprehend how the United States overtook the United Kingdom to claim the
number 1 spot globally and why it will eventually find itself in the #3 spot after
China and India. Like businesses, nations also have to choose between being a
generalist or specializing in sectors for trade and investment. Those that fail to
choose, do so at their own peril, as they risk getting stuck in the global ditch as one
market after another evolves from national to global. Recall that the Rule of Three
renews itself at every stage of a market’s geographic evolution and massive sums
of value will be subject to creative destruction. Global markets will be subject to
disruption in the interim until the global leaders emerge.
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Notes

1. Based on IMF’s purchasing-power-parity index.

2. For example, Uslay et al. (2010) used return on asset (ROA), return on sale, and capital
adequacy ratio as financial performance measures and Standard Industrial Classification
codes to define markets, and their results were robust even when different cut-offs were
used to categorize generalists, specialists, and ditch players. Similarly, Uslay et al.
(2017) used both relative market share and absolute market share, and North American
Industry Classification System codes to define markets, and found strong support for
the ditch phenomenon, and Uslay et al. (2020) replicated and extended these findings
by using market share elasticities. The database used by Uslay and colleagues (2017,
2020), which consists of over 220 thousand firm years, arguably represents the larg-
est data set compiled to examine the relationship between market share and financial
performance.
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