THE GLOBAL DRIVERS OF

CHANGE

Kevin Lynch

The former Clerk of the Privy Council observes that Canada’s economic fate, or its
destiny, is largely being shaped by six “global drivers of change,” from globalization
and the information revolution to changing demographics and climate change. “We
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now live in an increasingly multipolar world,” he writes, “where the pace and scope

of change are accelerating.”

L'ancien greffier du Conseil privé observe que le devenir économique du Canada —
ou son destin — est en grande partie faconné par six « facteurs de changement
mondial », de la mondialisation proprement dite a la révolution de l'information en
passant par I'évolution démographique et les changements climatiques. « Nous
vivons dans un monde de plus en plus multipolaire, note-t-il, ot le rythme et

I'ampleur des changements ne cessent de s’accroitre. »

anadians do business, earn their livelihood and buy
‘ their goods and services, whether they always rec-

ognize it or not, in a truly global marketplace. That
global marketplace is now experiencing the first synchro-
nized worldwide recession in over half a century. And that
global marketplace is changing, driven even more by struc-
tural factors than by the current global financial crisis.

Canada’s new competitors are as likely to originate in
Shanghai or Hanoi as in Michigan or Seattle. Knowledge
and product breakthroughs are as possible from Helsinki or
Singapore as from Silicon Valley or MIT. News will likely
appear on the Web or Twitter or Facebook before newspa-
pers or television networks report on it.

The world’s tallest building is in Dubai, not the US or
Europe; the world’s largest shopping mall is in Beijing, not
Chicago; the largest movie industry is Bollywood, not
Hollywood; the world’s largest publicly traded company is
Chinese, not European or American; the 2016 Olympics will
be in Rio, not Chicago; and the world’s richest person is
Mexican. We now live in an increasingly multipolar world,
where the pace and scope of change are accelerating.

In eight years, Canada will be 150 years old. What will
the world and Canada be like in 20177 Is the status quo a
good predictor of our future, or not? Notwithstanding Yogi
Berra’s view that “it’s tough to make predictions, especially
about the future,” it is one thing to be surprised by unex-
pected events and another to miss trends. And today’s glob-
al drivers of change are increasingly clear.

What I would like to offer is one perspective on six
global drivers of change that are, to varying extents, reshap-
ing the world. Now, these are not Canadian in origin, nor
are they targeted at Canada, but they will affect us, whether

we always like it or not. The issue for Canada going forward
is how and when we adapt to these global trends, and whether
we are better able than our global competitors to maximize
opportunity and minimize risk.

(1) Globalization. We are now living in a pervasively
interconnected world where markets for capital, goods, ser-
vices, labour and information operate 24/7. Whether in
financial markets, global supply chains, communications
networks or demands for skilled labour, national boundaries
don’t define marketplaces as they used to. These forces of
globalization have created untold new jobs, particularly in
emerging countries and in emerging sectors; increased con-
sumer choice; and raised living standards in both the devel-
oped and the developing worlds.

But globalization is not a frictionless, costless, benign
dynamic. Along with this globalization of commerce writ
large have come concerns about cross-country quality stan-
dards, regulatory consistency and environmental differ-
ences. Truly international criminal organizations and
terrorist groups have been created — in effect, a globaliza-
tion of insecurity. Institutionally, globalization has out-
stripped the postwar structure of international governance,
with sometimes unpleasant consequences. The challenge
will be to find the right balance of common and enforceable
international rules and regulations, consistent with nation-
al sovereignty, and a governance structure that reflects the
“rise of the rest.”

(2) Science and technology. We are experiencing a unique
pace of technological change. This is reshaping innovation
systems; it is disrupting markets, with new products being
developed faster and faster; and it is shifting where centres
of technological advantage are located, and why. The
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modern wealth of nations will be
determined as never before by intellec-
tual capital and human capital.

C anada has correctly poured major
new resources into publicly-fund-
ed basic research over the last decade.
But more focus on the commercializa-
tion of results, on building globally
best centres of research excellence and
on private sector R&D efforts — which

The world’s tallest building is in Dubai, not the US or Europe;
the world’s largest shopping mall is in Beijing, not Chicago;
the largest movie industry is Bollywood, not Hollywood; the
world’s largest publicly traded company is Chinese, not
European or American; the 2016 Olympics will be in Rio, not

while countries like Russia and Japan
face absolute reductions in their popu-
lations. Even China, with its one-child
policy, has an aging population, unlike
India.

In Canada we are aging but we are
also becoming more diverse: by 2017,
visible minorities will be the majority
in two major cities (Toronto and
Vancouver), and the knowledge work-
place will be increasingly dominated

Chicago; and the world’s richest person is Mexican.

are currently below the norms of our
international competitors will be
needed going forward.

(3) Information. We are now part of
a global 24/7 digital universe, pro-
pelled by soaring micro-chip power,
plummeting bandwidth costs and the
World Wide Web. These developments
have opened up infinite amounts of
data and information, changed the
way people buy things and interact
with each other, and revolutionized
communications.

But, as a consequence, all of us
face downsides: cybercrime, the lack of
cybersecurity and breaches in cyberpri-
vacy. The exponential rise in Internet-
enabled information has not been
matched by a commensurate growth
in knowledge. And we operate in a
world of insatiable demand for infor-
mation and instantaneous responses,
often beyond the capacity of firms and
governments to manage these infor-
mation expectations.

(4) Demographics. We are all indi-
vidually aging and have been for some
time, but for the first time in centuries,
so are societies, but not everywhere
and not equally. While today’s focus is
rising unemployment, the issue in the
medium term will be not a jobless
recovery but a workerless expansion.
The future workforce in Canada will
decline, absent increased immigration,

by women. To continue to grow our
knowledge workforce into this demo-
graphic future, attracting highly skilled
immigrants and a strong emphasis on
education and skills will be essential.

(5) Climate change. We live in a
world with profoundly different views
on climate change, but the fact is that
this is a subject everyone has a view
on, and the consequence is that no
company or government can ignore
the issue. How countries respond to it
will increasingly shape environmental,
economic, political and societal behav-
iour in the decades ahead.

I n this often confusing cauldron,
environmentalists want dramatic
change; businesses want certainty;
individuals  clearly support an
improved environment, both at home
and abroad, but are less clear about the
costs they are willing to bear to achieve
this; and governments try to find com-
mon ground. As decisions are contem-
plated by governments, either singly or
in groups, the scope for policy arbitrage
across countries will arise, fuelling pres-
sure for clear, achievable, and enforce-
able international rules of the game.
(6) Financial crisis and recession. We
are still experiencing the first financial-
crisis-induced global recession since the
1930s. Right now forecasters in all
industrial countries, who to a person

missed the downturn, are confidently
advising on the timing of the upturn.
But we are going through more than an
ordinary economic cycle; this global
financial crisis will have lasting implica-
tions. Capital and some types of enter-
prise will shift locations; consider as an
example London and the financial serv-
ices industry. Trade liberalization is in
some jeopardy, with the rise of overt
and veiled protectionism. The role of
government will change,
with the trend to less regula-
tion that began with Reagan
and Thatcher reversing itself
to varying extents. The pub-
lic trust in business leader-
ship has been eroded,
particularly in the US and
Europe: witness the public
debate over executive compensation. At
the same time, public distrust of global-
ization has risen. Moreover, wealth has
shifted within and across countries,
shifting power and confidence with it.
Countries with relatively stronger
regulatory systems, better fiscal balance
sheets and relatively more robust safety
nets geared to cycles, not just contin-
ued growth, have done better. The con-
trast between the performance of the
US and Canada in the current global
recession is a relevant case in point.
Let me conclude with several
observations on what the Canadian
drivers of success might be in this rap-
idly changing global environment.

F irst, we need more of a global orien-
tation, in our mindsets, in our net-
works, in our alliances, in our policies.
We must be aware of the rise of China
and India, both absolutely and relative-
ly; the demographics of aging; the rise of
national oil companies as the main sup-
pliers of energy, not international oil
companies; the shifting of global eco-
nomic power; and the rise of asymmetri-
cal military threats and the globalization
of insecurity. As the Competition Policy
Review Panel, chaired by Red Wilson,
observed in 2008: “Canada must be
ready to keep pace with change and
develop a global mindset that is open to
two-way trade, investment and talent.
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Canada'’s economic success will be deter-
mined by how well we deal with the eco-
nomic, social and political forces that are
driving globalization.”

In this changing world, growth and
progress are not preordained. Neither
are they circumscribed. The challenge is
how well we respond to these trends, in
our private sector, in our public policy,
in our universities and in our public
services. And we must tackle these chal-
lenges with a sense of urgency, not
complacency. We need more emphasis
on speed and agility, rather than
process and entitlement.

Second, governments, public poli-
cy and public service always matter,
and will matter more. As we face these
global drivers of change, good gover-
nance and sound, forward-looking pub-
lic policies will be key differentiators
across countries. Restoring fiscal bal-
ance will be a crucial part of Canada’s
future advantage, just as our relatively
strong fiscal position has been a key
source of national strength going into
the present global financial crisis and
recession. For the country, future com-
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petitiveness will be increasingly shaped
by skilled labour and by innovation,
and we need to orient our policies and
behaviour accordingly. As firms, sec-
tors, provinces and national, we need to
improve our productivity performance
or we will constrain our future living
standards, and our choices.

hird, brands matter. This is true for

companies, but also for sectors and
for countries. The negative branding of
Canada by the Wall Street Journal in
1995, when it declared Canada an hon-
orary member of the Third World, had a
lasting impact on investors and interna-
tional opinion. The positive branding of
our financial sector this spring, at a time
of maximum global uncertainty, by
commentators as diverse and influential
as Paul Volcker and Fareed Zakaria, say-
ing in effect that Canada had much to
teach the US and the world, mattered
and had an impact. But we also risk neg-
ative branding by others, in areas like
the oil sands, unless we aggressively
shape our energy brand. Positive brands
reduce uncertainty, influence invest-

ment decisions and reduce risk spreads.
We need to invest in the Canada brand,
one based on our strengths, our oppor-
tunities, our excellence and our values,
and use this brand to attract newly foot-
loose capital, and the high-quality jobs
it brings, to Canada.

Where does this all take us?
Churchill once observed that “moun-
taintops inspire leaders and valleys
mature them.” Canada has those
mountaintops: extraordinary natural
resources, a well-educated population, a
multi-ethnic society, a constitution and
people who embrace “peace, order and
good government” as a value. And
we've certainly experienced the valleys,
and learned from them. For Canada at
150 to be more prosperous, more secure
and more confident than Canada at
125, we need to embrace, not fear, the
opportunities inherent in this rapidly
changing global environment.

Kevin Lynch is the former Clerk of the
Privy Council of Canada, and previously
was deputy minister of industry, as well
as deputy minister of finance.
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