Innovation is the key to growing the economy, says CIBC President Victor Dodig. Canadian Club of Ottawa photo

Building Canada’s Modern

Economy

Victor G. Dodig

Canada’s prosperity has rested for decades on the
boom-bust cycle of commodities and a discounted Ca-
nadian dollar that’s provided a competitive advantage
in the global marketplace. Canada is at a defining mo-
ment in its history, where with the right policies and
committed leadership, its economy can realize its true
potential. CIBC’s President and CEO Victor G. Dodig
shares his ideas on how Canada can drive innovation
and foster growth in the modern economy.

Policy

ith a new federal govern-
ment having just been
sworn in, it is time for Can-

ada to assess its economic strengths and
challenges, and the choices we face in
building a modern economy equipped
for growth and competitiveness both at
home and around the world.

Over the last decade, Canada lost 10,500
manufacturing plants or 17 per cent of
our manufacturing capacity. Even with
the current weakness in the Canadian
dollar, it is unrealistic to think that this
traditional capacity will be rebuilt. The
reality is that going forward economic
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growth will come from innovation
across all key sectors of our econo-
my—natural resources, financial ser-
vices, real estate and broadly defined
diversified sectors.

While Canada is roundly—and right-
ly—envied for our solid economy
and how we withstood the financial
crisis, we have three gaps to fill if
we are going to continue to prosper
and be leaders among the advanced
economies:

e First, I believe we need to do a bet-
ter job of building the intellectual
capital and the skills necessary to
fuel innovation and execute in a
modern economy;

e Second, we need to ensure our in-
novative entrepreneurs are able to
attract both the formation and sus-
tainability capital necessary to com-
mercialize new ideas into valuable
products and services; and,

e Third, we need to ensure that we
build an innovative ecosystem that
effectively encourages and nur-
tures that development.

The fundamental strength of every
modern economy starts with its peo-
ple. As the World Economic Forum
told us in a 2013 report, “The most
important determinant of a country’s
competitiveness is its human tal-
ent—the skills and productivity of its
workforce.”

In Canada, we are not coming to this
challenge from a standing start. Par-
ticipation in post-secondary educa-
tion has grown from 41 per cent to
53 per cent over the past decade, the
highest among OECD countries. So
while we are investing in our intel-
lectual capital, how productive is this
investment for the new economy?

Actually, some troubling issues lie be-
hind those positive numbers:

e Canada has a much lower pro-
portion of graduates in the all-
important STEM sectors—sci-
ence, technology, engineering
and mathematics—than 22 other
OECD countries;

We are not coming to this challenge from a standing

start. Participation in post-secondary education has
grown from 41 per cent to 53 per cent over the past decade,
the highest among OECD countries. So while we are investing
in our intellectual capital, how productive is this investment

for the new economy? %

e Only about 20 per cent of our
graduates are from those disci-
plines; and,

e Post-secondary graduates rank
19th of 21 in numeracy, 18th of
21 in literacy and 14th of 18 in
problem-solving skills.

By way of comparison, in India and
China, close to 40 per cent of gradu-
ates have STEM degrees. In Germany,
it’s around 25 per cent.

Far too many

graduates don't
bring enough skills and
practical experience to be
ready for the modern labour
force. The result is that
Canadian students, by and
large, are choosing an
education path that is
geared toward acquiring
credentials, rather than on
skills acquisition %

We're talking about the very people
and very skills we need to need to
lead Canada in innovation and create
the high-value jobs for the future.

As the Canadian Council of Chief
Executives CEO and CIBC’s board
chair, John Manley recently said,
“This isn’t a problem of under-in-
vestment. [But] at least at the univer-
sity level, there seems to be a signifi-
cant disconnect between suppliers
and consumers of education.”

Far too many graduates don’t bring
enough skills and practical experience
to be ready for the modern labour
force. The result is that Canadian stu-
dents, by and large, are choosing an
education path that is geared toward
acquiring credentials, rather than on
skills acquisition and on what the la-
bour market needs.

S 0, what do we need to do?

First, we need to promote education
choices that match the needs of the
job market. We also need policies
and models to support emerging in-
dustries that focus on creating solu-
tions in the global supply chain as
opposed to just building products.
While traditional manufacturing in
Canada has shrunk dramatically in
recent years, there are other busi-
nesses that are creating solutions
that we should look to.

Recent research by Benjamin Tal of
CIBC Economics found firms that
focus more and more on creating so-
lutions as opposed to just building
products, are emerging to fill some of
the gap. As much as 70 per cent of
the economy and 80 per cent of all
jobs are in tradeable goods and ser-
vices, with trade in industries like
engineering, architecture, computer
and financial services already almost
as large as the merchandise sector.
These types of companies are creat-
ing products and services many of us
never imagined—and certainly never
thought there was a market for.

These emerging firms share a com-
mon outlook—they are innovators.
And, to put it simply, innovators are
all about finding new and better ways
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of creating value. In today’s context,
innovation is the generation, com-
mercialization, and adoption of new
ideas, processes, products, and servic-
es in the marketplace.

To support them, they require three
fundamentals: skilled labour, access
to expertise, and capital.

To put it simply,

innovators are all
about finding new and
better ways of creating value.
In today’s context,
innovation is the generation,
commercialization, and
adoption of new ideas,
processes, products, and
services in the marketplace. %

First, policymakers need to look again
at our post-secondary education sys-
tem, which is heavily subsidized by
taxpayers. We need accurate infor-
mation about student enrollment in
programs and employers’ job-vacan-
cy forecasts to help guide young Ca-
nadians toward programs with solid
employment prospects. Canadian
educators must embrace the need to
develop the next generation of eco-
nomic builders and business owners
with the necessary practical and ap-
plied skills to turn great ideas into
commercial successes.

Second, we in established businesses
all need to encourage intelligent, risk-
taking young people, and provide
them with the resources and support
they need to succeed on the business
side. We can do that by harnessing
their innovations to provide better
services to our clients.

e have started to do this
Wat CIBC by creating our
own technology hub—
casually known as #digital—that

employs about 300 people in an en-
vironment more akin to a Silicon

Policy

Valley start-up than a staid Big Five
bank.

Our work here is necessary to respond
and adapt to the changes in our in-
dustry. Clients today expect a lot
more from their bank. They have ex-
tensive and varied online experience
and they are tech-savvy. They’ve seen
technology simplify transactions that
used to be complex and time-con-
suming in other parts of their lives.

But they will only embrace innova-
tive technologies if they integrate
seamlessly into their lives, fulfill real
needs and deliver additional value.

At MaRS in Toronto, CIBC estab-
lished an innovation lab, where a
small team of bright young co-op
students and developers created the
CIBC Apple Watch Banking App. Be-
cause technical specs were not yet
available from Apple, they designed
the proof of concept on the basis of
what clients would want from a CIBC
Banking App on the Apple Watch.

The speed of development was un-
precedented and caught the atten-
tion of the Apple team and resulted
in another first for our bank.

By acting like a bank and like a tech
start-up, we were able to achieve a
better outcome for our clients.

We also believe in the importance
of partnering with Fintechs, those
startups that leverage innovation
and technology to provide financial
services in new and innovative ways.
We believe that by working with
some of these firms we can deliver
a better outcome for our clients and
for our economy. For example, we
recently worked with a UK-based Fin-
tech, Earthport, to turn Canada’s $30
billion foreign remittance market on
its head by eliminating the fees asso-
ciated with sending money overseas.

In the world of innovation, partner-
ships are key to success, where private
enterprise and post-secondary insti-
tutions are creating ecosystems or
hubs where innovation can flourish.

At Ryerson in Toronto, the Digital
Media Zone, known as DMZ, is one
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of Canada’s largest business incuba-
tors for emerging tech startups. In
just five years, it has raised $120 mil-
lion in seed funding, incubated over
200 startups and so far helped create
nearly 2,000 jobs.

There are also fine examples of in-
novation partnerships in more tradi-
tional spaces, like the energy sector.
The Institute for Oil Sands Innova-
tion at the University of Alberta is de-
veloping innovative technologies to
address emission and water consump-
tion challenges in the energy sector.
There, a University of Alberta engi-
neering professor developed a cutting
edge technique using solar energy to
clean up oil sand waste water.

We see this in manufacturing as well.
Siemens Canada for example, has
established an innovative manufac-
turing hub in Burlington. As Robert
Hardt, president and CEO, said re-
cently, “Companies that innovate
and commercialize the fastest in to-
day’s environment are going to be
the leaders”. Part of its strategy is
to partner with area colleges where
it provides guest lectures, technical
workshops and curriculum develop-
ment recommendations. Siemens
also provided a $458 million product
lifecycle management software grant
to McMaster University in Hamilton
that gives students the ability to work
with the same design and manufac-
turing research technologies used by
many of the world’s most sophisti-
cated manufacturers.

All of these hubs demonstrate that
the right ecosystem can produce great
innovation and commercial success.
They are creative and necessary part-
nerships between schools, govern-
ment and business. But we need to do
more to compete and grow—includ-
ing cross partnerships and greater
collaboration between governments
and institutions on a national basis.

The second element required to build
and grow Canada’s new economy is
ensuring innovative young compa-
nies can access the needed capital
and expertise both to get started and
to sustain their growth. In recent
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years, policy makers have been more
focused on protecting small business
than creating an environment in
which it can grow and thrive.

All of these hubs

demonstrate that the
right ecosystem can produce
great innovation and
commercial success. They are
creative and necessary
partnerships between
schools, government and
business. %

Successful innovation strategies re-
quire investment. Thomson Reuters’
recent Canadian Venture Capital Re-
view reported that deal activity and
investments in the first half of 2015
were up by 21 per cent and 23 per
cent, respectively, over the previous
year. Private equity investments in
the manufacturing sector are up 38
per cent year-to-date over last year.

But, there are some indications of a
funding gap among early stage inno-
vation-based companies, especially
among asset-light firms and those
looking to expand into international
markets.

This funding gap needs to be ad-
dressed. One model worth consider-
ing is the Business Growth Fund cre-
ated by five of the UK's largest banks.
This fund provides the start-ups with
capital and, importantly, access to a
network of 3,000 experienced expert
advisors.

Capital on its own is not enough to
drive growth and ensure success for
our startup companies. We need to
create an environment that supports
their continued success and helps
them turn into global players.

We could learn from a global inno-
vation leader like Germany, which
has succeeded in implementing a
national collaborative innovation
policy. Germany has implemented
three key strategies:

e Firstly, the German Science, Tech
and Innovation system (known as
BVIZ) operates 150 business incu-
bation centres that help startups to
commercialize and achieve scale,
resulting in the creation of more
than 5,800 companies and 46,000
jobs. The Centres help entrepre-
neurs and ensure that innovation
gains in productivity are spread
across all economic sectors rather
than just being concentrated in a
specific area.

e Germany created a network called
the Fraunhofer Society, an orga-
nization of 80 institutes in Ger-
many, and now around the world.
Through a mix of public and pri-
vate funding, these institutes help
move radical ideas into the mar-
ketplace. As independent research-
ers they act as ‘intermediate policy
makers’ to help businesses com-
mercialize and achieve scale.

e Finally, Germany is ensuring
skills training is a lifelong en-
deavor, teaching existing work-
ers, not just young people, how to
use new technologies to increase
productivity.

There’s another area that needs some
urgent attention by the federal gov-
ernment to create the right innova-
tion infrastructure in Canada—we
need a public and private policy
framework to support the capture of
wealth from ideas. This starts with
stronger intellectual property protec-
tion for innovators.

High tech innovators create two
kinds of value: the profits they gen-
erate from selling their products,
services and processes, and from the
ownership of ideas—the intellectual
property rights that lie behind their
innovation.

Jim Balsillie and John Ruffolo, two
highly successful leaders and inno-
vators, recently joined forces with a
number of elite high-tech companies
to create the Canadian Council of
Innovators, a lobby group that will
work with government to establish
a stronger infrastructure for support-
ing emerging Canadian innovators

as they grow their companies be-
yond Canada.

The Canadian economy today faces
some difficult challenges, but we are
in a period of transition with even
more opportunity. It is not a tran-
sition from an “old” economy to a
“new” economy, it is a transition
from “today’s economy” to a “future
economy.”

That will first take a tight focus on
fixing the way we value and build
our intellectual capital, as well as
how we inform our choices on where
and how to invest in our intellectual
resources.

Second, we need to need to become
much more innovative about inno-
vation in the public and private sec-
tors. We need to tap into the inno-
vative genius of Canadians to build
the framework for increased and sus-
tained future growth across all eco-
nomic sectors.

We need to marry up the necessary
business skills with the genius of our
discoverers and inventors to push
great ideas through to marketable
and valuable products and services.

A focus on value-added, R&D inten-
sive manufacturing will be one way
to restore and bolster our capacity
and return jobs we have lost in this
sector.

The providers of capital—banks,
pension plans, venture funds and
others—need to be in a position to
provide the necessary capital to help
the early-stage innovators and those
seeking to scale and grow their busi-
nesses to be world class.

Together, the public and private sec-
tor, employer groups and post-sec-
ondary institutions can build a Ca-
nadian economy that is competitive,
prosperous and meets the national
objectives that all of us share.

Adapted from a speech to the Canadian
Club of Ottawa, November 24, 2015.
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