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Highlights

Although Silicon Valley continues to be the top destination for tech talent and financing, innovation hubs in other U.S.
and international cities are offering competitive alternatives.

Canadian cities are among the competitive alternatives, and are research leaders in fintech, artificial intelligence, robot-
ics, and manufacturing. The innovation ecosystems in Toronto and Montreal are attracting global attention, and have
become hotbeds for venture capital in recent years.

But, the big story has been the rise of technology hubs in the developing world. Lower costs, access to large talent pools,
and a shorter window to the commercialization of new discoveries are the main drivers of the broadening out of innova-
tion centers to cities in China, India, and other developing economies.

China’s government-driven innovation agenda, codified in its China 2025 plan, has accelerated its drive to become a
serious global competitor to Silicon Valley. However, China’s tech industry faces a number of challenges that are likely to
hold the pace of progress in check, such as the ongoing gap between efficiency and reputable quality, the lack of strong
intellectual property laws, a poor compliance record with regard to WTO regulations, and a heavy reliance on govern-
ment spending during an era of slowing economic growth, and thus slowing government revenue growth. The irony is
that recent trade tensions between the U.S. and China to address these concerns may ultimately serve to help accelerate
China’s innovation agenda if a convincing deal on intellectual property protections is achieved.

More innovation is often viewed as unambiguously positive for future economic growth. Trade is often a means of
knowledge transfer that can help less developed regions of the world catch up, lifting all boats. However, there are a few
challenges, namely the potential for job losses and the exacerbation of existing income inequality, that have to be man-
aged by policymakers in order to ensure that we reap the full benefits from new discoveries.

When one thinks of global technology leadership, Silicon Valley first comes to mind. Indeed, no other technology hub in
the world shares its record of birthing so many new technologies and successful industries. Over the decades, tremendous
growth has dramatically transformed this part of California, attracting high skilled workers where average wages far out-
stretch the nation as a whole. But, the rapid growth and reach of the technology sector is no longer contained within the
confines of Silicon Valley. Other locales in the U.S. and international cities are offering the advantage of lower costs, along-
side greater access to large and diverse talent pools.

This report is the first in a series on innovation that TD Economics plans on publishing in the weeks ahead. The focus is
to describe the process of how innovation industries are spreading around the globe, and the opportunities and challenges
that come with it. For instance, investments in a number of emerging market economies are bearing fruit from broadening
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Table 1: KPMG Survey of Leading Technology Innovation Hubs over the Next Four Years, 2018 vs. 2014

2018 Responses
Shanghai, China
Tokyo, Japan
London, UK / New York, U.S.
Beijing, China/ Singapore
Seoul, South Korea
Bengaluru, India/ Tel Aviv, Israel
Berlin, Germany
Sydney, Australia
Boston, U.S/ Chicago, U.S. / Toronto, Canada
Hong Kong, China/Shenzhen, China

Note: In 2018 the question changed to: In addition to Silicon Valley/San Francisco what three cities will be seen as leading technology

Ranking 2014 Responses
1 Shanghai, China
2 Tokyo, Japan
3 Beijing, China
4 New York, U.S.
5 Seoul, South Korea
6 London, UK
7 Mumbai, India
8 Tel Aviv, Israel/Hong Kong, China
9 Boston, U.S.
10 San Francisco, U.S.
innovation hub over the next 4 years?
Source: KPMG (The Changing Landscape of Disruptive Technologies, 2014 & 2018), TD Economics

technology hubs, particularly in China, where the govern-
ment has targeted innovation as a critical part of its growth
strategy for the decades to come. Within advanced econo-
mies, technology clusters have been gaining stronger foot-
ings within Toronto, Tokyo, London, and New York. The
prospect for increased collaboration and enhanced trade
is even evidenced within trade pacts, such as the CPTPP
that comes into force in Canada at the end of this year.
However, with rapid technology evolution comes social
challenges. Policymakers have an important role to play in
order to ensure an equal distribution of gains, while limit-
ing disruption as much as is feasible. This theme will be
tully addressed in an upcoming report.

Measuring regional hotbeds of innovation

Admittedly, pinning down the leading global technology
hubs is a complicated task for a couple important reasons.
First, there is no precise definition of what constitutes a
“hub”, which raises difficulties in terms of measuring per-
formance. One definition is a cluster or community — infor-
mal or otherwise — that fosters innovation for technology
start-up companies. But, that leaves considerable scope for
interpretation. Second, another challenge relates to a lack
of hard data. Some of the most commonly used measures
are: growth in tech talent, employment in tech industry as
per state based statistics, venture capital flows, market-cap
of tech giants, spending on research and development, and
the availability of a proficient labor force and leadership.
However, there is no data set that is both complete and
comparable across regions.

In order to fill the data void, a number of organizations
publish the results from surveys and benchmarking exer-
cises of the global technology industry. These include KP-
MG’s annual global tech innovation survey that assesses
the views of more than 750 global technology industry
leaders, and CB Insights that groups technology centers
into categories (i.e., established heavyweights, high-growth
and up-and-comers)."? The World Economic Forum and
Savills UK work around global data limitations to carry out
benchmarking exercises based on subjective views on what
are seen to be the key factors driving innovation.

While not providing a definitive picture, a number of
themes fall out of these surveys:

* Innovation hubs dot the global map — led by Silicon
Valley, the U.S. still tops the list of virtually all rankings
of world-leading tech regions. However, other countries
have been busy replicating America’s tech innovation
blueprint and are not that far behind. For example, in
the 2018 KPMG survey of executives, China continued
to rank second in terms of world leading innovation hub,
followed by Tokyo, Japan. The UK jumped significantly
to rank fourth alongside New York. Another survey that
adds credence to this view is CB Insights and the Focus
Report by Expert Market.’

* U.S. strength goes well beyond Silicon Valley — Silicon
Valley remains a perennial leader, but a number of U.S.
centers occupy the upper end of most international
rankings, including Austin, New York, Boston, Wash-
ington, and Chicago.
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Chart 1: Silicon Valley Leads Employment in the
Tech Industry
Millions of Employees %
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* Canadian innovation hubs have been gaining ground
on global leaders - While Toronto was not part of the
discussion a few years ago, it now enjoys a top-ten
ranking in most surveys (Table 1). CB Insights has
placed the city in its “high growth hub” category along
with Shanghai and Tokyo.

* 'The dynamism within developing economies extends
well beyond China — Although Shenzhen and other
Chinese cities stand out, Bengaluru, India and cities
elsewhere in developing economies are shooting up on
global innovation hub charts.

®  Specialization a secret of success — many technology
industries are gaining strength in the tech world by
focusing on specific areas, taking advantage of what
makes them unique.

U.S. tech is more than just Silicon Valley

Nowhere is this changing landscape more evident than in
the powerhouse U.S. market. Undeniably, Silicon Valley
still stands its ground as the world’s largest tech hub, fuel-
ing global innovation. As shown in surveys, the Valley ranks
highest among all up-and-coming tech hubs. It’s home to
some of the world’s largest tech companies, such as Apple,
Facebook, Google, Netflix, and Airbnb. Moreover, Silicon
Valley continues to attract about half of all U.S. venture
tunds. However, as it fills with tech giants, its high barriers
to entry make it less accessible to startups.

Nationwide employment in various tech sectors has been
growing, but is yet to outpace employment in Silicon Val-
ley. Although employment growth in Silicon Valley has

slowed in the past two years, it still remains the leading

employer of tech talent in the U.S. (Chart 1). That said,
momentum may have started to shift as other centers be-
come more attractive to tech talent.

Rising net tech jobs in Silicon Valley conceals outflows on
a gross basis. In 2015, Silicon Valley lost an average of 832
people a month.* Since then, the outflow has more than
doubled; an average of 2,548 people a month left Silicon
Valley in 2016. In August 2017, Facebook and Amazon
set up R&D offices next to the best tech universities in
Boston to recruit new graduates. Boston has a large num-
ber of tech-centric venture capital firms, as does New York
City. And, according to the Office of the New York State
Comptroller, employment in NYC’s tech sector increased
by 57% between 2010 and 2016, equivalent to an addi-
tional 46,900 jobs.” Furthermore, the number of firms in
the industry reached 7,600 in 2016, up 23% since 2010.
Wiashington, DC is also nurturing a strong tech culture,
home to more than a thousand startups. More recently,
Amazon announced that its second headquarters (dubbed
HQ2) would be split between Long Island, New York and
Crystal City, Virginia. Employment gains of 25,000 are
expected in each city over the next 17 years, giving local
technology industries a big boost. Last but not least, Apple
announced a major expansion to other U.S. cities, includ-
ing a $1 bn investment for a new campus in Austin, Texas.®

There are a number of factors driving capital, tech talent,
and startups away from Silicon Valley and into other cities
within the U.S. and around the world. One such factor is
that the cost of business is significantly cheaper elsewhere.
Silicon Valley and the Bay Area boast some of the highest

Chart 2: Ontario is the Leading Employer of Tech
Talent
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Chart 3: Ontario and Quebec are Attracting the
Most Venture Funding
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housing and commercial real estate costs in the world. Put
simply, there is not enough affordable housing to meet the
demand, resulting in moderate and low income households
being priced out of the region. Transportation is another
challenge in the leading tech hub, where the average com-
mute time is 72 minutes, imposing both a direct and an
indirect economic cost on the city.”

Canadian cities in the spotlight

Canada’s largest urban centers are also becoming more
attractive to innovation industries. Tech employment re-
mains highest in Ontario and Quebec, and is on the rise
in Western Canada (Chart 2). Global recognition is at-
tracting investor interest in Canadian cities (Chart 3). The
Greater Toronto Area continues to attract the most fund-
ing, but Montreal is not far behind. Canada’s largest cities
have specialized in different fields and developed whole
ecosystems designed to attract and sustain startups. Mon-
treal is widely recognized for having the largest concentra-
tion of Al research. As it fiercely competes with Toronto
and Montreal, Vancouver has grown a tech hub identity
of its own, buoyed by its connection to international hubs
such as Seattle and Silicon Valley and the entrepreneurial
drive of residents.®

Still, Canada’s most established and highest ranked tech
hub is Toronto. Toronto forms the core of a provincial in-
novation corridor that extends from Kitchener-Waterloo
through Cambridge and the GTA, and up to the Ottawa
Valley. This corridor links tech firms to world-class aca-
demic research centers, talent pools, connective infrastruc-
ture, and venture financing. There is a lot of diversity within

this tech industry corridor, with emphasis on automotive
tech, security, big data, and machine learning.

One of the factors that has allowed Canada to quickly rise
up the global rankings for innovation is the immigration
system.” It provides various programs that allows for a com-
paratively frictionless move from student to the work force
relative to other jurisdictions. This helps create a ready pool
of high-quality talent for Canada’s technology ecosystem.
As a result, up to 10% of Canada’s economic class permanent
residents work in the technology sector - an industry that
comprises only about 4% of total Canadian employment.*’

Although Canadian cities are gaining ground, they face
some challenges that are holding them back from achiev-
ing global acclaim."" Historically, Canada’s strength has
resided in the export of raw materials to the rest of the
world. As a result, it has often lagged in its ability to com-
mercialize its innovative end products. Despite an abun-
dance of STEM talent, the Canadian tech industry still
lacks experienced C-suite executives who are able to turn
startups into global leaders. This absence of “big-enough”
home grown companies with the expertise to foster and
transform start-ups into globally competitive firms has
left the Canadian STEM sector stuck in a “build and flip”
cycle.’? Canadian start-ups tend to opt-out of the game
through an acquisition by large global companies instead
of organically growing to become global firms themselves.
Lastly, the aversion to change in Canadian industry slows
the pace of adoption and implementation of technology.
Both government and private businesses delay incorporat-
ing new technology into their organizations, as decision

Chart 4: Silicon Valley's Dominance in Tech
Funding Being Challenged
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makers are hesitant to bring on new technology due to
the burden of additional-cost. However, new technology
maintains the long-run competitiveness and productive ca-
pacity of the Canadian ecosystem.

Innovation beyond North America

Other parts of the globe are succeeding in attracting a rising
share of venture funds relative to the size of their economy
(Chart 4). This is in part because foreign governments have
been eager to attract private investment in innovation indus-
tries. As has often been the case historically, public expen-
ditures have been focused on laying the groundwork neces-
sary to build self-sustaining, innovation-friendly ecosystems.
While the U.S. government has cut spending on basic re-
search, a number of countries including China, Germany,
and Canada have ramped up this type of spending. Further-
more, specialized ecosystems have popped up in other coun-
tries that can offer faster paths to commercialization.

Based on KPMG’s Global Technology Innovation Hubs
report, Australia, India, Ireland, Japan, Korea, and Russia
all rank at the high end of scale of nations that have been
successful in cultivating domestic tech industries (Table
2). Australia’s tech industry excels at the Internet of things

and quantum computing industries. The Japanese Al sec-
tor is buoyed by robotics, but is also notable in banking
and transportation. Germany continues to be one of the
global leaders in the automotive, software, and engineer-
ing sectors. The UK has a key role in Europe’s tech indus-
try, despite the ongoing headwinds in its economy with
Brexit negotiations. London’s connection to international
cities, favorable time zone, multiculturalism, reputable
universities, and well-rounded ecosystem has made the
city a destination for tech companies and talent. India has
managed to achieve early success in the digital revolution
as it has stamped out its place as a global powerhouse for
software development and information services.

In our view, the most important development occurring
within the technology sector has been the broadening
out of innovation hubs from developed markets in North
America and Europe to those within the developing
world. Once again, the main drivers of this move are do-
mestic advantages over developed economies, namely low
cost, access to large talent pools, and the ability for much
more rapid commercialization of discoveries. Indeed, the
appearance of Shenzhen and Bengaluru (formerly Ban-
galore) on lists of top global innovation hubs is not an

Table 2: Innovation Perspectives Across Countries
Artificial Intelligence Advanced ‘Mfg & Big Data BlockChain Fintech Internet of Things
Robotics
United States « Canada « China Europe « India « Germany
* The Bay Area « US + Korea » Malta + Canada Korea
« Seattle « Germany * Gibraltar |+ Israel Singapore
» Boston » China Asia Taiwan
 Chicago « India « Beijing United States
* Houston « Japan « Singapore
* Miami » South Africa » Tel Aviv
Canada « China
» Waterloo New York
» Montreal
» Ottawa
» Edmonton
* Toronto
Europe
« London, UK
» Frankfurt
* Moscow
Asia
» Beijing
» Shenzhen
» Kuala Lumpur
« India
South Africa
Source: KPMG (The Changing Landscape of Disruptive Technologies, 2014 & 2018), TD Economics
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anomaly. Both of these locales have experienced dramatic
growth in the past few decades, with heavy support from
all levels of government. Shenzhen is largely viewed as the
world’s most critical hub for computer hardware manu-
facturing. Global communications giant Huawei has its
headquarters there, with 25k of its 60k total workforce at
its facility working in research and development.

Bengaluru is the home of India’s largest tech titans, Info-
sys and Wipro. Recently there has been a shift away from
providing low cost services to a startup mentality as new
waves of computer engineers have embraced a more entre-
preneurial mindset. The interest is largely in blockchain,
Al and machine learning technologies. Somewhat surpris-
ingly, the tech scene in Bengaluru has advanced sufficiently
that it’s now attracting Indian ex-pat entrepreneurs, inves-
tors, and workers.!®

Although interest is building in the tech ecosystem in
India and elsewhere, the biggest threat to Silicon Valley’s
dominance is cities like Shenzhen in China. The speed at
which China has been able to build up its own homegrown,
whole tech ecosystems has caught many by surprise. Al-
though U.S. firms have established a large global footprint,
Chinese tech firms have rapidly achieved a lasting pres-
ence on a list of the world’s largest tech companies (Table
3). Well known Chinese firms, such as Ali Baba and Ten-
cent, take the 6th and 7th spots respectively. What’s more,
most of the Chinese firms on the list were non-existent 10
years ago, accenting the incredible feat of growth.

China’s rise

As with most things in China, this growth has not oc-
curred by pure luck. The Chinese government has laid out
plans to improve the longer term productive capacity of
its economy, and has emphasized boosting R&D expendi-
tures with the goal of eventually becoming leaders in high
tech industries (Chart 5).

“Made in China 2025” (or MIC 2025 hereafter) was an-
nounced on May 2015 as a continuation to precedent
industrial polices.'* The initiative aims to modernize the
manufacturing process by ensuring that it’s innovation
driven, while creating a competitive advantage for China
by the end of 2025. The Chinese government will provide
the financial tools, the support for creating manufactur-
ing innovation centers (55 new centers by 2025), and a

Chart 5:China Catching Up with Spending on R&D
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major role in strengthening and enforcing intellectual prop-
erty rights.”® MIC 2025 focuses on applying Al and ma-
chine learning to modernize its manufacturing industry, and
augment China’s information technology, aviation, rail, new
energy vehicles, and agricultural industries. These industries
constitute 40% of China’s industrial value-added manufac-
turing and are critical to maintain its competitiveness and
growth in the 21st century. Ultimately, the goal is to change
“Made in China” from being synonymous with low quality,
mass produced products to be symbolic of high quality.

Although in the past the government has made an effort to
ensure that markets helped drive resource allocation deci-
sions across the economy, MIC 2025 reaffirms the role of
the government in economic planning. The plan provides
preferential access to capital for home-grown companies
in order to promote their R&D capabilities. Subsidies are
estimated to reach nearly U.S. $15 billion. Chinese banks
also play an important role in MIC 2025, as they are en-
couraged to provide loans to spur development of indig-
enous brands as well as provide export credit insurance.
In short, through MIC 2025, China seeks to gradually
replace foreign technology with in-home technology
and to prepare Chinese companies for international
markets.'®

Complementing its MIC 2025 plans, China is also push-
ing forward with its Belt and Road initiative (BRI)."” BRI
is worth nearly $4 trillion (Chart 6), and its main aim is
to ease and improve trade with its neighbors and major
trading partners.'”® The infrastructure-focused initiative
will build a network of railroads and shipping lanes with
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Table 3: World's Top 30 Tech Companies by Market Cap
Ticker Region | Market Cap YTD |Market Cap:Y-10

Apple us. 1,073.39 133.88
Paypal us. 883.44 -
Netflix us. 842.32 138.99
Booking Holdings us. 84232 43
Salesforce.com us. 831.54 6.19
Baidu CN 815.43 1331
Microsoft us. 757.03 251.74
Alphabet- Google us. 729.27 216.38
Amazon uU.s. 566.02 39.93
Facebook us. 512.79 -
Tencent CN 493.66 13.54
Ali Baba CN 473.22 -
Samsung KR 285.72 75.1
INTEL CORP us. 216.35 155.69
China Mobile CN 207.70 354.18
TSMC TT 200.58 48931
Ant Financial CN 150.00 -
Uber us. 72.00 -
Didi-chuxing* CN 56.00 -
JD.COM* CN 51.40 -
E-Bay us. 38.83 4481
Xiaomi CN 35.35 =
Airbnb us. 31.00 -
Toutiao* CN 30.00 -
Meituan-Dianping* CN 30.00 =
Yahoo JPN 26.48 31.38
Naver KR 23.94 11.18
Weibo CN 23.04 -
Twitter us. 17.93 -
Godaddy U.S. 8.40 -
Market Cap in Billion USD. *Kleiner Perkins Via Market Watch, March 2018.
Source: Bloomberg, TD Economics, as of: November 29, 2018

70 countries across Central Asia, the Middle East and
Europe. The “Belt” aims to recreate China’s ancient “Silk
Road” in which merchants used to transport silk and oth-
er commodities. The “Road”, on the other hand, refers to
the route that will connect participants of this agreement
through oceans. It’s important to note that 89% of the
Chinese funded projects as part of the belt and road initia-
tives are implemented by Chinese contractors.

China’s ascendancy in tech not guaranteed

Even though the ambitious government is putting in place
the building blocks to become a dominant global force in
tech, there are hurdles along the way:

* 'There remains a huge gap between the efficiency and
the quality of production in Chinese goods. Clos-
ing the gap is not a feat that can be easily or quickly

achieved. China is a state-controlled economy with
very little space for markets to do their job in allocat-
ing resources efficiently. Moreover, excessive govern-
ment intervention may hinder start-up growth due to
the absence of good management, harder exit plans,
and difficulty of attracting partners.

Although China is aiming to open-up to the rest of
the world to achieve its industrial goals, the tools used
by its government continue to raise legal concerns. The
Chinese government is likely to continue to run afoul
of WTO rules and regulations due to its ongoing sup-
port for state owned enterprises, and distortions of the
digital economy by restricting foreign investment and
ownership.

'The sustainability of government funding is always in
question. There are signs that it’s already slowing down
compared to the funding provided during 2015/16.
With authorities focused on rebalancing the economy
and weaning off the addiction to credit-fueled invest-
ment, funding for the more ambitious aspects of the
MIC 2025 and BRI may become scarcer in the years

to come.

Over the years China has built quite an unfortunate
reputation amongst its trade partners, especially when
it comes to intellectual property (IP) rights. According
to the Commission on the Theft of American Proper-
ties, losses from intellectual property theft range from
around $180 billion to $540 billion per year. China
accounts for most of the reported IP theft, and has
helped make it a target of tariffs by the U.S. adminis-
tration (Chart 7). China’s inability to respect property

Chart 6: China's Global Investments Improved
After Belt and Road Initiative Began
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Chart 7: China's Patent Grants Don't Meet its
Economic Ambitions

Patents Granted as a Share of Total Patent Applications*, %
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rights has created shaky grounds between the ambi-
tious communist economy and future trade partners
who are now second-guessing entering trade agree-
ments with China. In response, China has recently en-
deavoured to revisit its MIC 2025 plan, hoping to play
down its bid to dominate manufacturing globally, and
be more open to participation by foreign companies.'’
If done right, they could ensure the success of their
long-run innovation strategy if these changes manage
to attract more foreign investment, and thereby act to
accelerate China’s innovation drive.

Full economic benefits can only be realized
once challenges overcome

'The spread of innovation beyond traditional hubs such as
Silicon Valley to newer locations, especially those in devel-
oping markets, is likely to provide a number of benefits to
the global economy. Like trade in goods and services, more
innovation usually results in greater social benefits. The
discovery and implementation of productivity-enhancing
technologies helps to boost an economy’s growth potential,
in addition to improving the quality of life for the aver-
age citizen. However, also like trade, the gains may not be
equally distributed. For example, rapid growth in China
has widened the gap between the have and have-nots.

Both advanced and emerging market economies have a lot
to gain from the movement of capital beyond Silicon Val-
ley and to other jurisdictions. The economic benefits are
almost certain. More spending on research and develop-
ment means more jobs and more overall economic output.
Over time, productivity enhancing technologies borne

from these investments are likely to provide a strong
counterweight against an aging population and associated
slowdown in labor force growth. Moreover, artificial intel-
ligence, biotechnology, and other technologies should also
lead to dramatic but hard to measure improvements to our

quality of life.

Technology transfers from advanced to emerging market
economies are necessary to help the latter develop. But,
there is also the potential for advanced economies to ben-
efit from expanding research and development programs
to emerging markets. They offer educated researchers
sometimes at a cost advantage, allowing firms to expand
research output without necessarily stretching their bud-
gets. They may also be located closer to supply chains. For
example, U.S. information and communications technol-
ogy firms are finding it easier to undertake research and
development in China given that most of the manufactur-
ing facilities are located in Southeast Asia. This helps to
shorten the time to commercialize new products.

Trade agreements are facilitating the spread of intellectual
property. The Comprehensive and Progressive Agreement
tor Trans-Pacific Partnership (CPTPP) is an agreement
that aims at improving intellectual property rights, and
thereby helping expand services trade amongst signatory
countries. This enables advanced economies to provide
services that may be lacking in less developed economies,
including legal, marketing, and branding. Services trade
has become an increasingly important avenue for export
growth in advanced economies (Chart 8).

Chart 8: Services Trade has Become More
Important for Advanced Economies

Services Exports as a Share of Total Annual Exports, %

S 45
45
40 =2000 =2017
35
35 30
30 27 27
24
25 21
20 17
15 | 12 13
10
5
0
UK

Canada Japan Euro Area u.s.

Source: National Statistical Agencies via Haver Analytics, TD Economics

http://economics.td.com

%W @TD_Economics


http://economics.td.com

Along with growth opportunities come some challenges
that will have to be overcome. The biggest challenge is de-
vising strategies that ensure that the spread of innovation
allows for fair distribution of gains and occurs in a man-
ner that respects intellectual property rights. New technol-
ogy leads to disruption in existing industries, including
job losses, which may exacerbate existing income inequal-
ity (Chart 9). Therefore it’s critical that governments put
in force policies that mitigate the negative impacts of the
adoption of these new technologies.

China’s ascendance also provides a challenge to the current
global order. The plan to accelerate their economic develop-
ment and become a competitor in high value-added indus-
tries over the next decade has made it a target of the U.S.
administration. The ideal outcome would be for a joint effort
by the U.S. and its major trading partners to agree to exploit
the innovative potential that China offers the world rather
than hinder its progress. However, there will first have to be
solid progress on China’s behalf to strengthen its intellectual
property rights regime.

Bottom Line

Although Silicon Valley continues to be the top desti-
nation for tech talent and financing, innovation hubs in
other U.S. cities and internationally are offering competi-
tive alternatives. Investors are increasingly looking for the
next big technological breakthrough, and Canada has a
lot of potential given its talent pool and cost competitive-
ness. It is already home to a number of innovation ecosys-
tems that excel in fintech, artificial intelligence, robotics,
and manufacturing.

However, the bigger story is the rise of technology hubs
in the developing world. Low cost, large talent pools, and
the ability for shorter windows to the commercializa-
tion of new discoveries make cities in India, and China

Chart 9: Technological Innovation May Exacerbate
Existing Inequality Concerns
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in particular, very attractive places for both domestic
and foreign technology startups. The growth in China’s
technology industry has been astounding and poses the
greatest threat to unseating Silicon Valley from its throne
as the global leader. However, China’s tech industry fac-
es a number of challenges that are likely to hold future
progress in check, most notably its lack of strong intel-
lectual property laws, and failure to comply with WTO
regulations.

'The world has much to gain from this focus on innova-
tion and its broadening out to new locales. New discover-
ies that enhance productivity and makes our lives better
is viewed as unambiguously positive for future economic
growth globally. But, the challenges posed by the associ-
ated labor market disruptions that typically accompanies
technological progress suggests that policymakers have
an important role to play in managing the process in or-
der to reap the full benefits from new discoveries.
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